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MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 
(Airlines) 


WEDNESDAY, JUNE 6, 1956 


House or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE 
COMMITTEE ON THE JUDICIARY. 
Washington, D. ©. 

The subcommittee met, pursuant to call, at 10:30 a. m., in room 
346, Old House Office Building, Hon. Emanuel Celler (chairman of 
the Judiciary Committee) presiding. 

Present: Representatives Celler, Rogers, Quigley, Keating, McCul- 
loch, and Scott. 

Also present: Herbert N. Maletz, chief counsel; Kenneth R. Har- 
kins, cocounsel;: and Samuel R. Pierce, associate counsel. 

The Cuarrman. The meeting will come to order. 

Our first witness this morning is Mr. John Floberg, Conference of 
Local Airlines. 

Mr. Floberg, will you step forward ? 


TESTIMONY OF JOHN F. FLOBERG, CHAIRMAN AND COUNSEL OF 
THE CONFERENCE OF LOCAL AIRLINES; ACCOMPANIED BY JAMES 
G. RAY, JR. 


Mr. Fionere. Thank you, Mr. Chairman. 

Mr. Chairman and gentlemen of the subcommittee, my name is 
John F. Floberg and I am a partner in the law firm of Kirkland, 
Fleming, Green, Martin & Ellis, with offices in Chicago and Wash- 
ington. My local address is 800 World Center Building, Washington 
6, D.C. 

I am also, and have been since November 15, 1954, chairman and 
counsel of the Conference of Local Airlines, in whose behalf I appear 
today before this subcommittee. The address of the conference is 
that of my office. 

Mr. Chairman, may I identify on my right hand here, Mr. James 
Ray, Jr., an aviation consultant in Washington. 

The CuatrMan. Let me interrupt you for a moment. 

Mr. Fiopere. Yes. 

The CHatrman. The Chair would like to read into the record a 
letter which was sent to the Chairman of the Civil Aeronautics Board 
on May 23, 1956. 

Will you read it, Mr. Counsel, please. 

Mr. Materz (reading) : 


Dear Mr. DurFEE: On May 22, 1956, counsel for the House Antitrust Sub- 
committee examined various files of the Civil Aeronautics Board relating to 


2301 
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correspondence written by various individuals to the White House and the 
Civil Aeronautics Board on behalf of North American Airlines. Several docu- 
ments examined by counsel will be of interest to the subcommittee in its present 
hearings on commercial aviation. 

I will appreciate it very much if you will supply the subcommittee with copies 
of the following documents : 

(1) Letter dated January 28, 1954, from Murray Chotiner to the President ; 

(2) Proposed reply to the above letter as prepared by the Board; 

(3) “Buck slip” attached to the proposed reply indicating that the letter 
from Mr. Chotiner was forwarded to the Board with a transmittal mem- 
orandum from Mr. Charles F. Willis, Jr. ; 

(4) The transmittal memorandum from Mr. Charles F. Willis, Jr., referred 
to in (3); 

(5) Letter dated June 22, 1953, from Acting Chairman Harmar Denny 
to Charles F. Willis, Jr. ; 

(6) The inquiry from Mr. Willis which prompted the letter referred to 
in (5) or a statement as to the nature of the inquiry, whether oral, when 
made, ete.; and 

(7) Copy of the mimeographed, informational statement sent by the 
Board to correspondents who had inquired as to the action taken by the 
Board in the North American cases. 

Sincerely yours, 
EMANUEL CELLER, Chairman. 


The Cuarrman. Will you read the reply from the Civil Aeronau- 
tics Board, dated May 25, 1956. 

Mr. Maerz. This is a letter from James R. Durfee, Chairman, 
Civil Aeronautics Board, to the Honorable Emanuel Celler. 


DEAR CONGRESSMAN CELLER: This will acknowledge receipt of your letters of 
May 22 and 23, 1956, with respect to files of the Board relating to correspondence 
on behalf of North American Airlines. 

As requested in your letter of May 23 I am enclosing copies of the following 
items, the numbers of which correspond to the numbers listed in your letter: 

(1) Letter dated January 28, 1954, from Murray Chotiner to the President. 

(2) Proposed reply to the above letter as prepared by the Board. 

(3) “Buck slip” attached to the proposed reply indicating that the letter 
from Mr. Chotiner was forwarded to the Board with a transmittal memorandum 
from Mr. Charles F. Willis, Jr. 

(5) Letter dated June 22, 1953, from Acting Chairman Harmar Denny to 
Charles F. Willis, Jr. 

(7) The mimeographed, informational statement sent by the Board to cor- 
respondents who had inquired as to the action taken by the Board in the North 
American case. (The first statement of July 9, 1953, was later revised on March 
10, 1954. Copies of each are enclosed.) 

We are unable to locate item (4) of your letter in our files. It may be that 
this was returned to Mr. Willis with the draft of reply and the original letter 
from Mr. Chotiner. We are also unable to locate any written inquiry from Mr. 
Willis, or notation of such inquiry, as requested in item (6) of your letter. The 
first sentence of our letter of June 22, 1953, to Mr. Willis would seem to indicate 
that this inquiry may have been oral. The staff members who handled the prepar- 
ation of the draft of letter to Mr. Willis do not now recall how the inquiry 
originated. 

In view of the specific request for material set forth in your letter of May 23 
as a result of examination of Board files by counsel for the committee, the Board 
assumes that the letter of May 23 supersedes the more general letter of May 22 
requesting that the files of the Board be made available to your subcommittee 
staff with respect to correspondence to the White House and the Board on behalf 
of North American Airlines. If this understanding is not correct or if anything 
further is desired of the Board in this matter we will, of course, be glad to receive 
and consider such further request as you may wish to make. 

Sincerely yours, 
JAMES R. DurFEE, Chairman. 


The CHarrmMan. Here are the enclosed documents that Mr. Durfee 
sent to me as chairman. ; 
Mr. Maerz. Do you desire that I read this, Mr. Chairman? 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2303 


The CHAIRMAN. Yes. 
Mr. Materz. This is CAB form 27: 


From: White House, Charles Willis; transmitted from Commerce. 

Subject: White House transmitted to Under Secretary Murray letter from 
Murray M. Chotiner, Beverly Hills, Calif., re Board’s action in connection 
with North American Airlines. 

Reply for: Mr. Sherman Adams. 

Comments: Please note Mr. Willis’ memo to Under Secretary Murray dated 
February 15, 1954. T.D. 


At the bottom: 


Dictator’s name, ret. No.,and date: Wanner: mb. B-31. March 1, 1954. 
Covering memo F Davis : mmck, March 2, 1954. 


And a letter dated January 28, 1954. The heading of the letter, 
“Taw Offices, Murray M. Chotiner, 400 Fox Wilshire Theatre Building, 
202 South Hamilton Drive, Beverly Hills, Calif. January 28, 1954”: 


President Dwieut D. EISENHOWER, 
White House, Washington, D. CO. 


DEAR Mr. PRESIDENT: The Civil Aeronautics Board is carrying out a program 
designed to put the independent airlines out of business, and particularly the 
largest, North American Airlines—thereby playing into the hands of the major 
airlines. 

Since the Board was established in 1928, no new company has been granted a 
certificate as a trunk route carrier. 

The Board’s actions are contrary to recommendations of two Senate Small 
Business Committees headed by Republican Senator Edward J. Thye and Demo- 
crat Senator John Sparkman. 

I am convinced that only intercession by you will remedy the present high- 
handed and arbitrary action of the CAB. The survival of the free-enterprise 
system in this field requires immediate and aggressive action. 

May I urge you to designate someone to make an investigation and report to 
you so you may take such action as is proper. 

North American Airlines is a client of mine, but irrespective of this fact, I 
feel it is important that the independent airline, so vital to our State and 
Nation, be allowed to exist. 

May I take this opportunity of commenting on the forward looking leadership 
you are giving us, and extend my very best wishes to you. 

Sincerely, 
Murray M. CHOTINER. 


Attached to that is a proposed reply prepared by CAB to: 


Mr. Murray M. CHorTINer, 
400 Fox Wilshire Theatre Building, 
Beverely Hills, Calif. 


Dear Mr. Cuorirner: The President has referred to me your letter of January 
28, 1954, with respect to the actions of the Civil Aeronautics Board in dealing 
with the independent airlines and particularly North American Airlines. 

It is my understanding that at the present time the large irregular carriers 
operating under exemption authority from the Board are engaged in two princi- 
pal types of proceedings, one relating to route authorization proceedings and the 
other to enforcement proceedings. 

The principal route authorization proceeding involves a proceeding instituted 
by the Board known as the Large Irregular Carrier Investigation, docket No. 
5132. That proceeding is concerned with the question of proposed changes in 
the existing regulations and requirements of the Board governing the large 
irregular carriers, and it is in that proceeding that the Board proposes to give 
full consideration to the need in the public interest for broadened operating 
authority on the part of irregular carriers. Although the hearings have been 
underway for some time, the Board expects that because of the size and com- 
plexity of the proceedings (the proceeding originally encompassed 221 applica- 
tions plus an additional 27 intervenors) considerable time will elapse before 
the proceeding can be completed. In addition to the investigation in docket 
No. 5132 relating to all irregular carriers several other route certification pro- 
ceedings are now in progress and include applications filed by irregular carriers. 





2304 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


Applications by North American Airlines are consolidated in the New York- 
Chicago Service case (docket No. 986), the Denver Service case (docket No. 
1841), and the Northeast-Southwest Service case (docket No. 2355). In addi- 
tion, applications of several irregular air carriers have been heard in the 
Trans-Atlantic Cargo case (docket No. 3041), and all procedural steps in this 
proceeding have now been completed and the case is awaiting decision by the 
Board and action thereon by the President. 

During the pendency of the various new route proceedings, and particularly 
the investigation in docket No. 5132 the Board has been of the view that. it 
cannot permit the irregular air carriers to disregard the lawful limitations 
on their operating authority any more than it can permit any other applicant 
for additional operating authority to inaugurate the very service for which 
authority is sought in advance of the Board’s determination on the application. 
In this connection, I am informed that the industry as a whole apparently recog- 
nizes this principle, and that the Board has found it necessary to institute 
revocation proceedings against only a few of the large irregular carriers since 
the institution of the investigation in docket No. 5132. In additin to the en- 
forcement proceeding brought against North American Airlines, revocation pro- 
ceedings against six ther large irregular air carriers have been instituted since 
September 21, 1951, when the investigation in docket No. 5132 was instituted. 

With respect to the enforcement proceeding brought against North American 
Airlines, I am advised that the proceeding involves a formal administrative 
proceeding before the Board and that North American Airlines is entitled to 
all procedural and other safeguards provided under the Civil Aeronautics Act 
and the Administrative Procedure Act. In addition, the carrier will be entitled 
to appeal to the courts if the Board commits legal error. 

In view of the foregoing it would appear that the Board’s course of action is 
consistent with its powers and duties under the Civil Aeronautics Act of 1938. 
The Board is actively considering the need for and the place of the irregular 
carriers in the field of air transportation, while at the same time it is carrying 
out its duty under the Civil Aeronautics Act to follow an enforcement policy 
designed to insure reasonable compliance by all air carriers, irregular and sched- 
uled alike, with the act and effective regulations issued pursuant thereto. 


The Cuarrman. Here is a letter sent by Acting Chairman Harmar 
D. Denny, of the Civil Aeronautics Board, dated June 22, 1953, to Mr. 
Charles F. Willis, Jr., special assistant, the White House. 

Will you read that? 

Mr. Keatine. This has to do with the North American case. 

Mr. Maerz. This is dated June 22, 1953. [Reading:] 


Dear CHARLEY: In view of your recent inquiry concerning the status of the 
North American enforcement proceeding, docket No. 6000, I am enclosing, for your 
information, some material relating to this matter consisting of copies of two 
letters to Senator Thye dated June 17 and 19, 1953, and a copy of the Board's 
Order No. B-7483, adopted June 16, 1953. 

The enclosed material describes the present status, the probable future course, 
and the nature of the enforcement proceedings, and also explains why the Board 
believes it would not be in the public interest to discontinue its established en- 
forcement program. 

Mr. Chairman, these are additional 

Mr. Keatine. Are you through with the Chotiner case? 

Mr. Maerz. Yes. 

Mr. Keating. Well, it would appear that Chotiner did not get any 
further to date on behalf of North American than he did in any of 
these other things that he was in. 

The CuHatrrmMan. Go ahead. Wat 

Mr. Maerz. Attached to Mr. Denny’s letter to Mr. Willis is a copy 
of a letter dated June 17, 1953, to Hon. Edward J. Thye, chairman, 
Select Committee on Small Business, together with a letter dated June 
19, 1953, to Hon. Edward J. Thye, chairman, Select Committee on 
Small Business, United States Senate. 

These are rather lengthy letters. If you wish, Mr. Chairman, I will 
read them. 
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The Cuairman. I do not think it is necessary. Put them in the 
record. 
(The letters referred to are as follows:) 


May 23, 1956. 
Hon. JAMES R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 

DEAR Mr. DurRFEE: On May 22, 1956, counsel for the House Antitrust Subcom- 
mittee examined various files of the Civil Aeronautics Board relating to corre- 
spondence written by various individuals to the White House and the Civil 
Aeronautics Board on behalf of North America Airlines. Several documents 
examined by counsel will be of interest to the subcommittee in its present hear- 
ings on commercial aviation. 

I will appreciate it very much if you will supply the subcommittee with copies 
of the following documents : 

(1) Letter dated January 28, 1954, from Murray Chotiner to the Presi- 
dent ; 

(2) Proposed reply to the above letter as prepared by the Board ; 

(3) “Buckslip” attached to the proposed reply indicating that the letter 
from Mr. Chotiner was forwarded to the Board with a transmittal memoran- 
dum from Mr. Charles F. Willis, Jr. ; 

(4) The transmittal memorandum from Mr. Charles F. Willis, Jr., referred 
to in (3) ; 

(5) Letter dated June 22, 1953, from Acting Chairman Harmar Denny 
to Charles F. Willis, Jr. ; 

(6) The inquiry from Mr. Willis which prompted the letter referred to 
in (5) or a statement as to the nature of the inquiry, whether oral, when 
made, etc. ; and 

(7) Copy of the mimeographed informational statement sent by the Board 
to correspondents who had inquired as to the action taken by the Board in 
the North American cases. 

Sincerely yours, 

OMANUEL CELLER, Chairman. 


CiviL AERONAUTICS BOARD, 
Washington, May 25, 1956. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 

DEAR CONGRESSMAN CELLER: This will acknowledge receipt of your letters 
of May 22 and 23, 1956, with respect to files of the Board relating to correspond- 
ence on behalf of North American Airlines. 

As requested in your letter of May 23 I am enclosing copies of the following 
items, the numbers of which correspond to the numbers listed in your letter: 

(1) Letter dated January 28, 1954, from Murray Chotiner to the President. 

(2) Proposed reply to the above letter as prepared by the Board. 

(3) “Buckslip” attached to the proposed reply indicating that the letter 
from Mr. Chotiner was forwarded to the Board with a transmittal memo- 
randum from Mr. Charles F. Willis, Jr. 

(5) Letter dated June 22, 1953, from Acting Chairman Harmar Denny 
to Charles F. Willis, Jr. 

(7) The mimeographed informational statement sent by the Board to 
correspondents who had inquired as to the action taken by the Board in 
the North American case. (The first statement of July 9, 1953, was later 
revised, on March 10, 1954. Copies of each are enclosed.) 

We are unable to locate item (4) of your letter in our files. It may be that 
this was returned to Mr. Willis with the draft of reply and the original letter 
from Mr. Chotiner. We are also unable to locate any written inquiry from 
Mr. Willis, or notation of such inquiry, as requested in item (6) of your letter. 
The first sentence of our letter of June 22, 1953, to Mr. Willis would seem to 
indicate that this inquiry may have been oral. The staff members who handled 
the preparation of the draft of letter to Mr. Willis do not now recall how the 
inquiry originated. 

In view of the specific request for material set forth in your letter of May 23 
as a result of examination of Board files by counsel for the committee, the Board 
assumes that the letter of May 23 supersedes the more general letter of May 22 
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requesting that the files of the Board be made available to your subcommittee 
staff with respect to correspondence to the White House and the Board on behalf 
of North American Airlines. If this understanding is not correct or if anything 
further is desired of the Board in this matter we will, of course, be glad to 
receive and consider such further request as you may wish to make. 

Sincerely yours, 


JAMES R. DurFee, Chairman, 
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Beverty HItxs, Cawtr., January 28, 1954. 
President Dwieut D. EISENHOWER, 
White House, Washington, D.C. 

DEAR MR. PRESIDENT: The Civil Aeronautics Board is carrying out a program 
designed to put the independent airlines out of business, and particularly the 
largest, North American Airlines—thereby playing into the hands of the major 
airlines. 

Since the Board was established in 1928, no new company has been granted a 
certificate as a trunk route carrier. 

The Board’s actions are contrary to recommendations of two Senate Small 
Business Committees headed by Republican Senator Edward J. Thye, and Demo- 
erat Senator John Sparkman. 

I am convinced that only intercession by you will remedy the present high- 
handed and arbitrary action of the CAB, The survival of the free enterprise 
system in this field requires immediate and aggressive action. 

May I urge you to designate someone to make an investigation and report to 
you so you may take such action as is proper. 

North American Airlines is a client of mine, but irrespective of this fact, I 
feel it is important that the independent airline, so vital to our State and Nation, 
be allowed to exist. 

May I take this opportunity of commenting on the forward-looking leadership 
you are giving us, and extend my very best wishes to you. 

Sincerely, 
Murray M. CHOTINER, 


Mr. Murray M. CHOTINER, 
Beverly Hills, Calif. 


Dear Mr. CuHoriner: The President has referred to me your letter of Jan- 
uary 28, 1954, with respect to the actions of the Civil Aeronautics Board in deal- 
ing with the independent airlines and particularly North American Airlines. 

It is my understanding that at the present time the large irregular carriers 
operating under exemption authority from the Board are engaged in two prin- 
cipal types of proceedings, one relating to route authorization proceedings and 
the other to enforcement proceedings. 

The principal route authorization proceeding involves a proceeding instituted 
by the Board known as the large irregular carrier investigation, docket No. 5132. 
That proceeding is concerned with the question of proposed changes in the exist- 
ing regulations and requirements of the Board governing the large irregular 
carriers, and it is in that proceeding that the Board proposes to give full con- 
sideration to the need in the public interest for broadened operating authority 
on the part of irregular carriers. Although the hearings have been underway 
for some time, the Board expects that because of the size and complexity of the 
proceedings (the proceeding originally encompassed 221 applications plus an 
additional 27 intervenors) considerable time will elapse before the proceeding 
can be completed. In addition to the investigation in docket No. 5132 relating 
to all irregular carriers several other route certification proceedings are now in 
progress and include applications filed by irregular carriers. Applications by 
North American Airlines are consolidated in the New York-Chicago Service case 
(docket No. 986), the Denver Service case (docket No, 1841), and the Northeast- 
Southwest Service case (docket No. 2355). In addition, applications of several 
irregular air carriers have been heard in the Trans-Atlantic Cargo case (docket 
No. 3041), and all procedural steps in this proceeding have now been completed 
and the case is awaiting decision by the Board and action thereon by the 
President. 

During the pendency of the various new route proceedings, and particularly 
the investigation in docket No. 5132, the Board has been of the view that it 
cannot permit the irregular air carriers to disregard the lawful limitations on 
their operating authority any more than it can permit any other applicant for 
additional operating authority to inaugurate the very service for which authority 
is sought in advance of the Board’s determination on the application. In this 
connection, I am informed that the industry as a whole apparently recognizes 
this principle, and that the Board has found it necessary to institute revocation 
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proceedings against only a few of the large irregular carriers since the institu- 
tion of the investigation in docket No. 5132. In addition to the enforcement 
proceeding brought against North American Airlines, revocation proceedings 
against six other large irregular air carriers have been instituted since Septem- 
ber 21, 1951, when the investigation in docket No. 5132 was instituted. 

With respect to the enforcement proceeding brought against North American 
Airlines, I am advised that the proceeding involves a formal administrative 
proceeding before the Board and that North American Airlines is entitled to 
all procedural and other safeguards provided under the Civil Aeronautics Act 
and the Administrative Procedure Act. In addition, the carrier will be entitled 
to appeal to the courts if the Board commits legal error. 

In view of the foregoing it would appear that the Board’s course of action 
is consistent with its powers and duties under the Civil Aeronautics Act of 
1938. The Board is actively considering the need for and the place of the irreg- 
ular carriers in the field of air transportation, while at the same time it is 
carrying out its duty under the Civil Aeronautics Act to follow an enforcement 
policy designed to insure reasonable compliance by all air carriers, irregular and 
scheduled alike, with the act and effective regulations issued pursuant thereto. 


Crv1L AERONAUTICS BOARD, 
Washington, June 22, 1953. 


Mr. CHARLES F. WILLIS, Jr., 
Special Assistant, the White House, 
Washington, D. C. 

Dear CHARLEY: In view of your recent inquiry concerning the status of the 
North American enforcement proceeding, docket. No. 6000, I am enclosing, for 
your information, some material relating to this matter consisting of copies of 
two letters to Senator Thye dated June 17 and 19, 1953, and a copy of the Board’s 
order No. E—7483, adopted June 16, 1953. 

The enclosed material describes the present status, the probable future course, 
and the nature of the enforcement proceedings, and also explains why the Board 
believes it would not be in the public interest to discontinue its established 
enforcement program. 


Sincerely yours, 
HarMAR D. DENNY, 


Acting Chairman. 


Civit AERONAUTICS BOARD, 
Washington, June 19, 1958. 
Hon. Epwarp J. THYE, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

My Dear SENATOR THYE: This letter is written in further response to your 
letter of June 9, 1953, requesting that the Board defer any further steps in the 
processing of economic enforcement proceedings until after the forthcoming 
report of your committee on the irregular carriers has been submitted and the 
Board has had a chance to consider it. The Board replied to your letter of 
June 17, 1953, with respect to our enforcement policy generally. Because of 
the interest which has arisen concerning the specific enforcement proceedings 
against a group of carriers and other companies generally referred to as North 
American, the Board also believes that it would be desirable to write you further 
in explanation of their purpose and status. 

The course of action being followed in the North American enforcement pro- 
ceeding is exactly like the process followed in the great majority of our enforce- 
ment actions against all air carriers, both irregular and scheduled. The proceed- 
ing was instituted by a petition and complaint filed by our Office of Enforcement 
which, under the organizational framework of the Board and in conformity with 
the purposes of the Administrative Procedure Act, is authorized to file such 
complaints on its own initiative. The petition in the North American case was 
filed on March 12, 1953. Thereafter the Board on motion filed by North Ameri- 
can granted leave to extend, by 15 days, the period of time permitted under our 
rules for the filing of its answer. The answer was filed on April 13, 1952 Notice 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2309 


of hearing before an examiner of the Board was issued on April 28, 1953, setting 
the matter for hearing on May 18, 1953. Subsequently, on request of North 
American the hearing was postponed by the examiner to June 23, 1953. 

A motion by North American for dismissal or postponement of the enforcement 
proceeding was filed on June 12. Although based on grounds known to North 
American from the beginning of the proceeding the motion was filed only 11 days 
before the hearing was scheduled to start in Los Angeles. In view of the neces- 
sary arrangements already made or in the process of being made with respect 
to hearing rooms, witnesses, transportation from Washington to Los Angeles, etc., 
prompt action on the motion was resquired if expense and inconvenience to all 
concerned were to be avoided. The Board accordingly issued promptly its order 
of June 16 denying the motion. A copy of this order is enclosed for your 
information. 

It is expected that the hearing in Los Angeles will require a number of days; 
and possibly several weeks, in order to hear and cross-examine the witnesses of 
North American and the Office of Enforcement. Thereafter, following our usual 
procedure as provided in our rules, the parties will write and submit briefs to the 
examiner assigned to the case. Following his study and analysis of the record 
and of the briefs the examiner will then write a report to the Board recommend- 
ing the proper disposition to be made of the proceeding. Such report will be 
served on the parties, and North American and the Office of Enforcement will 
then have an opportunity to file written exceptions to the examiner’s report, to 
file briefs with the Board in support of those exceptions, and to request oral 
argument before the Board. If oral argument is requested, as it normally is in 
cases of this kind, the entire Board will hear argument presented by both sides 
and will thereafter issue its final decision in the case. 

Based upon past experience and the time periods provided in our Rules of 
Practice for the accomplishment of the foregoing steps, it is probable that the 
Board’s final order will net issue for 6 months or more. Thereafter the parties 
will have 30 days within which to petition for reconsideration of the Board’s 
order. If North American after completion of all steps before the Board is not 
satisfied with the result it can, of course, take an appeal directly to the circuit 
court of appeals. 

During the time required to complete the steps outlined above, North American 
is free to continue to operate in accordance with the Board’s existing regulations 
and other requirements applicable to irregular carriers generally. The operating 
authority of the carrier has not been suspended or revoked, nor has a cease-and- 
desist order been issued in this proceeding. (Of course, you will understand that 
if new or more flagrant violations occur during the time required to complete the 
present enforcement proceedings, additional enforcement action relating thereto 
might be found to be necessary. ) 

The issues involved in the enforcement proceedings relate, of course, solely to 
past violations of existing requirements and regulations of the Board. Those 
violations alleged to have occurred relate primarily to (i) the maintenance of 
various controls or other forbidden intercorporate relationships in violation 
of section 408 of the act, (ii) engaging in air transportation without authorization 
therefor, in violation of section 401 (a) of the act, (iii) the conduct by irregular 
carriers of frequent and regular operations in excess of those permitted under 
the Board’s exemption regulations, and (iv) violations of the ticket and ticket 
agency regulations of the Board. Such proceedings, however, do not relate to 
the question of changes in the existing regulations and requirements of the 
Board. All such proposed changes, which relate primarily to future policy 
and requirements as distinguished from past violations of existing requirements, 
are encompassed in the Board’s general investigation of irregular carriers, 
docket No. 5132. Although hearings have been underway in docket No. 5132 
for some time, the Board expects that due to the size and complexity of the 
general investigation the enforcement action against North American will be 
completed before final decision is reached in docket No. 5132. 

Should you desire any further information in connection with this matter the 
Board will, of course, be happy to furnish it. 

Sincerely yours, 


Harmar D. Denny, acting Chairman. 
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UNITED STATES OF AMERICA 
Civiz AERONAUTICS BoarRpD 
WASHINGTON, D. ©. 


Adopted by the Civil Aeronautics Board at its office in Washington, D. C., on the 
16th day of June 1953 


Docket No. 6000 


In the matter of Twentieth Century Air Lines, Inc., Trans National Airlines, 
Inc., Trans American Airways, Inc., Jacob Freed Adelman d. b. a. Hemisphere 
Air Transport, North American Aircoach System, Inc., and Stanley D. Weiss, 
James Fischgrund, Jack B. Levin and R. R. Hart, Individually and as Partners 
d. b. a. Republic Aircoach System, also d. b. a. Twentieth Century Aircraft 
Company, also d. b. a. California Aircraft Company, and Stanley D. Weiss 
and James Fischgrund, as partners, d. b. a. Standard Airmotive Company 


J]NFORCEMENT PROCEEDING 


ORDER DENYING MOTION FOR DISMISSAL OR POSTPONEMENT 


On July 12, 1953, the respondents (hereinafter referred to as “North Amer- 
ican”) in the above-entitled proceeding filed a motion for dismissal or post- 
ponement of the proceeding. 

In support of this motion North American urges three considerations. First, 
it is urged that in view of the importance of the problem the Board’s present 
enforcement policy should be change in favor of one in which the merits of the 
nonscheduled question and the economic feasibility of nonscheduled operations 
will be solved prior to the elimination of the “successful” nonscheduled opera- 
tors. In effect North American urges that the Board reverse the enforcement 
policy announced on September 21, 1951, at the time the investigation of irregu- 
lar carriers, Docket No. 5132, was instituted. At that time the Board stated 
that it had reviewed its enforcement policy with respect to the irregular carriers 
and had concluded that it could not condone violations of the Act or the Board’s 
regulations pending disposition of the investigation, and that it would proceed 
with the enforcement of existing requirements in the usual manner. The 
grounds urged by North American are insufficient to warrant departure from 
that policy, which we have uniformly followed. If “successful” operators have 
observed the Act they need not fear enforcement action. If they have not, 
however, the Board believes that it would be remiss in its duties if it failed 
to pursue an enforcement policy designed to insure reasonable compliance by 
scheduled and nonscheduled operators alike. Moreover, in view of the im- 
portance of the economic questions presented we conclude that in the absence 
of a stronger showing than made here we would not be warranted at this time 
in either enlarging or restricting the existing economic operating authority of 
the nonscheduled operators pending completion of the investigation in Docket 
No, 5132. 

Second, North American further urges that the hearing in the above proceed- 
ing will substantially duplicate the expense and time required for the trial in 
Docket No, 5132 of the issues which relate to North American. In view of the 
greater size and complexity of the proceeding in Docket No, 5132, the disparities 
of parties and issues, and the comparatively shorter period of time which will 
be required to complete the above-entitled proceeding, we conclude that this 
ground, even when considered in the light of the other grounds urged, is in- 
sufficient to warrant dismissal or postponement of the proceeding. 

Third, it is urged that entry of new certificated carriers into the field of air 
transportation is in the public interest and in conformity with the purpose of 
the Civil Aeronautics Act, that only an applicant such as the North American 
group is in a position to undertake the burden of prosecution of an application 
to that end, and that unless North American is permitted to continue to operate 
on some reasonable ‘basis pending disposition of its certificate cases it cannot 
be expected to go forward in view of the past policies of the Board restricting 
the entry of newcomers into the field. It is not clear whether North American 
intends to argue that even if its present operations are unlawful it needs to 
continue them (a) in order to prove public convenience and necessity, (0) finance 
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its certificate application, or (¢) as a token of encouragement. We are unable 
te accept any of these alternatives, each of which is contrary to the public 
interest and subverts the statutory scheme. 

ACCORDINGLY, IT IS ORDERED, That the aforesaid motion for dismissal or post- 
ponement be and it hereby is denied. 


By the Civil Aeronautics Beard: 
[SEAL] M. C. Mutiiean, Secretary. 


Civit AERONAUTICS Boarp, 
Washington, June 17, 1953. 
Hon. Epwarp J. THYE, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

My Dear SENATOR THYE: The Board has received your letter of June 9, 1953, 
addressed to Hon. Oswald Ryan, Chairman, in which you request that the 
Board defer any further steps in the processing of economic enforcement pro- 
ceedings until after the forthcoming report of your committee on the irregular 
carriers has been submitted and the Board has had a chance to consider it. 

The Board is awaiting the issuance of your committee report with great inter- 
est, and will give thorough consideration to any suggestions which may be con- 
tained in it concerning the policies to be made applicable in the future to the 
irregular carriers. After earnest consideration, however, the Board has con- 
cluded that it should not at this time defer economic enforcement proceedings or 
otherwise alter its normal enforcement policies and actions, all of which are 
directed to past violations rather than to future policies. We believe now as we 
have in the past that it is our duty under the Civil Aeronautics Act to follow an 
enforcement policy designed to insure reasonable compliance by all air carriers, 
irregular and scheduled alike, with the act and the Board's regulations. In our 
opinion such a policy is necessary to implement the congressional policy and the 
Board’s program for the development and encouragement of air transportation. 
The purpose of the Board’s enforcement efforts is not merely to punish, but 
rather to protect and preserve the national plan against the regulatory and 
economic chaos which would be brought about by a policy of condoning and ig- 
noring violations. 

The Board does not here intend to suggest that a rigid enforcement policy must 
be followed at all costs and without regard to other valid and important consider- 
ations, or to reject in advance any suggestions which may be contained in the 
report of your committee affecting enforcement actions for past violations. As 
we have indicated above, the Board will carefully consider any such suggestions 
in the light of the congressional intent and purpose embodied in the Civil Aero- 
nautics Act, upon the basis of the information now before us; however, we are 
unable to conclude that our long-standing enforcement policies should be reversed. 


Sincerely yours, 
HarMar D. Denny, Acting Chairman. 





CIvit AERONAUTICS BOARD, 
July 9, 1958. 


NortH AMERICAN ENFORCEMENT PROCEEDING 


The course of action being followed in the North American enforcement pro- 
ceeding is exactly like the process followed in the great majority of the Board’s 
enforcement actions against all air carriers, both irregular and scheduled. The 
proceeding was instituted by a petition and complaint filed by the Board’s Office 
of Enforcement which, under the organizational framework of the Board and 
in conformity with the purposes of the Administrative Procedure Act, is au- 
thorized to file such complaints on its own initiative. 

The enforcement proceeding involves a group of 13 respondents, of which 4 are 
large irregular carriers, 2 are ticket agencies, 3 are alleged to be partnerships 
which own and lease aircraft or provide operational services for such carriers, 
and 4 are individuals alleged to control the foregoing enterprises. The issues 
involved in the enforcement proceedings relate solely to past violations of the 
act and the existing requirements and regulations of the Board. The violations 
alleged to have occurred relate primarily to (i) the maintenance of various con- 
trol or other forbidden intercorporate relationships in violation of section 408 
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of the act, (ii) engaging in air transportation without authorization therefor, in 
violation of section 401 (a) of the act, (iii) the conduct by irregular carriers of 
frequent and regular operations in excess of those permitted under the Board’s 
exemption regulations, and (iv) violations of the ticket and ticket agency regu- 
lations of the Board. 

The petition and complaint filed by the Office of Enforcement instituting the 
Nourth American case was filed on March 12, 1953. Thereafter the Board on 
motion tiled by North American granted leave to extend, by 15 days, the period 
of time permitted under the Board’s rules for the filing of its answer. The 
answer was filed on April 13, 1953. Notice of hearing before an examiner of 
the Board was issued on April 28, 1953, setting the matter for hearing on May 18, 
1953. Subsequently, on request of North American the hearing was postponed 
by the examiner to June 23, 1953. On the day for the opening of the hearing in 
Los Angeles, June 23, the respondents filed suit in the United States district 
court in that city, seeking to restrain the Board from continuing with the en- 
forcement proceeding. This suit was dismissed on June 26, on motion by the 
Board, because the venue had been improperly laid. Thereafter a similar suit 
was brought in the United States District Court for the District of Columbia. 
On July 3, 1953, a temporary restraining order was issued against the Board 
until July 13, and at the same time the hearing on a motion for preliminary 
injunction was set for the same day, July 13. On July 7, the Board filed a motion 
to dismiss the suit, and it is anticipated that this motion will also be heard at the 
hearing on July 13. In the meantime, of course, because of the various court 
proceedings and the steps taken therein. the Board’s hearing has been postponed. 

If and when the hearing in Los Angeles is resumed, it is expected that it will 
require a number of days, and possibly several weeks, in order to hear and 
cross-examine the witnesses of North American and the Office of Enforcement. 
Thereafter, following the Board’s usual procedure as provided in the Board’s 
rules, the parties will write and submit briefs to the examiner assigned to the 
ease. Following his study and analysis of the record and of the briefs the 
examiner will then write a report to the Board recommending the proper dis- 
position to be made of the proceeding. Such report will be served on the parties, 
and North American and the Office of Enforcement will then have an opportunity 
to file written exceptions to the examiner’s report, to file briefs with the Board 
in support of those exceptions, and to request oral argument before the Board. 
If oral argument is requested, as it normally is in cases of this kind, the entire 
Board will hear argument presented by both sides and will thereafter issue its 
final decision in the case. 

Based upon past experience and the time periods provided in the Board’s 
rules of practice for the accomplishment of the foregoing steps, it is probable 
that the Board’s final order will not issue for 6 months or more after the hearing 
is resumed. Thereafter the parties will have 30 days within which to petition 
for reconsideration of the Board’s order. If North American after completion 
of all steps before the Board is not satisfied with the result it can, of course, 
take an appeal directly to the circuit court of appeals. 

During the time required to complete the steps outlined above, North American 
is free to continue to operate in accordance with the Board’s existing regulations 
and other requirements applicable to irregular carriers generally. The operat- 
ing authority of the carrier has not been suspended or revoked, nor has a cease 
and desist order been issued in this proceeding. (Of course, if new or more 
flagrant violations occur during the time required to complete the present en- 
forcement proceedings, additional enforcement action relating thereto might 
be found to be necessary.) 

The Board is unable to predict, of course, the outcome of its enforcement 
proceeding. If at the conclusion of the proceeding the evidence does not war- 
rant the issuance of an order of enforcement against the respondents, the com- 
plaint would be dismissed. It should be noted, however, that the Board’s Office 
of Enforcement, judging by the record it has achieved to date, has not indulged 
in the practice of bringing enforcement proceedings which had no reasonable 
basis and thus harassing the respondents in the proceeding. Since 1945, when 
the problem of observance of the Board’s requirements by irregular carriers 
first arose, 60 proceedings have been instituted against large irregular carriers. 
Twenty of these proceedings were litigated through to Board decisions, and 
all resulted in decisions against the respondents. (Of the other 40 cases, 8 are 
pending, 15 were terminated by the entry of a consent cease and desist order, 
and 17 were dismissed or terminated without prejudice because the respondents 
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had voluntarily surrendered their letters of registration, went out of busitiess, 
or the proceeding otherwise became moot.) In all of the cases that were liti- 
gated through to Board decision, respondents had the right to appeal to the 
circuit court of appeals to test the validity of the action of the Board and its 
staff. Appeals were taken by five respondents. In three cases the final order 
of the Board was upheld, and in one case the appeal was dismissed by stipula- 
tion. In the fifth case an intermediate suspension order of the Board was 
remanded for further proceedings, but an appeal from the final order of the 
Board revoking the carrier’s letter of registration was dismissed on motion 
filed by the carrier. 





Civit AERONAUTICS Boarp, 
March 10, 1954. 


NorrH AMERICAN ENFORCEMENT PROCEEDING 


The course of action being followed in the North American enforcement pro- 
eeeding is exactly like the process followed in the great majority of the Board’s 
enforcement actions against all air carriers, both irregular and scheduled. The 
proceeding was instituted by a petition and complaint filed by the Board’s Office 
of Compliance, which, under the organizational framework of the Board and in 
conformity with the purposes of the Administrative Procedure Act, is authorized 
to file such complaints on its own initiative. 

The enforcement proceeding involves a group of 13 respondents, of which 4 are 
large irregular carriers, 2 are ticket agencies, 3 are alleged to be partnerships 
which own and lease aircraft or provide operational services for such carriers, 
and 4 are individuals alleged to control the foregoing enterprises. The issues in- 
volved in the enforcement proceedings relate solely to past violations of the act 
and the existing requirements and regulations of the Board. The violations al- 
leged to have occurred relate primarily to (i) the maintenance of various control 
or other forbidden intercorporate relationships in violation of section 408 of the 
act, (ii) engaging in air transportation without authorization therefor, in viola- 
tion of section 401 (a) of the act, (iii) the conduct by irregular carriers of 
frequent and regular operations in excess of those permitted under the Board’s 
exemption regulations, and (iv) violations of the ticket and ticket agency regu- 
lations of the Board. 

Hearings in the proceeding opened on June 23, 1953, in Los Angeles, but were 
postponed before the close of the day because of a court action brought by re- 
spondents seeking to restrain the Board from continuing with the enforcement 
proceeding. After successive appeals by respondents this effort finally termi- 
nated unsuccessfully when Mr. Justice Reed of the United States Supreme Court 
refused to.stay the Board’s proceeding. Thereafter attempts to obtain a stipu- 
lated record in the proceeding failed, and hearings were resumed on February 1, 
1954, but were again postponed because of the alleged inability of counsel for the 
respondents to be present at the hearing. Hearings were resumed once more on 
February 25, 1954, and are now going forward. At this hearing the respondents 
will have full opportunity to present their own witnesses and evidence and to 
cross-examine the witnesses of the Office of Compliance. Thereafter, following 
the Board's usual procedure as provided in the Board’s rules, the parties will 
write and submit briefs to the examiner assigned to the case. Following his 
study and analysis of the record and of the briefs the examiner will then write 
a report to the Board recommending the proper disposition to be made of the 
proceeding. Such report will be served on the parties, and North American and 
the Office of Compliance will then have an opportunity to file written exceptions 
to the examiners’ report, to file briefs with the Board in support of those excep- 
tions, and to request oral argument before the Board. If oral argument is re- 
quested, as it normally is in cases of this kind, the entire Board will hear argu- 
ment presented by both sides and will thereafter issue its final decision in the 
case. 

Based upon past experience and the time periods provided in the Board's rules 
of practice for the accomplishment of the foregoing steps, it is probable that the 
Board’s final order will not issue for several months after the hearing is resumed. 
Thereafter the parties will have 30 days within which to petition for reconsider- 
ation of the Board’s order. If North American after completion of all steps be- 
fore the Board is not satisfied with the result, it can, of course, take an appeal 
directly to the circuit court of appeals. 
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During the time required to complete the steps outlined above, North American 
is free to continue to operate in accordance with the Board’s existing regulations 
and other requirements applicable to irregular carriers generally. The oper- 
ating authority of the carrier has not been suspended or revoked, nor has a cease- 
and-desist order been issued in this proceeding. The Board legally cannot and, 
of course, will not take any action against the carrier except upon the basis of a 
fair evaluation of the record made in such proceeding. 


The Cuarrman. I sent a communication to Secretary of Commerce, 
Hon. Sinclair Weeks, under date of June 1, asking for certain data 
concerning this matter, as follows: 


The House Antitrust Subcommittee is presently conducting a study and 
investigation in the field of commercial aviation. 

Recently the Civil Aeronautics Board forwarded a number of relevant docu- 
ments from their files which had been referred to by a witness before the 
subcommittee, Among these documents is a letter to the President from a Los 
Angels, Calif., attorney, Murray M. Chotiner, attached to which is a CAB 
correspondence control slip. The letter, dated January 28, 1954, related to the 
Board’s revocation action being taken against the North American Airlines, now 
known as Trans American Airlines. The control slip, dated February 17, 1954, 
contains the following statement: “Please note Mr. Willis’ memo to Under 
Secretary Murray dated February 15, 1954. TD.” Presumably, the memo 
referred to accompanied the letter when it was transmitted from the White 
House to the Department of Commerce for the preparation of a reply. 

The Board states that it does not have in its files a copy of the Willis memo. 
Further, it does not have a copy of the referral memo or “buckslip” transmitting 
the letter from Under Secretary Murray to the Board. 

I will appreciate it very much if you will ascertain whether either of such 
transferral documents is available in the files of the Department of Commerce, 
and if so, if you will supply the subcommittee with copies of them. 

Sincerely yours, 
EMANUEL CELLER, Chairman. 


Secretary Weeks writes as follows, by letter dated June 5, 1956: 


DEAR CHAIRMAN CELLER: This acknowledges the receipt of your letter of 
June 1, 1956. 

In accordance with your request that I ascertain whether either of two trans- 
ferral documents referred to in your letter is available in the files of the Depart- 
ment of Commerce, I am advised that neither of the documents is in any of 
our files, and in the normal course of things would not be retained there. 


They will all be offered in the record. 
(The documents referred to are as follows:) 


JUNE 1, 1956. 
Hon. SINCLATR WEEKS, 
Secretary of Commerce, 
Washington, D.C. 


Dear Mr. Secretary : The House Antitrust Subcommittee is presently conduct- 
ing a study and investigation in the field of commercial aviation. 

Recently the Civil Aeronautics Board forwarded a number of relevant docu- 
ments from their files which had been referred to by a witness before the subcom- 
mittee. Among these documents is a letter to the President from a Los Angeles, 
Calif., attorney, Murray M. Chotiner, attached to which is a CAB correspondence- 
control slip. The letter, dated January 28, 1954, related to the Board’s revoca- 
tion action being taken against the North American Airlines, now known as 
Trans American Airlines. The control slip, dated February 17, 1954, contains 
the following statement: “Please note Mr. Willis’ memo to Under Secretary Mur- 
ray dated February 15, 1954. TD.’ Presumably, the memo referred to accom- 
panied the letter when it was transmitted from the White House to the Depart- 
ment of Commerce for the preparation of a reply. 

The Board states that it does not have in its files a copy of the Willis memo. 
Further, it does not have a copy of the referral memo or “buckslip” transmitting 
the letter from Under Secretary Murray to the Board. 
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I will appreciate it very much if you will ascertain whether either of such 
transferral documents is available in the files of the Department of Commerce, 
and if so, if you will supply the subcommittee with copies of them. 

Sincerely yours, 
EMANUEL CELLER, Chairman. 


Tue SECRETARY OF COMMERCE, 
Washington, D. C., June 5, 1956. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 


DEAR CHAIRMAN CELLER: This acknowledges the receipt of your letter of June 
1956. 
" In accordance with your request that I ascertain whether either of two trans- 
ferral documents referred to in your letter is available in the files of the Depart- 
ment of Commerce, I am advised that neither of the documents is in any of our 
files, and in the normal course of things would not be retained there. 
Sincerely yours, 
SINcLAIR WEEKS, 
Secretary of Commerce. 

The Cuarmman. We might proceed, sir. 

Mr. Fvoperc. Thank you, Mr. Chairman. 

Mr. McCutiocu. Mr. Chairman, I just cannot refrain from say- 
ing at this point that there is now at least some evidence in the record 
that political pressure was attempted by more than one party in 
interest in all these matters. 

The Cuaimman. That is correct. 

Mr. Keatrne. All these airlines run around trying to find some- 
body who is going to have some political influence for them, as well 
as lawyers, and I am gratified to find in this administration, at least, 
that that sort of influence does not have any bearing on the results 
achieved. 

These things are determined on their merits. 

The Cuamman. You may proceed. 

Mr. Froserc. I am happy to preach this morning the gospel of 
local air service. It is a story in which I believe, and it is the story 
of the most rapidly growing segment of the American aviation 
industry. 

The Conference of Local Airlines is an association made up of 
the 13 local service or so-called feeder carirers: Allegheny Airlines, 
Bonanza Air Lines, Central Airlines, Frontier Airlines, Lake Central 
Airlines, Mohawk Airlines, North Central Airlines, Ozark Air Lines, 
Piedmont Airlines, Southern Airways, Southwest Airways, Trans- 
Texas Airways, and West Coast Airlines. 

The local service or feeder airlines have come into existence since 
the end of World War Il. They are the new and small businesses 
that have been established in the scheduled air transport industry in 
accordance with the Civil Aeronautics Act. 

The oldest of the local service airlines has been operating a little 
over 10 years, and the youngest about 6 years; and I believe that this 
committee will be impressed with the amazing progress which their 
enterprising managements have been able to accomplish in these few 
years. 

In August 1943 the Civil Aeronautics Board initiated a public in- 
vestigation to determine the feasibility of extending scheduled air 
transportation to small and intereladdiate sized communities. By 
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January 1944, there were on file with the Board over 400 applica- 
tions for new domestic air services. 

During extensive hearings before an examiner of the Civil Aero- 
nautics Board all segments of the air transport industry, as well as 
of other transport groups, presented detailed evidence. After issu- 
ance of the examiner’s report and oral argument by many of the 
parties, the Civil Aeronautics Board in July 1944 announced its 
opinion. 

In this opinion the Board recognized the many problems involved 
in certificating a new class of air carriers to serve the small and 
intermediate sized cities, but it also recognized the responsibility 
imposed by the Civil Aeronautics Act— 
to encourage the development of an air transport system properly adapted to 
the present and future needs of the commerce of the United States, the postal 
service, and the national defense and to encourage the development of civil 
aeronautics generally— 
and because of this congressional directive the Board decided to 
authorize local or feeder service on an experimental basis. 

Over the next few years the Civil Aeronautics Board authorized 20 
local service carriers to perform air service by granting certificates of 
public convenience and necessity. 

Each of these carriers went through the full procedure required b 
section 401 of the Civil Aeronautics Act; each filed applications; eac 
waited its turn on the Board’s docket ; each presented evidence in lon 
and complex hearings; each argued its case to the Board; each siuwed 
to the Board as required by section 401 (d) that it was— 
fit, willing, and able properly to perform such transportation, and to conform 
- oe provisions of this act and the rules, regulations, and requirements of the 

oard. 

In each case there were many applicants for the particular certificate 
in question, and in each case the oard had to determine both that the 
public convenience and necessity required the service which it was 
certifying, and also that it was choosing the best all-around applicant 
for the rendition of that service. 

The results that followed the certifying of local independent air- 
lines have proved the wisdom of the Board’s action in establishin 
this new segment of the air transport industry and the general sound- 
ness of the choices made between competing applicants. 

By bringing new small and locally conscious businesses into the 
industry, the local carriers have generated traffic beyond all predic- 
tion made 10 years ago and in many cases they have generated traffic 
in points formerly served by trunk airlines well in excess of that devel- 
oped there even by those trunks. ; : 

Many examples could be given of cities where a local service carrier 
has multiplied the number of passengers which formerly were carried 
by trunk airlines from those same points; this apparent phenomenon 
is easily explained by the fact that the local carriers are devoted pri- 
marily to the small and intermediate sized communities and have 
geared their flight operations and sales solicitation programs to fit 
these communities’ requirements, rather than fitting these communi- 
ties, regardless of their requirements, into the long distance operations 
characteristic of the major airlines. 
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The major airlines, for all their other advantages, are sometimes 
forced into the position of treating small or intermediate sized cities 
and towns as interruptions in a long distance flight, which flight of 
necessity has to be scheduled primarily for the convenience and travel 
schedules of the long distance passengers. 

» ‘The 13 local service airlines in operation today are permanently 
certificated by the Civil Aeronautics Board in implementation of a 
statute passed by Congress a year ago with the specific objective of 
accomplishing the permanentizing of the basic route systems of the 
local service carriers in existence at the time (act of May 19, 1955, 69 
Stat. 49,49 U. S. C.481 (e) (3)). 

Prior to the enactment of that legislation and its approval by the 
President, each of the local service airlines had not only undertaken 
the original proceeding for its temporary certificate of public con- 
venience and necessity as described above, but each had been through 
at least one renewal proceeding for the extension of that temporary 
certificate and some had been through second renewal proceedings. 

I should like at this point to describe for the committee the origin of 
each of the local service airlines so that you may have clearly in mind 
the fact that when their managements and ownerships determined to 
enter the air transport business, they had the choice between legal or 
illegal operations, the choice between rendering a large volume of 

abtie service with the promise—up to now illusory—of appropriate 

nancial reward as compared to taking a whirl at the “quick buck” 
with little concern for the public service. Naturally, each chose to 
operate according to law, and the record attests the volume of their 
service to the public. 

Allegheny Airlines, Inc., had been transporting mail over two 
routes, principally in Pennsylvania, pursuant to contracts awarded by 
the Post Office Department as of December 13, 1938, with service 
inaugurated May 12 and 14, 1939, over the two routes. 

Service was conducted through the use of small aircraft equipped 
with a pickup and delivery device. Prior to inauguration of opera- 
tions under the airmail contracts the company had been for several 
months engaged in experimentation with its pickup device which was 
developed and manufactured in a separately operated division of the 
company. 

The company’s original certificate of necessity was granted in a case 
decided July 22, 1940, and the company’s name was changed from All 
American Aviation, Inc., to Allegheny Airlines, Inc., on the occasion 
of the certificate reissuance of February 6, 1953. Its operations as a 
full-fledged local carrier began March 7, 1949. 

_ Bonanza Air Lines, Inc., had been engaged in general charter opera- 
tions in 1945 and 1946 and was certificated as a flight training school 
under the GI bill. It already had been providing scheduled intra- 
state air service with DC-3 equipment between Las Vegas and Reno 
from August 1946. 

Its original certificate was issued in accordance with the CAB 
decision of June 15, 1949. 

_Central Airlines, Inc., had been engaged in charter and intrastate 
air service in Oklahoma for more than 2 years prior to the authoriza- 
tion for its certificate in a CAB decision of November 14, 1946. 
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Frontier Airlines, Inc., is the air carrier formed by the merger and 
consolidation of three prior companies, Monarch Air Lines, Ince., 
Arizona Airways, Inc., and Challenger Airlines, Inc. 

The original Civil Aeronautics Board decision on which the present 
company’s operations are based was decided on March 28, 1946. 
Monarch Air Lines, Inc. (or its predecessor corporation, Ray Wilson, 
Inc.) had been engaged in various aeronautical activities in the Rocky 
Mountain States from 1939. 

It conducted a flying school, high altitude photographic surveys and 
charter services; and beginning in 1941, a cadet training school in 
Oklahoma. 

Challenger Airlines, Inc. (or its predecessor corporation, Summit 
Airways, Tos’ carried on fixed-base aviation activities at Laramie and 
specialized in student training from December 1941. It had several 
cadet training contracts and it operated several flying schools. 

Arizona Airways, Inc., operated a Navy primary flight training 
school from 1942 to 1944, and held intrastate air transport certificates 
in Arizona. 

These companies were all merged or consolidated, and Frontier Air- 
lines, Inc., was thereby organized pursuant to a CAB decision dated 
December 16, 1949. 

Mr. Maerz. Excuse me. 

Mr. Floberg, as I understand it, you are giving us the specific names 
of local service carriers which have been certificated. 

As I understand it, and I wonder if this is correct, all-told, 23 local 
service carriers were in fact certificated. 

Mr. Frozera. I thought it was 20, Mr. Maletz. 

Mr. Marerz. I beg pardon ? 

Mr. Frosere. I thought it was 20. 

Mr. Materz. I am reading, frankly, from the answers to questions 
that we propounded to the Civil Aeronautics Board. 

Mr. Friosera. I would stand by the record. 

Mr. Marrrz. Twenty-three. 

And the Civil Aeronautics Board also advised the committee that 14 
local service carriers still survive ; is that correct? 

Mr. Frosera. Thirteen local service carriers still survive. They 
possibly are counting Continental as a local service carrier. 

' Mr. Matrerz. They are. 

Mr. Rocers. They are out of that class now. 

Mr. Froserc. We have great respect for such a big brother. 

Mr. Maretz. The CAB indicate that Continental Airlines, acquired 
Pioneer Airlines, formerly named Essair, Inc. 

Mr. Frosere. That is right. 

To explain the arithmetic a little more, up to March 31, 1955, we con- 
sidered there were 14 local service carriers, Pioneer being the 14th. 
As of that date, we regard the 14th local service line as having been 
absorbed by Continental, a trunk carrier. 

Now, it is true the local air service formerly rendered by Pioneer is 
now being rendered by Continental, so that to that extent it is a local 
service carrier. 

On the other hand, there are certain trunk carriers that also render 
local-type service, such as Northeast and even Colonial. 
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Mr. Rogers. Are you familiar with the various applications that 
have been made by these various feeder airlines to the CAB for 
certificates of convenience and necessity ? 

Mr. Fiozere. Well, I am familiar with many of them, Mr. rr 

Mr. Rocers. Could you state how much opposition was offered by 
the so-called trunk lines to—— 

Mr. Fioserc. Generally speaking—— 

Mr. Rogers (continuing). To show that they were not necessary, or 
was there any opposition ? 

Mr. Fiopera. Generally speaking there was not a high intensity of 
opposition to these applications by the trunk carriers as such. I 
think, generally speaking again, the trunk carriers welcomed the ad- 
vent oF the feeder carriers to the certificated industry, because they 
recognized that the feeder carriers would develop and generate in the 
smaller towns a lot of air traffic which the trunk carriers would be able 
to handle at the connecting points. 

And, as a matter of fact, the industry has developed along those 
lines. I will point that out a little later in this statement, to what 
extent that has developed. 

But there was tremendous competition for these local carrier fran- 
chises; but the competition, generally speaking, was between the 
ron for those franchises. 

Mr. Rocers. It was between the small feeder applicants ? 

Mr. Fiopserc. Yes, sir. 

Mr. Rogers. And not between the trunklines. 

Mr. Fiozera. Yes, sir. 

There have been cases where the trunk airlines opposed various 
phases of local service development or some route application, or 
something of that sort. But generally, the development has been 
looked on with favor by the entire industry. 

Mr. Rocers. You referred in your statement here a moment ago 
to legislation which was passed by Congress this last year. You gave 
as an example Frontier Airlines, which got its certificate by legislation. 

Mr. Frozere. Its permanent certificate. 

Mr. Rogers. Its permanent certificate. 

Was not CAB ina position to grant that without legislation ? 

Mr. Frosere. Yes, sir. The CAB could have granted permanent 
certificates at any time it chose. Historically, all these carriers began 
with 3-year temporary certificates, because this local air service ex- 
periment was recognized as just that, an experiment to see whether 
the small- and intermediate-sized cities could generate a volume of 
traffic that would make the effort worth while. 

At the end of the 3-year period, every local carrier went through a 
renewal proceeding, and those renewals were for varying periods, the 
longest one being 5 years. 

At the time those first renewals were granted, the Board could have 
permanently certificated the local carriers, and in some cases those 
renewal certificates expired and the carriers were in the process or 
had completed second renewal proceedings. 

The Board at the time of those second renewal proceedings again 
could have given permanent certificates, and it was the view of the 
industry, as a matter of fact, that they should have, and that feeling 
oat Ey of the background for the legislation to which you have re- 

erred. 
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Mr. Maerz. Mr. Chairman, may I ask Mr. Floberg this question: 

Mr. Floberg, the Civil Aeronautics Board has advised the commit- 
tee, and I quote: 

Of the $1,316,358,000 total commercial revenues for the certificated industry 
for the calendar year 1954, $1,254,080,000, or 95.3 percent, applied to the grand- 
father carriers. This percentage was distributed 71.8 percent to interstate 
(domestic including territorial) air transport operations and 23.5 percent to 
foreign and overseas air transport operations. 

The grandfather carriers accounted for 94.9 percent of total commercial reve- 
nues for 1954 for the certificated interstate air transport operations, and 96.3 
percent of such revenues for the foreign and overseas operations. 


The Board further advised the committee, and I quote: 


During 1954, the $29,820,000 commercial revenues of the local service air car- 
riers represented 3.0 percent of $995,913,000 commercial revenues of the com- 
mercial certificated interstate operations, and 2.2 percent of the $1,344,726,000 
for the total industry including the irregular carriers. 

Are those figures correct, to the best of your knowledge? 

Mr. Fiosere. I know that the $29 million is substantially accurate 
as to 1954 commercial revenues. 

Mr. Maerz. My question is this: Do you have any figures for calen- 
dar year 1955? 

Mr. Fiorera. Yes, sir. They are in my statement. 

Mr. Matrrtz. I see. 

Mr. Fiosera. The 1955 commercial revenues, as we will come to in 
a moment, would be $36 million. 

Mr. Materz. What would that figure be as compared to the total? 

Mr. Ftosera. Not a substantially different percentage. Instead of 
being 3.0 percent, it will be 3 and some fraction. 

Mr. Maerz. Thank you. 

Mr. Fionere. Lake Central Airlines, Inc., is the changed name, 
effective September 11, 1950, of Turner Airlines, Inc. Turner Air- 
lines, Inc., was itself the transferee of the certificate which had pre- 
viously been issued to Roscoe Turner Aeronautical Corp. in a CAB 
decision of September 3, 1947. 

At the time of the decision, Turner was and had for many years been 
a fixed base operator and had an extensive background in aviation. 
His company owned hangers and operations buildings at the Indian- 
apolis airport and had stockrooms, aircraft and engine overhaul shops 
for conduct of its operations. 

It conducted flight training for Army and Navy student pilots and 
it engaged in all phases of nonscheduled aviation service. 

Mohawk Airlines, Inc., has been the name since August 12, 1952, 
of the organization that under the name of Robinson Aviation, Inc., 
received its original certificate for air transportation of persons, prop- 
erty, and mail in accordance with the CAB decision of February 19, 
1948. 

Robinson had been transporting passengers over an intrastate route 
since April 1945, and had engaged in airport operations in low- and 
high-altitude photographic surveys, in the engineering, design, manu- 
facture, and flight test of antivibration aircraft equipment and in 
charter services. 

North Central Airlines, Inc., has been the name since October 17, 
1952, of the organization operating under the certificate issued to its 
predecessor company, Wisconsin Central Airlines, for the air trans- 
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ortation of persons, property, and mail in accordance with the CAB 
ecision of December 19, 1946. 

Wiseonsin Central was a subsidiary of Four Wheel Drive Auto Co., 
and Wisconsin Central’s president had been in charge of air trans- 
portation for the parent company from 1939. 

The company averaged 120,000 miles per year with a perfect safety 
record. In March 1944, a scheduled operation was inaugurated be- 
tween Clintonville and Chicago via Milwaukee for passengers, com- 

any mail, and air express. on certification as a carrier, relations 
ar the parent company and its air transportation subsidiary were 
severed pursuant to the Board order. 

Ozark Air Lines, Inc., had been incorporated in September 1943, 
and engaged in various aviation activities, including the conducting 
of a sohethiled intrastate passenger and cargo service from January 
to November 1945, until it received its original certificate for the air 
transportation of persons, property, and mail on July 28, 1950. 

Piedmont Aviation, Inc., had been engaged in various aeronautical 
activities since July 2, 1940. It was a fixed base operator, conducted 
charter operations, aircraft rentals, sales, overhaul, repairs, flight in- 
struction, and certain war services for the Army. 

Its CAA approved aircraft and engine overhaul station was one 
of the leading ones in the Southeast even before it received its original 
certificate of air transportation for persons, property, and mail in 
accordance with a CAB decision dated April 4, 1947. 

Southern Airways, Inc., received its initial certificate for transporta- 
tion of persons, property, and mail under a Board decision dated April 
4, 1947. Prior to that time it and its five affiliated companies were 
the largest fixed base operating company in the Southeast prior to the 
war, and performed extensive services for the Army during the war. 
The affiliated companies also engaged in aircraft and engine sales, 
service, overhaul, charter flights, and charter instruction. 

Southwest Airways Co., along with other affiliated companies, had 
been engaged since 1940 in varied extensive aeronautical activities, 
including flight training schools, a maintenance base and subdepot 
for the Army Air Service Command, and cargo hauling for the Army 
between Army bases on the west coast. 

It received its original certificate pursuant to a CAB decision dated 
May 22, 1946. 

nder the same CAB decision was laid the foundation for West 
Coast Airlines, Inc. West Coast today is the result of the merger of 
the company of that name with Empire Air Lines, Inc. 

West Coast was organized in 1941 by a group of individuals who 
had been in aviation enterprises for 20 years. The president had 
formerly operated a successful charter air service and a scheduled 
airline in Alaska. Other officers in the company were war training 
service flight contractors or had engaged in other aeronautical activi- 
ties such as fixed base operations, flight training, and the conduct of 
aircraft repair and maintenance stations. 

Empire was the incorporation of the enterprise of a fixed base opera- 
tion at Clarkston, Wash., where flight instruction, charter service, and 
aircraft overhaul and repair had been conducted since 1934. 

During the war that operation included a war flight training pro- 
gram for pilots; and as far back as 1934 it had included intrastate 
scheduled air transportation in Idaho. 
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Trans-Texas Airways, Inc., is the successor corporation of an opera- 
tion that had engaged in such aeronautical activities as an advanced 
training school, repair and overhaul, charter services, and aircraft and 
accessories distribution. 

During the war it had conducted an Army Air Force pilot One 
program teaching basic instrument, advanced instructor flying, an 
navigation instruction. It received its initial certificate pursuant to a 
CAB decision dated November 14, 1946. 

Gentlemen, I wanted to review this history of the origin of the 
local service carriers to show that, although those origins were humble, 
they have had a broad base of experience in the aviation industry in 
general, and in many varied phases of the aviation industry. 

Today the local service airlines have a route structure of approxi- 
mately 30,000 miles, and they serve nearly 500 cities in 42 States. Over 
47 million people reside in the areas served by the local carriers. 

Of the total number of cities served, about 270 are served exclusively 
by the local airlines, and most of the latter group are receiving air 
service for the first time in their history. 

I should like at this time to distribute to the subcommittee copies 
of a pamphlet which the conference recently published, which shows 
the individual route maps of the local service airlines as of the date 
when the pamphlet was printed a few months ago; and which also 
includes on its last pages a list, by States, of the cities they serve. 

I should like, with your permission, Mr. Chairman, that list and 
the map in the center spread of the pamphlet to be made a part of the 
record at this point. 

The Cuarrman. That will be done. 


(The pamphlet referred to is as follows :) 


Cities AND Towns SERVED BY LocaL SERVICE AIRLINES 


{Communities shown in italic served exclusively by local service airlines] 


Alabama: 
Birmingham 
Gadsden 
Mobile 
Tuscaloosa 

Arizona: 

Clifton 
Flagstaff 
Kingman 
Morenci 
Phoenix 
Prescott 
Safford 
Tucson 
Winslow 
Yuma 

Arkansas: 
Camden 
El Dorado 
Fayetteville 
Fort Smith 
Helena 
Hot Springs 
Little Rock 
Magnolia 
Pine Bluff 
Stuttgart 
Texarkana 
West Helena 


California: 


Arcata 

Blythe 
Burbank 
Carmel 

Chico 
Crescent City 
El Centro 
Eureka 

Fort Bragg 
Imperial 
Indio 

Laguna Beach 
Lompoc 

Los Angeles 
Marysville 
Mendocino 
Monterey 
Oakland 
Ontario 
Ognard 

Red Bluff 
Redding 
Riverside 
Sacramento 
San Bernardino 
San Diego 
San Francisco 
San Jose 


California—Continued 


San Luis Obispo 
Santa Ana 
Santa Barbara 
Santa Clara 
Santa Cruz 
Santa Maria 
Santa Rosa 
Stockton 
Ukiah 

Ventura 
Watsonville 
Yreka 

Yuba City 


Jolorado: 


Alamosa 
Cortez 

Delta 

Denver 
Durango 

Grand Junction 
Gunnison 
Monte Vista 
Montrose 
Pueblo 


Delaware: 


Dover 
Georgetown 
Rehoboth Beach 
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Cirrgs AND TowNs Served spy Loca Service Arkitines—Coutinued 


Delaware—Continued 
Wilmington 
District of Columbia : 
Washington 
Florida: Jacksonville 
Georgia: 
Albany 
Athens 
Atlanta 
Columbus 
Moultrie 
Thomasville 
Valdosta 
Idaho: 
Boise 
Burley 
Coeur D’ Alene 
Idaho Falls 
Lewiston 
Moscow 
McCall 
Payette 
Pocatello 
Rupert 
Twin Falls 
Illinois: 
Bloomington 
Cairo 
Champaign 
Charleston 
Chicago 
Danville 
Decatur 
East Moline 
East St. Louis 
Herrin 
Marion 
Mattoon 
Moline 
Peoria 
Quincy 
Rockford 
Rock Island 
Springfield 
Urbana 
Indiana: 
Bloomington 
Gary 
Indianapolis 
Kokomo 
Lafayette 
Logansport 
Marion 
Peru 
Richmond 
South Bend 
Terre Haute 
West Lafayette 
Iowa: 
Cedar Falls 
Clinton 
Davenport 
Dubuque 
Fort Dodge 
Mason City 


Iowa—Continued 


Sioux City 
Waterloo 


Kansas: 


Chanute 
Kansas City 
Pittsburg 
Wichita 


Kentucky: 


Ashland 
Corbin 
Frankfort 
Hopkinsville 
Lexington 
London 
Louisville 
Owensboro 
Paducah 


Louisiana : 


Baton Rouge 
Lafayette 
Lake Charles 
Monroe 

New Orleans 
Shreveport 


Maryland: 


Baltimore 
Cambridge 
Cumberland 
Easton 
Hagerstown 
Ocean City 
Salisbury 


Massachusetts : 


Boston 
Cambridge 
Holyoke 
Pittsfield 
Springfield 
Westfield 
Worcester 


Michigan : 


Ann Arbor 
Battle Creek 
Detroit 
Escanaba 
Grand Rapids 
Hancock 
Houghton 
Tron Mountain 
Ironwood 
Jackson 
Kalamazoo 
Lansing 
Marquette 
Menominee 
Ypsilianti 


Minnesota: 


Bemidji 

Brainerd 

Chisholm 

Duluth 

Hibbing 
International Falis 
Minneapolis 


Minnesota—Continued 
St. Paul 
Thief River Palis 
Winona 

Mississippi : 
Biloxi 
Columbus 
Greenville 
Gulfport 
Jackson 
Lauret 
Natchez 
Tupelo 
Vicksburg 

Missouri: 

Cape Girardeau 
Columbia 
Hannibal 
Jefferson City 
Joplin 

Kansas City 
St. Louis 
Springfield 

Montana: 
Billings 
Glendive 
Miles City 
Sidney 
West Yellowstone 
Wolf Point 

Nevada: 

Boulder City 
Hawthorne 
Las Vegas 
Reno 
Tonopah 

New Hampshire: Keene 

New Jersey: 
Asbury Park 
Atlantic City 
Camden 
Cape May 
Long Branch 
Newark 
Ocean City 
Red Bank 
Trenton 
Wildwood 

New Mexico: 
Albuquerque 
Farmington 
Gallup 
Hurley 
Silver City 

New York: 
Albany 
Alburn 
Binghamton 
Buffalo 
Corning 
Elmira 
Endicott 
Geneva 
Ithaca 
Jamestown 
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New York—Continued 
Johnson City 
New York 
Niagara Falls 
Olean 
Rochester 
Rome 
Schenectady 
Syracuse 
Utica 
Watertown 
White Plains 

North Carolina: 
Aberdeen 
Asheville 
Beaufort 
Charlotte 
Durham 
Fayetteville 
Greensboro 
Hendersonville 
Hickory 
High Point 
Kinston 
Lenoir 
Morehead City 
Morganton 
New Bern 
Pinehurst 
Raleigh 
Southern Pines 
Wilmington 
Winston-Salem 

North Dakota: 
Bismarck 
Dickinson 
Grand Forks 
Mandan 
Williston 

Ohio: 

Cincinnati 
Cleveland 
Columbus 
Dayton 
Dover 

Lima 
Mansfield 
Marietta 
Marion 
New Philadelphia 
Springfield 
Warren 
Youngstown 
Zanesville 

Oklahoma: 

Ada 

Ardmore 
Bartlesville 
Duncan 

Enid 

Lawton 
McAlester 
Muskogee 
Oklahoma City 
Ponca City 


Oklahoma—Continued 


Stillwater 
Tulsa 
Woodward 
Oregon: 
Albany 
Astoria 
Baker 
Coos Bay 
Corvallis 
Eugene 
Klamath Falls 
La Grande 
Medford 
North Bend 
Ontario 
Pendleton 
Portland 
Roseburg 
Pennsylvania: 
Altoona 
Bellefonte 
Bradford 
Clearfield 
Du Bois 
Erie 
Franklin 
Harrisburg 
Johnstown 
Lancaster 
Lock Haven 
Martinsburg 
Oil City 
Philadelphia 
Phillipsburg 
Pittsburgh 
Scranton 
Sharon 
State College 
Waynesboro 
Wilkes-Barre 
Williamsport 
South Carolina: 
Greenville 
Greenwood 
Myrtle Beach 
Spartanburg 
Tennessee : 
Bristol 
Clarksville 
Kingsport 
Knoxville 
Johnson City 
Memphis 
Nashville 
Texas: 
Alpine 
Amarillo 
Austin 
Beaumont 
Beeville 
Borger 
Brady 
Brownwood 
Bryan 


Texas-——Continued 
Coleman 
College Station 
Corpus Christi 
Dallas 
Edinburg 
El Paso 
Fort Stockton 
Fort Worth 
Galveston 
Gladewater 
Harlingen 
Houston 
Kerrville 
Kilgore 
Laredo 
Longview 
Lufkin 
Marfa 
Marshall 
McAllen 
Mission 
Paris 
Pecos 
Port Arthur 
San Angelo 
San Antonio 
San Benito 
Texarkana 
Tyler 
Victoria 

Utah: 

Salt Lake City 
Vernal 

Virginia: 
Bluefield 
Bristol 
Charlottesville 
Danville 
Hampton 
Lynchburg 
Newport News 
Norfolk 
Portsmouth 
Richmond 
Roanoke 
Virginia Beach 
Warwick 
Williamsburg 

Washington: 
Aberdeen 
Centralia 
Chehalis 
Clarkston 
Ellensburg 
Ephrata 
Hoquiam 
Kennewick 
Moses Lake 
Olympia 
Pasco 
Port Angeles 
Pullman 
Richland 
Seattle 
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86—North Central Airlines, Inc,.— October 3, 1947-____-September 30, 1955 
87. Piedmont Aviation, Inc. December 12, 1947~._December 31, 1957 
88—Lake Central Airlines, Inc. February 6, 1948 December 31, 1955 
94—Mohawk Airlines, Inc,_________ June 28, 1948... June 30, 1958 
97...Allegheny Airlines, Inc. January ll, 1949 December 31, 1956 
/ 98... Southern Airways, Inc, February 8, 1949 December 31, 1956 
105. Bonanza Air Lines, Inc, November 22, 1949..._December 31, 1957 
107. Ozark Airlines, Inc,.________ September 26, 1950.._September 30, 1958 





ROUTE EFFECTIVE DATE OF EXPIRATION DATE " 

WO. AIR CARRIER ORIGINAL CERTIFICATE _ OF PRESENT CERTIFICATE z 
Disposition of 4 
| 64— Continental Air Lines, Inc. November 5, 1943 Docket 6786-- "i 
Certificate Renewal a 

: 13—Frontier Airlines, Inc, March 28, 1946 rch 31, 1955 ° 
; 76—Southwest Airways Company——May 22, 1946-_______ September 30, 1954 a 
77.West Coast Airlines, Inc. May 22, 1946.___ September 30, 1954 “1 
/ 81—Central Airlines, Inc,._._____November 14, 1946. February 19, 1956 * 
82.Trans-Texas Airways__™_.____ November 14, 1946... March 31, 1954 3 
> 
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# Point authorized by temporary exemption 





Y Authority to provide service under stay order 
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| HELICOPTER ROUTES MOT SHOWN ON MAP 


Status of service and changes in authorized patterns of 
84..Los Angeles Airways, Inc. 








service are not shown. ” 
(Los Angeles Area)—_—_—_—_-May 20, 1947___—____September 30, 1956 
96—Helicopter Air Service, Inc, Temporary certificates continue in effect after stated 
(Chicago Area)________ January 23, 1949, July 23, 1954 expiration date pursuant to the Administrative 
ill—New York Airways, Inc, Procedure Act until final decision of the Board in CIVIL AERONAUTICS BOARD 
(New York City ’ ey : Certificate Renewal Proceedings, if renewal applica- BUREAU OF AR OPERATIONS 
Metropolitan Area) December 3, 1951..._March 31, 1957 va 


x , tions are filed, ROUTES AND CARRIER RELATIONS DIVISION 
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CrT1es AND Towns Servep sy LocaL Service AIRLINEs—Continued 


Washington—Continued Wisconsin: Wisconsin—Continued 
Spokane Beloit Wisconsin Rapids 
Tacoma Clintonville Wyoming: 

Vancouver Eau Claire Basin 
Walla Walla Green Bay Casper 
Wenatchee Janesville Cheyenne 
Yakima La Crosse Cody 

West Virginia: Land O’ Lakes Greybull 
Beckley Madison Lander 
Bluefield Manitowoc Laramie 
Charleston Marinette Lovell 
Huntington Milwaukee Powell 
Parkersburg Oshkosh Rawlins 
Princeton Rhinelander Riverton 
Wheeling Stevens Point Rock Springs 
White Sulphur Superior Worland 

Springs Wausau 


Mr. Frosere. I should also like to have included in the record at 
this point the official Civil Aeronautics Board map of the local air- 
lines route systems as of September 30, 1955. 

This is included in the statement. It is folded into the statement. 

The Cuarrman. That will be done. 

(The map referred to faces this page.) 

Mr. McCutiocn. I would like to say that the Lake Central Airlines, 
which serves the fourth district in Ohio, is doing a magnificent job 
and is serving a very useful public service. 

Mr. Keatrinea. Is there an airport at Piqua? 

Mr. McCuttxocu. There is an airport at Lima, Mr. Keating. 

Mr. Keatinea. Is that in your district ? 

Mr. McCutxocu. It is in my district. 

Mr. Keating. Piqua is how far? 

Mr. McCutxocn. It is about 40 miles, although only 14 miles from 
the Dayton Airport, which gives service up there. 

(Discussion off the record.) 

Mr. Quietey. Mr. Chairman, may I ask a question or two of the 
witness ? 

Mr. Floberg, you have indicated in the last 20 years there have been 
20 to 23 certificates issued, 20 according to your count and 23 according 
to the Board; and there are presently in operation 13 according to 
your figure which I will accept. 

You have already indicated in your statement that a number of 
the missing 10 have probably merged or consolidated. 

Mr. Fropere. I have described some of the mergers. 

Mr. Quieter. Right. 

How many of the certificated carriers have folded, gone out of 
existence? 

Mr. Fiopera. There are none that folded in the sense that I think 
you have in mind. There were 4 that did not have their certificates 
renewed at the expiration of the 3-year initial experimental certifica- 
tion period that I described. 

Those four were Wiggins, which was a carrier in Massachusetts 
primarily; Mid-West, which served basically througn lowa and 
Nebraska; Florida Airways, which served where its name describes; 
and Parks, which was certificated in the Missouri area but I don’t 
believe ever began operations. 
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Mr. Quieter. In other words, they were given a certificate initially, 
but it ‘was never renewed. 

Mr. Fioperc. Yes, sir; that is correct. 

Mr. Quieter. That nonrenewal may have been based on the fact 
that they never got started and decided that it was not the good venture 
they figured it would be. 

Mr. Frosperc. No. It was the Board that decided it was not a good 
venture. 

Mr. Quietxy. The Board decided 

Mr. Frosere. Yes, sir, the Board was the one that refused to renew 
the certificates, I believe the other three applied for renewals. 

Mr. Quietny. With one exception, it w vonka be the Board’s final 
analysis that it was a poor venture to continue? 

Mr. F.osere. Yes, sir, and the Board had various bases on which it 
based that decision in each case, and I am sure the carriers did not 
agree with the bases on which the Board decided it, but nevertheless, 
the Board’s decision stood. 

Mr. Quietey. And that put them out of business, 

Mr. Friopere. Yes, sir. Without a certificate to operate, they could 
not operate. 

Mr. Quieter. That takes care of four. Then the remaining six 
would have merged or consolidated ? 

Mr. Froserc. I have not counted them, but I suspect that the 
arithmetic would work that way. 

Mr. Quieter. Yes, sir. 

That is all. 

Mr. Harkins. Mr. Floberg, are the members of your organization 
all members of ATA ? 

Mr. Fuopere. Yes, sir. 

Mr. Harkins. How many representatives do your members have on 
the board of directors of ATA? 

Mr. Fioserc. Well, we don’t have representatives in the sense that 
they are official representatives of the industry. There are two local 
service airline members of the board of directors of ATA. 

Mr. Harkins. Is there an understanding that there will never be 
more than two representatives from the local service carriers on the 
board of directors of ATA? 

Mr. F.ioserc. I don’t know too much about the ATA, but I do 
know that its directors are elected by its membership. 

Mr. Harkins. Well, can you answer the question of whether or not, 
to your knowledge, there is an understanding that there shall be 2 and 
not more than 2? 

Mr. Froserc. I can answer it this way: There have been two ever 
since I have been familiar with the industry, which is 18 months. 
Whether there were more than 2 or less than S before that at any time, 
I cannot answer with finality. 

Mr. Harkins. Do you know what the serantiodiress 

Mr. Fioserc. Let me expand further on that. 

Although I am not intimately acquainted with the operations of 
the ATA, I do know that the board of directors of the ATA has various 
elements of the industry represented on it. There is a helicopter mem- 
ber of the board, for example ; there are the local service members. 
I don’t know about territorial ‘members, territorial carrier members. 
And then it has trunk and international airline members. 
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I think they try to spread that board membership pretty well across 
the industry. 

Mr. Harxrns. I see. 

Do you know what percentage of votes at general meetings of the 
ATA, the representatives of your organization could cast? 

Mr. Fropere. Well, ATA has somewhere around 40 members, and 
we number 13. I don’t know, again, the workings of ATA in detail. 

Mr. Harktns. I see. 

Well, ATA has a weighted voting system which controls the num- 
ber of votes cast by the membership, and it would depend in part 
upon the number of passenger-miles or revenue ton-miles flown. 

Could you supply information for the record as to the number of 
votes or the percentage of the total vote of ATA, that, under the 
weighted voting system, the members of your association are eligible 


to cast ¢ 
Mr. Frozere. I will have to get that information from the ATA, 


but I will be glad to try to do that for you. 
(The information referred to is as follows :) 


Air Transport Association of America voting strength, 1955 


Alaska Airlines Northeast Airlines__........_.._- 
Allegheny Airlines Northern Consolidated Airlines___ 
American Airlines Northwest Airlines 

Bonanza Air Lines Qeerk! Ade! DT dmeee i 
Braniff Airways Pacific Northern Airlines 

Capital Airlines Pan American Grace Airways 2 
Central Airlines Pan American World Airways_... 20 
Colonial Airlines Piedmont Airlines 

Continental Air Lines Pioneer Air Lines 

Cordova Airlines Reeve Aleutian Airways 

Delta Air Lines Resort Airways 

Eastern Air Lines Southern Airways 

Frontier Airlines Southwest Airways Co 

Hawaiian Airlines Trans-Texas Airways 

Helicopter Air Service Trans-World Airlines 

Lake Central Airlines United Air Lines 

Los Angeles Airways West Coast Airlines 

Mackey Airlines Western Air Lines 

Mohawk Airlines Wien-Alaska Airlines___....._____ 
National Airlines 

New York Airways 

North Central Airlines__.....___- 


ARTICLES OF ASSOCIATION 
(As amended effective February 17, 1955) 
ARTICLE I. TITLE AND LOCATION 


Py reice 1. The title of this organization shall be the Air Transport Association 
of America. 
Sec. 2. The headquarters of this Association shall be maintained in the city 
of Washington, D. C. 
ARTICLE II. OBJECTS AND PURPOSES 


Seerron 1. The objects and purposes of this Association are: 

(a) To promote and develop the business of transporting persons, goods, and 
mail by aircraft between fixed termini, on regular schedules, and through special 
Service, to the end that the best interests of the public and the members of this 
Association be served. 


77632—57—pt. 1, vol. 4-4 
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(b) To advocate the enactment of just and proper laws governing the airline 
business. 

(ec) To promote closer relations with and cordial cooperation among the 
members. 

(d) To promote friendly relations with, and to secure the cooperation and 
goodwill of the public. 

(e) To improve the transportation service rendered by its members. 

(f) To promote the construction of proper airports and airway aids over such 
routes as will best insure benefit to the public and the airline business, and to 
promote the maintenance, repair, and improvement of all airports used by airline 
operators. 

(9g) To promote the establishment of necessary terminals and connecting 
schedules. 

(h) To cooperate with all public officials in securing the proper enforcement 
of all laws affecting air transportation. 

(i) To promote aviation safety in general. 

(j) To do all things tending to promote the betterment of airline business, 
and in general to do everything in its power to best serve the interest and 
welfare of the members of this Association and the public at large. 


ARTICLE III, MEMBERSHIP 


Section 1. Membership in this association shall be divided into two classes: 
1. Operator Members. 
2. Associate Members. 

Sec. 2. Operator Members. Any air carrier, as defined in section 1 of the 
Civil Aeronautics Act of 1938, as amended, authorized to conduct a scheduled 
air transport service under a certificate of public convenience and necessity is- 
sued pursuant to such Act, may become an operator members of this Associa- 
tion upon approval by the Board of Directors and upon the payment of dues as 
hereinafter set forth. 

(a) Each application for membership shall show the names and addresses of 
the president or general manager and the executives in charge of traffic, opera- 
tions, accounting and maintenance, the trade name under which the business is 
carried on, the route or routes served and a statement of the gross receipts 
of the applicant’s business for the preceding half of the calendar year cor- 
responding to that in which the application is filed: Provided, however, That if 
the applicant is unable, at the time its application is filed, to furnish all of the 
information required by this subsection, the application shall contain as much 
of the information, so required, as the applicant then can furnish. 

(b) In case the applicant for membership is a partnership, the application shall 
show the name and address of each individual partner; if a corporation, the 
names and addresses of the directors; and if a managing agent or company, the 
name, title, and address of the person or persons engaged in the management, 
and the name, corporate or trade, of the property or properties managed. 

Sec. 3. Associate Members. Scheduled air transport companies operating 
domestically or internationally may be admitted to associate membership upon 
approval by the Board of Directors and upon the payment of dues as provided 
for this class of membership. 

Sec. 4. Any applicant for membership whose application is rejected by the 
Board of Directors may appeal to this Association at any of its annual meetings 
and the action taken at that time shall in each instancec govern. 

Sec. 5. Rights of Members in Ajssociation. Operator members shall have the 
right to participate and vote in all matters relating to the affairs of the Asso- 
ciation. 

(a) At any meeting of the members of this Association, held on or after Junary 
1, 1948, each operator member carrying annual revenue ton-miles in an amount 
of: 

(1) 500,000 or less, shall be entitled to 1 vote; 

(2) More than 500,000 and less than 20,000,000 shall be entitled to 2 votes; 

(3) 20,000,000 or more, shall be entitled to 3 votes, plus 1 vote for each 
10,000,000, or fraction thereof, in excess of 20,000,000. 

As used in this subsection the phrase “annual revenue ton-miles” means ton- 
miles of revenue passengers, mail, and cargo, carried during the 12 months end- 
ing the last day of June of the year next preceding the calendar year in which 
such meeting is held: Provided, however, That all such ton-miles performed in 
international service will be computed at 50 percent of their gross amount. The 
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number of votes to which any member is entitled in any calendar year, computed 
as provided in this subsection, shall remain constant during that year. During 
the month of December of each calendar year beginning with 1947, the Presi- 
dent shall determine, in accordance with the provisions of this subsection, the 
number of votes to which each operator member is entitled for the succeeding 
calendar year and shall inform the members accordingly. 

(b) Associate members shall not have the right to vote. 


ARTICLE IV. DUES AND BUDGET 


SEcTION 1, (a) On and after January 1, 1951, the dues of all operator members 
shall be a fixed semiannual amount of $500 for each such member, plus a prorata 
apportionment of the balance of the actual expense of the Association incurred 
during the semiannual period for which the dues are to be paid, remaining after 
crediting to such expenses the fixed amount of $500 assessed to each such 
member and receipts from other sources, according to the ton-miles of revenue 
passengers, mail, and cargo carried during said semiannual period: Provided, 
however, That all such ton-miles performed in international service will be com- 
puted at 50 percent of the gross amount. 

(b) The semiannual dues shall be due and payable on the first day of the third 
month following the close of the semiannual period for which such dues are to 
be paid, subject, however, to the following prepayment requirements. On or 
before the first day of the third month of the period for which such dues are 
to be paid, or, in the case of a new operator member, on the date its membership 
becomes effective, each operator member shall make a tentative prepayment 
of its dues. The amount to be so prepaid shall be computed under the formula 
set forth in paragraph (a) above, except that estimated expenses as set forth 
in the proposed budget for said period and estimated ton-mile figures as sub- 
mitted by each such member for its proposed operations for said period shall 
be used in such computations. Said prepayment of dues shall be a credit against 
the dues as finally determined to be payable under paragraph (a) above; and 
any operator member having made a prepayment for a semiannual period in 
excess of its dues for that period as finally determined shall promptly be refunded 
such excess. 

(c) The Board of Directors may for each fiscal year define the meaning of 
such terms as may be necessary to an equitable and practicable application of 
the apportionment formula set forth above and in subsection (a) of section 5, 
article III. 

Sec. 2. The dues of all Associate members shall be on a semiannual basis and 
shall be a sum set by the Board of Directors. The said dues shall be due and 
payable on the first day of the third month of the period for which such dues are 
to be paid, or, in the case of a new Associate member, on the date such member- 
ship becomes effective. 

Sec. 3. No member shall be liable for any special assessment in addition to the 
annual dues levied as provided in sections 1 and 2 of this article, unless same is 
approved by the Directors after 15 days’ notice to each member that it is to be 
considered by the Directors. 

Sec. 4. Any member failing to pay its dues or its prepayment of dues on or 
before the dates above specified for said payments shall be in arrears. The 
Treasurer shall report to the members at any meeting the name or names of 
any members so in arrears and no member shall be entitled to vote on any 
Tt before such meeting or any subsequent meeting until such arrears are 
paid. 

Seo. 5. The President shall semiannually prepare a proposed budget for the 
first 6 months and the last 6 months, respectively, of each fiscal year, showing 
under appropriate headings, his estimates for the necessary work, salaries, and 
expenses, and the estimated amount to be received from dues and other sources. 
The President shall submit each such proposed budget at a regular meeting of 
the Board of Directors held prior to the inception of the 6 months’ period which 
it covers. The Board of Directors shall then adopt a budget. The fiscal year 
of the Association shall be the calendar year. 

Sec, 6. The budget appropriations shall not be strictly confined to the pur- 
poses stated, but free balances may be transferred from one account to another 
upon approval of the President and ratification by the Board of Directors. The 
unexpired balance in any budget shall go into a reserve fund whose disposition 
shall be determined by the Board of Directors. 
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ARTICLE V. GOVERNMENT 


Section 1. The general management and control of the affairs, funds, and 
property of this Association shall be vested in a Board of Directors, the members 
of which shall be elected for a period of 1 year, or until the annual meeting for 
the year following that in which they are elected, in the manner provided in 
article VIII. The Board shall be composed of 11 members. Hach member of 
the Board of Directors may, by writing filed with the President of the Association, 
designate an alternate who shall, in the absence of such member, be authorized 
to serve in his stead as a member of the Board of Directors and to exercise 
all of the powers of such member. Each such alternate shall be selected from 
executive staff of the company represented by the member designating 

m. 

(a) A majority of the Board of Directors shall constitute a quorum at any 
regular or special meeting of the Board. 

(bv) The Board of Directors shall serve without compensation. 


ARTICLE VI. OFFICERS 


Section 1. The officers of the Association shall include a president, executive 
vice president, treasurer, and secretary, and such other officers as the Board of 
Directors may deem advisable. At the discretion of the Board of Directors, the 
office of secretary may be held by any other officer of the Association. The offi- 
cers shall be elected by the Board of Directors at the end of their meeting follow- 
ing the annual meeting of the Association, 

Sec. 2. The President shall, when present, preside at all meetings. He shall be 
the Executive Officer of this Association, shall have general supervision of its 
business and affairs, shall have the authority to select employees and fix their 
compensation, and shall be ex officio a member of all committees. 

(a) All accounts of this Association shall be audited at the direction of the 
President, at least once a year by a certified public accountant, and a report 
thereon transmitted to the Board of Directors. 

Sec. 3. The Executive Vice President shall assist the President in the perform- 
ance of his duties, and in his absence, or upon his refusal to act, shall perform 
the duties of the President. 

Sec. 4. The Treasurer shall keep full and accurate accounts of the receipts and 
disbursements of this Association, shall deposit all moneys and other funds to 
its credit in such depository as may be designated by the President or Board of 
Directors, and shall disburse the funds of this Association in such manner as may 
be directed by the President or Board of Directors. The Treasurer shall render 
to the Directors at any regular meeting, or to the President whenever requested 
to do so, an account of his transactions and of the financial condition of this As- 
sociation. He shall give bond for the faithful discharge of his duties in such 
manner as the Directors may require. 

Seo. 5. The Secretary shall keep a record of all meetings of this Association 
and of the Board of Directors and perform such other and further duties as may 
be required of him from time to time by the President or the Board. It shall be 
the duty of the Secretary to keep a list of operator members entitled to vote at 
any meeting of this Association. The roll of the members entitled to vote at 
the meetings of this Association shall be called and their votes recorded. 

Sec. 6. The duties of any other officers elected by the Board of Directors shall 
be as_prescribed by such Board. All officers or employees handling money on ac- 
count of this Association shall be bonded in amounts to be determined by the 
Board of Directors if any member shall demand it. The expense of furnishing 
such bonds shall be paid by this Association. 


ARTICLE VII. COMMITTEES 


Section 1. The President shall have authority to appoint such committees as 
he considers necessary for the proper functioning of this Association. The Presi- 
dent shall designate the Chairman of such committees. 

(a) The personnel, including the Chairman, of each committee so appointed 
shall be subject to the approval of the Board of Directors and shall serve until 
relieved by order of the Board, by order of the President with the approval of 
the Board, or until, by report to the Board of Directors or membership, the 
committees’ activities are terminated. 

(b) Each committee chairman shall see that a record of his committee’s pro- 
ceedings is kept and shall report the same either to the Board of Directors at 
its regular or special meetings to the annual meetings of the members, accord- 
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ing to the wishes of the President and the Board of Directors. The President 
shall designate an employee of the Association to act as secretary of each 
committee. 

(c) In creating committees the President and the Board of Directors shall, 
at their discretion, appoint the personnel either from the membership of the 
Board or from the membership of this Association. 

(d) The Secretary shall be ex officio a member of each of the committees and 
under instructions from the President or committee chairman shall call all 
meetings. 

Sec. 2. Duties of Committees. The duties of all committees shall be specified 
by the President at the time of their creation and, in perferming their func- 
tions, such committees shall at all times be subject to the instruction and direc- 
tion of the Board of Directors. 


ARTICLE VIII. MEETINGS AND ELECTION OF OFFICERS 


SecTION 1. Annual and Special Meetings. The annual meeting of the mem- 
bers of this Association for the election of the Board of Directors, and the trans- 
action of all other business of the Association, shall be held at such time and on 
such date as shall be determined by the Board of Directors. Not less than 
15 days’ notice of the date fixed for such meeting shall be given to each operator 
member in good standing. Special meetings of this Association may be called 
by the Board of Directors on such notice as the Board deems proper and also 
may be called upon the request of five members of this Association. Notice of 
any such special meeting shall specify the purpose for which the meeting is 
called. 

(a) All operator members in good standing present at any annual meeting 
or special meeting shall be entitled to vote, but no proxies will be accepted on 
behalf of absent members. Votes may be cast on behalf of absent members by 
duly accredited representatives of such members, provided the vote of each 
accredited representative is cofifired to one membership. The presence of 
accredited representatives of a majority of the operator members shall con- 
stitute a quorum for conduct of business and for the election of members of the 
Board of Directors. Except as provided in article XIV, a majority of the votes 
cast by all operator members present and voting shall conclusively determine 
any question before any meeting of the members. 

Sec. 2. Before the opening of the annual meeting the President shall appoint 
a nominating committee of five members, none of whom need be members of the 
Board of Directors, and this nominating committee shall function as hereinafter 
provided. 

(a) The nominating committee shall present to the annual meeting nomina- 
tions for a total of eleven directors which may include the aforementioned 
officers in accordance with article V, section 1, and article VI, section 1. 

(b) The election of directors shall be by ballot and a majority of the votes cast 
by all operator members present and voting shall be necessary for such election. 

Sec. 3. Regular or Special Meetings of the Board of Directors. A meeting of 
the Board of Directors shall be held immediately following the annual meeting 
of this Association. In addition to this meeting, the Board of Directors may 
hold as many regular or special meetings as is deemed necessary. Meetings may 
be called by the President, or shall be called by the Secretary upon the written 
request of four members of the Board of Directors. At least 10 days’ notice 
of each regular meeting, and 5 days’ notice of each special meeting, and the 
purpose for which it is called, shall be sent to each member of the Board of 
Directors. In case of a regular meeting the notice shall be sent by airmail or 
telegram, but in the case of a special meeting the notice shall be by telegram. 


ARTICLE IX. POWERS OF DIRECTORS 


SEcTION 1. In addition to the control of the business affairs of this Association 
and the powers and authority expressly conferred upon it by these articles, the 
Board of Directors may exercise such powers and do all such things as may be 
exercised or done by this Association. 

Sec. 2. The Board of Directors may authorize an officer of this Association to 
sign and execute in the name and on behalf of this Association, bills, notes, 
receipts, endorsements, checks, contracts, and documents. 

Sec. 3. Whenever an operator member of this Association ceases to be a 
member in good standing and when such member is represented in the office of 
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Director, President, Executive Vice President, Vice President, Secretary, or 
Treasurer, the term of office of such member’s representative shalt automatically 
end with the cessation of such membership. In the event that any Director or 
his alternate shall fail to attend three consecutive meetings, whether regular or 
special, of the Board of Directors, the office of that Director shall, at the adjourn- 
ment of the third such meeting, automatically become vacant. 

(a) Any vacancy in the offices of this Association may be filled by the Board 
of Directors at any regular or special meeting of the Board. In the event of a 
vacancy on the Board of Directors said Board shall elect a Director to fill such 
a vacancy and said Director shall hold office until the next annual meeting. 

Sec. 4. A majority vote of the Directors present and voting at any regular 
or special meeting of the Board, except when otherwise directed by this Asso- 
ciation, and except as herein provided to the contrary, shall conclusively deter- 
mine any questions before it. The Board of Directors is authorized to adopt 
such rules of order, not inconsistent with any provisions of these articles if they 
may deem it advisable for the conduct of its meetings. 


ARTICLE X. ARBITRATION 


Section 1. Any operator or associate member may submit to this Association 
for arbitration in the manner hereafter provided any case or question upon 
which operator or associate member fails to agree. 

Sec. 2. The operator or associate member desiring service of arbitration 
shall forward to the President of this Association a statement setting forth 
clearly the point upon which a decision is desired. 

Sec. 3. Upon receipt of a request for service of arbitration the President shall 
request other interested parties to forward statements outlining their conten- 
tions. Before the case is arbitrated, the operator or associate members in- 
volved in such case or question submitted for arbitration shall agree to accept 
the decision of the Arbitration Committee as binding upon them. The President 
of this Association shall appoint an Arbitration Committee consisting of three 
persons one of whom shall be said President. 

Src. 4. The decision of the Arbitration Committee acting in accordance with 
sections 1, 2, and 8 of this article shall be binding on all interested members. 


ARTICLE XI. SUSPENSION OR EXPULSION OF MEMBERS 


Section 1. The Board of Directors shall have authority to suspend or expel 
any member for nonpayment of dues; and to levy fines for late payment thereof. 
Such fines shall be calculated at the rate of one-half of 1 percent per month of 
the arrearage, subject to the limitation that in no instance shall any fine exceed 
5 percent of the arrearage. 

ARTICLE XII 


Section 1. Roberts’ Rules of Order shall be the parliamentary authority of 


this Association. 
ARTICLE XIII. ORDER OF BUSINESS 


Section 1. The order of business at each meeting of this Association and of 
the Board of Directors shall be as follows: 
. Reading of minutes of last preceding meeting. 
. Reports of officers. 
. Reports of committees. 
. Election. 
. Unfinished business. 
. New business. 
. Adjournment. 


ARTICLE XIV. INTERPRETATION AND AMENDMENT OF ARTICLES 


Section 1. The decision of the Board of Directors shall be final upon all: ques- 
tions of construction and interpretation of these articles. 

Sec. 2. These articles may be amended by a two-thirds majority vote of the 
membership provided that notice and copy of such proposed amendment shall be 
filed with the Secretary at least 15 days before such regular or special meeting 
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and that the Secretary forward a copy of the proposed amendment to each opera- 
tor member at least 10 days before the meeting. 


ARTICLE XV. DURATION OF ASSOCIATION 


Section 1. This Association shall continue in full force from January 1, 1936. 
Any member in good standing may withdraw therefrom by giving 6 months’ 
written notice to the President. 


(Name and Title of Officer) 
Subscriked to by: 


Mr. Harkins. One further question: Are you familiar with any 
understanding that may or may not exist, that members of your or- 
ganization will confine their operations to local services and will not 
attempt to become certificated trunk carriers? , 

Do you know whether such an understanding exists in the industry ¢ 

Mr. Fiopere. Not to my knowledge. I can say that the ambitions 
of our carriers, the local service carriers, are to be good local service 
carriers. 

Mr. Harxgrns. Have any of your members applied for trunkline 
certificates ? 

Mr. Fuosere. Not to my knowledge. Not to my knowledge. 

Of course, you run into questions of definition there, too. The line 
distinguishing between any paiticular segment as a trunk segment or 
a local service segment could be arguable in many cases, so I would 
think that there might be incidents where trunk airlines would have 
said that local service carriers were applying for trunk segments or 
trunk routes, whereas the local service carrier looked upon it as a local 
service segment or route and thought that it was properly within its 
_ of where it was able to render the most effective service to the 
public. 

Mr. Harxtns. I see. 

Would you say there was a tacit understanding among the members 
of your organization that they will confine their activities to local 
services ? 

Mr. Frosere. No; there is no understanding. But there is a pretty 
complete awareness of the local carriers of what their capabilities are 
and where they can render the best service to the public. 

I would say there is no more of an understanding to that effect than 
there is an understanding between the local carriers and the automobile 
companies that they won’t manufacture automobiles. 

Mr. Harkins. Generally, are your members attempting to secure ad- 
Foe segments or extend their route patterns in applications to the 

oard ? 

_ Mr. Froperc. Yes, sir. There are a good many applications pend- 
ing today. In some cases these are for extensions. In other cases 
they are for rounding out of route systems that the local carriers 
regard as stub-ended for some reason, or imperfectly terminated. 

There are a good many efforts on the part of the local carriers 
to have flight restrictions lifted from them on various parts of their 
route systems, a very important subject. 
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There are many applications, especially through the Middle West, 
for changes in the basic route distributions, and the Board now has 
a major route case before it concerning that whole area. re 

Mr. Harkins. Do you know whether or not your membership dis- 
cusses at any meetings of ATA the SANS, 08 the practicality of 
applying for route extensions? Is that a subject matter that your 
cabana takes up at ATA meetings? 

Mr. Fropera. I have never been to an ATA meeting, so I don’t 
know. I know they don’t take it up at any conference of local airlines 
meetings. 

Mr. Harxrns. Yes. 

The CHatrman. Proceed with your statement. What page are 
you on now, 10? 

Mr. Fiosere. At the top of page 10, sir. 

I should like to indicate in purely statistical form the growth of 
the local carriers over the last 10 years. I will not read all the 
figures in the following tables, but I urge you to study those tables 
at your individual conveniences. 

I would like to point out, Mr. Chairman, the last figures, the last 
two figures, in each case, showing the improvements in 1955 over 1954, 
This has a little reference to what Mr. Maletz referred to in his ques- 
tions to me. 

The sums of the figures in the first, third, and fourth columns in 
1955 come to approximately $36 million in commercial revenues. This 
is about a 25 percent increase, as you can see, over 1954; and the rea- 
son that the percentage of the entire industry revenues concerning 
which Mr. Maletz queried me would not change substantially is that 
the entire industry had a substantial increase in 1955 over 1954. 

The local service airline industry growth was greater, proportion- 
ately, than the industry in general. We prospered more proportion- 
ately in terms of volume of public service. But our total quantum is 
so relatively small that our percentage would not change radically. 
cenneee note, however, that we carried over 3 million passengers in 

955. 
(The tables referred to are as follows :) 


Revenue growth, 1946-55 
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Traffic growth, 1946-55 
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Mr. Frozere. I should like at this time to refer to three charts 
which I have prepared and which show in graphic form, first, the 
operational progress; second, the revenue progress; and, third, the 
progress per aircraft mile of the local carriers over the past 3 years. 

I have these charts here, Mr. Chairman, colored for your easier 
observation, and if you will note that black pipe that runs up, that 
indicates the number of revenue-miles that the local airlines have 
flown. These are in 2-year increments, starting in 1947—1947, 1949, 
1951, 1953, and 1955. 

You can see the constantly climbing curve of those black pipes. 

Similarly, the yellow pipe is the number of revenue paseeneees the 
local airlines have carried, and you can see the same climbing curve. 

The red curve is the number of revenue passenger-miles flown, and 
you can see the climbing curve; and that particular curve has climbed 
faster than some of the others, and indicates the increasing load factor 
that the local airlines are carrying over the course of the years. Today 
it runs about 45 percent load factor. 

Mr. Scorr. Does it mean they are using bigger and bigger planes? 

Mr. Frosere. No; they are carrying more and more coat eh 

Mr. Scorr. More people in planes. 

Mr. Frosere. The average planeload is a little over 10 passengers. 
I will show you that in maethad chart. 

The CuatrmMaNn. What do you use mostly, DC—3’s? 

Mr. Fiozere. Yes, sir, we have approximately 165 DC-3’s. 
aon he mannan Just hand-me-downs of the larger airlines; is 

at it 

Mr. Fioserc. There are many of them bought at surplus from the” 
military. In most cases that is the origin of them. 

The blue pipe indicates the climb in mail ton-miles over a period of 
years; and the green pipe, happily, is a constantly descending curve. 
That is the curve that indicates the amount of mail pay in cents per 
revenue passenger-mile, and happily that has been reduced by pretty 
nearly two-thirds over a period since 1947. 

This chart indicates the progress in quantum, in gross performance, 
over this period of years. 

The next chart is just a chart which shows the relationship between 
commercial revenues and mail pay, mail pay including service mail 
pay and public service revenues, oe the period 1948 to 1955. 
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As you can see, in 1948 the mail pay was nearly 214 times as much 
as the commercial revenues. You can see that those came out about 
even in 1951. 

We caught up with—the commercial revenues caught up with mail 
pay equal 1951; held even in 1952; held about even in 1953, although 
it had broken through the ceiling there, and commercial revenues ex- 
ceeded mail pay by that time; and substantially exceeded mail pay in 
1954; and very substantially exceeded it in 1955. 

This chart means that about 65 percent of the revenues of the local 
service airlines in 1955 were commercial revenues and about 35 per- 
cent were public service revenues. 

You can see the difference between the relationship of those two 
pipes indicates the financial progress the carriers have made. 

The next chart indicates the change in the nature of any one air- 
plane’s load over the period from 1948 to 1955. In other words, this 
is figured in cents per plane-mile. 

The green curve there indicates the number of passengers in the 
airplane; and, as you will note, in 1948 there were fewer than five 
passengers per airplane load per flight. 

In 1955, it was around 1014 passengers, so we have more than dou- 
bled the number of people we carry in the airplane over that period of 
years. 

Commercial revenues likewise have climbed from about 28 cents 
per plane-mile to just under 70 cents per plane-mile. That is the 
yellow curve. 

The mail pay, on the other hand, per plane-mile has declined from 
about 55 cents to just over 40 cents. 

As you can see, just as in the past chart, 1951 was the year in which 
the curves came together; and 1953 was the year at which they started 
to coe 

All three of these charts, Mr. Chairman, are reproduced in black 


and white in your statement. 
(The charts referred to are as follows :) 
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Mr. Froserc. These favorable curves have continued through the 
first months of 1956. The figures available are not sufficiently com- 
plete to extend my charts through the first quarter of this year, but 
those so far available indicate that the traffic and revenue curves are 
continuing to climb and that the relative dependence on public-service 
revenues is continuing to decline. 

Naturally, these rapid progress curves cannot be expected to con- 
tinue indefinitely at the same rate, but there are not yet any signs of 
a leveling off. With the sympathetic consideration of the Civil Aero- 
nautics Board and the continuation of the support which the Congress 
has always furnished our class of air carriers, we expect our peak to 
be many times higher than the level which we have now achieved. 

The very nature of local air service generates its own major prob- 
lems. The average hop of local-service airlines is about 77 miles; 
the average passenger journey on the local airlines is about 182 miles; 
the average local service ticket sold is about $11.41; and the average 
yield per passenger-mile is about 64% cents. 

These respective figures may be compared with the trunk airlines 
whose hops average 259.4 Giles, whose passenger journeys average 
548 miles, whose average ticket is $29.15, and whose average yield 
per passenger-mile is 5.32 cents. 

I leave it to the committee to compare these figures with those of 
the nonscheduled carriers which have never made an effort to serve, 
so far as I know, a single one of the 270 cities that the local airlines 
serve exclusively and which, even among the larger metropolitan areas 
of the country, restrict themselves to a dozen or so points. 

Mr. Maerz. Mr. Floberg, would there be an opportunity, as a 
practical matter, for the nonskeds to serve these smaller cities’ 

Mr. Fioserc. They could have come in in 1946, 1947, 1948, or any 
other time that these certificates have been litigated, and applied for 
them, the same as the people who now have those certificates did. 

They never tried, to the best of my knowledge. 

Mr. Maerz. I take it that the local-service carriers are serving 
these points adequately now; is that right? 

Mr. Fiopera. Well, they certainly think they are serving them ade- 
quately. If they were not, the Board could bring proceedings against 
them to enforce the act. 

Mr. Maerz. Well, under those circumstances, how would it be 
possible for a nonsked to serve these smaller points? 

Mr. Frozere. Well, they would have to apply for those points, the 
same as anybody else applied for them. 

The point is, though, they should have applied for them back in 
19—well, from 1943 on, when the Civil Aeronautics Board began its 
investigation of the whole local air-service problem. 

Mr. Maerz. What do you mean, they should have ? 

Mr. Quieiey. May I ask a question there. 

You indicated there were over 400 applications pending in 1945-44 
before the Board. 

Mr. Fuosere. Yes, sir. 

Mr. Quieter. And that ultimately, 23 were granted. 

Mr. Fropere. Yes, sir. 

Mr. Quieter. Am I to assume from what you have indicated here 
that the nonskeds who are presently operating were never among any 
of those 400 applicants for any of these certificates? 
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Mr. Frosere. Well, I can’t make such a universal or sweeping state- 
ment. What I can say is that most of the nonskeds of which I have 
knowledge were not. applicants for any of those certificates. 

Many of the applicants there were not serious in the prosecution of 
their claims, and many of them dropped their applications in early 
stages of the proceedings. 

n the other hand, many of those proceedings were bitterly fought, 
bitterly contested, right through to the end. 

Mr. Quietey. What happened to the fellow who did not get it ? 

Mr. Fuoperc. He did not get into the certificated airline business. 

Mr. Quieter. Is it not possible that he is still operating today on 
some sort of a nonscheduled basis? 

Mr. Froserc. Oh, I am sure that many of them are, many of them 
are operating legally as nonscheduled carriers. 

Mr. Quieter. Then you cannot criticize them for not making an 
application, or for not being certificated. A particular applicant may 
have tried and failed, and just because he did not get the certificate 
he decided to stay in business the best way he could. 

Mr. Fropere. t am not criticizing that fellow. I am all for him. 
I think he was an enterprising entrepreneur to try to get into the 
business. 

The fellow I am criticizing is the fellow who never made the effort, 
but who just wanted to go into the airline business, and violated the 
law by operating enaniiend of legal authority or lack of it. 

Mr. Scorr. You are talking about the man who skims the cream 
off the top and did not want to go into the local business? 

Mr. Frioperc. I am talking about the fellow who openued up the 
speakeasy without bothering to get the tavern license. 

Mr. Scorr. I am just trying to get clear what you are saying. 

Mr. Quie.ry. Was it not the basic criticism that some of the non- 
skeds should have applied for a local feeder certificate instead of 
applying for a trunkline certificate? 

Mr. Fioperc. They should have applied for whatever they wanted 
to apply for, but they should have conformed to the legal system, the 
congressionally denominated system, for getting into the certificated 
airline business. 

As you pointed out, many people tried and failed, and there is 
certainly no criticism of that, the same as there were many people 
who tried to get into the radio business and failed because the Com- 
munications Commission did not give them a license. But those 
people who failed to get a communications license did not go out 
and start up a radio station; and the same logic applies to the man 
who wants to go into the airline business. 

If you want to go into a retail liquor business, you get a license to 
open up a liquor store; you do not become a bootlegger. 

Mr. Mauerz. Specifically, whom are you criticizing? 

Mr. Frozere. I did not mean to criticize anybody. I was merely 
stating a fact. 

Mr. Materz. Are you criticizing the carriers who are doing business 
as nonscheduled operators ? 

Mr. Frogrrc. I am not criticizing anybody. I am pointing out that 
Some carriers are operating illegally, and that many—and that no 
nonsked carrier that I know of that is complaining about the decisions 
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of the Civil Aeronautics Board under the act, to this day has ever 
applied to serve any of the points that we have served exclusively, 
and that is fine. But if they want to give any of those points, they 
should conform to the Civil Aeronautics Act just like its already 
certificated local carirers had to. 

Mr. Materz. Do any of the nonscheduled carriers compete with 
members of your organiaztion ? 

Mr. Frozerc. Nonscheduled carriers do, yes, sir, in some ways. 

Mr. Maerz. In what ways? 

Mr. Froserc. A fairly—and this is a problem that is posits itself 
more seriously now than ever before, I might add—a high percentage 
of the traffic which the local carriers carry is weekend traffic, for 
example, or it is seasonal traffic at vacation points. 

To give one illustration of that: At a military base, the military 
personnel expect to get their mail 7 days a week. They obviously only 
get weekend passes on the weekend, however. The airplanes might 
fiy fairly light loads during the week while they are carrying the 
mail, and have a heavy demand for space on the weekends, when the 
boys are getting their weekend passes, to the nearest liberty town. 

The compensation of the certificated carrier for the lean load that 
he is carrying during the week is the chance to go over the hump on the 
weekend and thereby equalize his revenues. 

Now, the nonscheduled carriers have an opportunity to divert the 
weekend loads while they are operating on a nonschedule basis. This 
is a problem. 

Under a decision of the Civil Aeronautics Board which is now being 
litigated and which I, therefore, don’t want to go into too much, those 
carriers not only can operate on a nonscheduled basis, but they can 
schedule 10 flights a month at the same point I am talking about. 

Now, at this point I am talking about, this military town, Fort 
Sill, Okla., or someplace of that sort, may have only 10 profitable 
flights per month. So to that extent it poses a serious problem for the 
local service carriers. 

Mr. Materz. But these nonscheduled carriers are at a competitive 
disadvantage with the local service carriers, are they not, in view of 
the fact that the local service carriers are getting subsidy ? 

Mr. Froperc. That does not put them at a competitive disadvantage 
during the period when you don’t need subsidy to operate at a profit, 
like the selected times that I am talking about. 

Just like serving Cape Cod in the summertime. It is one thing 
to serve it 12 months a year, and another thing to serve it 3. 

Mr. Materz. Yes; but the point is, the local service carriers, mem- 
bers of your organization, are on subsidy, are they not? 

Mr. Fioperc. Yes; they are subsidized, but that does not put you 
at a competitive advantage for traffic when there is traffic. 

Mr. Materz. I am talking about revenue, overall revenues, now. 
The nonsked carriers do not obtain subsidy, do they from the Civil 
Aeronautics Board ? 

Mr. Fiosere. No; because they do not perform the same type of 
local service that the local service carriers perform. 

Mr. Maerz. The local service carriers are on subsidy, are they not? 

Mr. Fioserc. Yes; about $20 million a year. 
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Mr. Maerz. Let’s get those figures right now. According to the 
Board’s figures, in 1951 the local service carriers obtained total sub- 
sidies of $17,310,000. 

In 1952—do you have those figures, by the way ? 

Mr. Fiosere. I have figures here. I will see if they check. 

Mr. Maerz. You can check and see if the figures I am reading from 
are correct. This is a publication put out by the Civil Aeronautics 
Board, dated September 1955, entitled “Service Mail Pay and Subsidy 
for the United States Certificated Air Carriers.” Do you have that? 

Mr. Fiosera. I don’t have that before me. 

Mr. Matetz. In 1952, the local service carriers obtained $18,990,000 
subsidy. 

In 1958, $21,800 of subsidy. 

In 1954, $24,570,000. 

In 1955, $23,040,000. 

In 1956, the estimate is $24,088,000. 

In 1957, the estimate is $24,008,000. 

Now, can you tell the committee whether there is any likelihood in 
the foxtateble future of the local service carriers going off subsidy ? 


Mr. Frosere. Well, that is a sweeping question; and, like most 
sweeping questions concerning the aviation industry, it requires par- 
ticularization before an answer is given to it. 

There is no question that some of the local service carriers are going 
to be getting off subsidy within, say, the next 5 years, if a great many 
contingencies are satisfactorily resolved. 

The local carriers who will be the first to get off subsidy will be the 


ones that serve the most densely populated sections of the United 
States. Those are the areas where traffic is more likely to be generated 
in economic quantities; and those are the people who have the oppor- 
tunity to do a better job, and they will take advantage of the oppor- 
tunity and do the better job. 

They will generate commercial revenues of such quantity that they 
will be the leaders in getting off subsidy. 

Now, you go to the other extreme, and find the carriers who serve 
the most sparsely settled sections of the United States, and to give any 
fixed date for their getting off subsidy is most speculative, because the 
contingencies are many more. 

If you want me to go into the contingencies, I will be glad to go 
into that, too, but that is a pretty long story. 

Mr. Materz. As I understand from your answer, it is your opinion 
that some of the local service carriers serving the densely populated 
points will be off subsidy possibly in 5 years, but you are not as opti- 
mistic with respect to local service carriers who serve more sparsely 
populated points. 

Mr. Frosere. That is a fair statement. But that 5-year figure is 
based on a whole series of contingencies, including, most importantly, 
hew equipment and adequate earnings in the 5 years. 

Mr. Matetz. Thank you. 

Mr. QuietEy. Coming back, just to keep the record straight, I asked 
Some questions when you made a general, overall reference to non- 
skeds making application for feeder routes. Actually, I think in 
your answer you are not including all presently operating non-skeds. 
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Mr. Froperc. Oh, by no means. There are many perfectly legal 
non-skeds serving a useful function. 

Mr. Quieter. I am quite sure you have already pointed out in your 
answer that the local service airlines can very well be fencing up toa 
problem of competition as far as the non-skeds are concerned. 

Mr. Fviopere. Yes, sir. 

Mr. Quieter. That is in litigation. There is a Board decision per- 
mitting up to 10 flights per month between 2 pairs of points, and that 
is in litigation at this time. 

Mr. Fioserc. Yes, sir; that has been submitted to the court of 
“en now. 

since the airlines carry less than 2 percent of all common carrier 
pemrnees on journeys of less than 250 miles, it seems apparent to the 
ocal airlines that better service and better equipment create a great 
likelihood of continued growth toward a higher percentage of that 
market. 

Just achieving a 4-percent penetration, for example, would mean 
more than doubling the current volume of traffic. These figures do 
not even consider the almost unlimited market available in the diver- 
sion of passengers from our principal competition—the private auto- 
mobile—which on the typical local service segment is an extremely 
formidable competitor. 

I should like to discuss briefly the subject of public service revenues. 
Discussion of the local airlines always raises the question of public 
service revenues because every local carrier is to some degree sup- 
ported by such revenues. 

This is a little further answer to your question, Mr. Maletz, I think. 

The extremes vary from a low of 13.66 percent and $576,000 per 
year, to a high of 67 percent and $3,560,000 per year. I assure you 
that every one of the local carriers is anticipating eagerly the day 
it is completely economically self-sufficient. 

At the same time, it must be realized that airline subsidy had its 
origin in the realization by this Congress that the safety of air travel 
was inseparably bound to the economic health of the air carriers. 
That philosophy was the basis for the “need” mail pay provision in 
the Civil Aeronautics Act of 1938. 

The tremendous growth in civil aviation has resulted from the effec- 
tiveness of that philosophy. | 

I might add parenthetically there, Mr. Maletz, at the same time, it 
must be realized you cannot expect those percentages to reach zero 
on the same date, or those dollar figures to be reduce to zero on the 
same date. We are starting out from different starting points, with 
different handicaps, and the conditions that created the handicap are 
not going to be eliminated. 

Incidentally, I must say, I think your figures included service mail 
pay and not just subsidy. They are a little higher than my figures, 
but you may be right. 

Mr. Maerz. Would you like to take a look at this publication ? 

Mr. Fiosere. I will let Mr. Ray take a look at it. 

Mr. Maurez. It is already in the record. 

Mr. Foperc. I am not disputing the figure. I say they include 
service mail pay. 

Mr. Matrz. The heading is “Subsidies.” 
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Mr. Frossrc. Upon examining the publication, I see that your fig- 
ures did not include service mail Pay, but they did include subsidy 
yments to Continental Midwest, Wiggins, Pioneer, and so forth. 
For the 13 presently existing local service carriers the proper figures 
for the years 1952 through estimated 1957, are as follows: $17,488,000, 
$20,510,000, $23,252,000, $21,691,000, $23,037,000, and $22,549,000. 

In recent years the concept of pene service revenues has been so 
refined that “need” mail pay has been divided into service mail pay 
and subsidy mail pay, or what I am calling public-service revenue. 

This latter portion of total mail pay actually represents a subsidy 
paid to furnish air service to the smaller communities that could not, 
merely by virtue of their own populations and traffic densities, gen- 
erate commercial revenues sufficient at this date to pay the total cost 
of airline operations. 1 LT. 

Although paid in form to the airlines furnishing the services in 
question, the subsidy actually is received by the communities served 
in the form of service. 

An analogy is seen by reference to the mail carrier on the rural free 
delivery route; he is subsidized in the sense that the postal patrons 
that he serves do not generate sufficient postal revenue to justify their 
postal service on a purely commercial basis, but no one would question 
the policy which has long called for the furnishing of adequate mail 
service, supported by revenue obtained from other sources, to rural 
residents. At this point I should like to emphasize that a consider- 
able portion of the so-called subsidy actually returns to the Federal 
Government not only in the form of service rendered to hundreds of 
small communities, but also in actual cash. 

The local airlines are productive sources of various kinds of tax 
revenue. They collect excise taxes on transportation on the order 
of $3,326,168. They pay oil and gasoline taxes on the order of 
$839,280. 

They provide an annual payroll of about $27 million on which they 
pay payroll taxes and on which their employees pay equivalent social- 
security taxes as well as Federal income taxes of a conservatively esti- 
mated $2 million. 

And, incidentally, that payroll figure is presently running at an 
annual rate of a little over $32 million. 

The revenue to the Federal Government for the mail generated 
by the local carriers is about $8 million. 

Thus, some $14 million or $15 million may properly be considered as 
revenues to the Federal Government on the opposite side of the finan- 
On Sane from the gross public-service revenues paid to the local 
airlines. 

The whole foundation of public-service revenues is just as simple 
as the fact that there is nothing that the Civil Aeronautics Board can 
do, or the local airlines themselves can do, or that the Congress can 
do, or that this committee can do, to change either the geography of 
the United States or the basic distribution of its population. 

There is no simple formula for making the population of Gunnison, 
Colo., the same as that of Syracuse, N. Y., or the population of 
Tonoah, Nev., the same as that of Johnstown, Pa., or that of Enid, 
Okla., the same as that of Norfolk, Va. 


776832—57—>pt. 1, vol. 4——5 
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And yet, who is so bold as to say that the people of Gunnison, 
Tonopah, or Enid, are not just.as much entitled to air-mail, air-cargo, 
and air-passenger service as the people of Syracuse, Johnstown, Nor- 
folk, New York, Chicago, or Los Angeles ? 

At the same time, I would like to emphasize to this committee that 
on a per capita basis the small towns served by the local service air- 
lines generate more proportionate traffic than do most of the large 
metropolitan centers, and certainly far more on a proportionate basis 
than those few mammoth population centers served by the nonskeds. 

I should like to refer to one further aspect of the economic worth of 
the local carriers which is concededly hard to evaluate in terms of dol- 
lars, but is certainly of substantial value. 

Although the point admittedly has a good many variables in it, 
I refer to the defense potential of the equipment and personnel in 
the service of the feeders. The feeders operate about 175 scheduled 
aircraft and they employ about 450 flight crews. The military serv- 
ices normally consider that the maintenance and operation of a DC-3 
type aircraft, including its overhaul, the engine overhauls, gas, oil, 
operating costs, and everything except the pay of personnel, is in round 
figures about $100,000 per plane per year. ; 

This is, in other words, the price tag on both the service received 
from the aircraft and, equally important, the immediate availability 
of the aircraft on a fully operational basis in the event of emergency. 

Multiplying by 175—and making no extra allowances for the Con- 
vair and Martin aircraft in service on some of the local airlines—gives 
a total service worth of $17,500,000. 


The military service can likewise figure the cost of a 3-man DC-3 
crew in the regular service at about $13,000 per year per crew. Once 
again, this is the price tag = both the service rendered by the person- 

abi 


nel and their instant avai ity in the event of emergency ; and multi- 
plying by 450 gives a total of $5,400,000. 

Further consideration must be given to the approximately 1,000 
mechanics and 1,000 other skilled personnel in the employ of the local 
carriers and on whose availability I have not even tried to put a price 
tag. 

Likewise unpriceable from a defense standpoint are the airports and 
operating bases with their trained personnel from which the local 
carriers fly, but certainly their availability in event of emergency 
is of great value. 

Although it is admittedly not possible to convert the 175 aircraft, the 
450 flight crews, the 1,000 mechanics, the 1,000 other skilled personnel, 
and the bases of the local airlines into direct dollars of defense value, 
the element of our country’s total airpower represented by the state of 
availability of both the equipment and personnel is a multi-million- 
dollar asset which must be considered as a setoff to the public service 
revenues paid to the feeders. 

One of the substantial values of the local service airlines is the vol- 
ume of air traffic which they forward to the trunk airlines and the 
consequent contribution they make to our air transport system as a 
whole. Once again, we are getting into an area loaded with intan- 
gibles, but certainly some conclusions can be drawn from a recent study 
which the conference conducted. 

In 1955, the local carriers transferred 677,145 passengers and $20, 
509,814 in revenues to the trunk airlines. This zenfit was not a uni- 
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lateral one, however, for the trunk carriers transferred to the locals 
1,014,115 passengers and $10,973,205. 

The bases on which we had to derive these figures make them prob- 
ably no more than 90 percent accurate; but, assuming their reliability, 
it can easily be seen that 1 passenger out of every 414 was being trans- 
ferred to a trunk airline for further transportation. 

Reciprocally, it may be seen that nearly one-third of the revenues 
of the local carriers came from passengers transferred to them from 
trunk airlines—one-third of the commercial revenues, that should be. 

These figures again vary from carrier to carrier, dependent on the 
character of its system and the section of the country which it serves. 

A major problem facing the local airline industry today is that of 
the replacement of the DC-—3 fleet with more economical aircraft. This 
finé'airplane was designed between 20 and 25 years ago, and it still flies 
about 17 million passenger miles per day in scheduled air service in the 
United States. 

It likewise is the most numerous single type of transport aircraft 
in service, both in the United States and in the world, but in the fiercely 
competitive American transportation market it has become outdated. 

These DC-3’s were acquired at a cost of as low, in one case, as 
$12,500, but generally in the area of $30,000 to $50,000, and sometimes 
at prices in excess of $125,000. These airplanes will be replaced by 
modern aircraft costing no less than $500,000 each—and that is a very 
conservative figure. 

This means that the DC-—3 fleet which was acquired at a cost averag- 
ing between $1,000 and $3,000 per seat will be replaced by a modern 
fleet costing a probable minimum of $12,000 or $15,000 per seat. 

One fact which nobody in the local service airline industry disputes 
is that it will be impossible for a local airline to make itself subsidy- 
free so long as its fleet consists of DC-3 type aircraft. A reequipment 
program is essential to economic self-sufficiency. 

It is generally agreed that an average airline load factor of about 
65 percent is the theoretical maximum at which any local carrier can 
operte, since any higher load factor than that figure invariably means 
that a substantial amount of business is being turned away on certain 
segments and on certain flights of the airline. 

The present industrywide load factor is about 45 percent. 

An average 65 percent load factor on a 21-seat-.DC-3 at an average 
yield of 6 cents per passenger mile will produce passenger revenues of 
81.9 cents per mile; and other commercial revenues will raise this total 
to about 87.5 cents. 

No local carrier is operating its equipment at a cost of less than $f 
per mile. The consequent gap will invariably be filled by public serv- 
ice revenues in the form of Government subsidy. 

In order to close that gap, a reequipment program which will make 
additional revenues available and which will reduce seat-mile costs is 
essential; and for the health of the industry it must be accelerated. 

_ The cost of the modern reequipment program facing the local air- 
lines is just as staggering as the necessity of that program is obvious. 
Every available dollar will be important to that program, and every 
dollar of capital requirements that can be satisfied from internal 
sources rather than external ones is especially important. 
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_ In Spite of the 10 years of progress, growth, and constantly increas- 
ing public service, there has been no history of financial reward for the 
local air service industry. None of the 13 local airlines has ever paid a 
dividend, and yet none has large financial reserves capable of support- 
ing the impending absolutely essential reequipment program. 

The aed of the local airline managements and ownerships is 
going to be tested to the absolute maximum in accomplishing this 
indispensable objective, The following table will give you a picture 
of the financial evolution of the local service airline industry from 
1947 to 1955. 

I won’t read that table, but I will leave it to your study. 

(The table referred to is as follows:) 


Changes im balance sheet data, 1947 and 1955, for total local service industry 
[In thousands] 


Total local service 


eepaty, eae RENE OB a ibd hh Si cbdshicdvoceubinlldgssnceiscded 
EE DDL OEE LOLS TEED 


Property and equipment, net 
CONE FIR onc cdtianccqueccdnsccccnctedvesslbicnpasegaiehibdalipphien 








CE BOE in dcemnanbeonnecempetiduonninciactieetirdbiesdecees 
Liabilities and capital: 

CONE TE 0b cecccenasvavccdtnccesbiovguticnpiiapboosemnypenoupe 2, 201 2, 426 
OD DORN nd 6s dina eb lLanddtediudibadadibenaned eua 12 919 

Pdsipidentn BONG, 6. sisiiiccciscoidsioccchbtlidicccthndidasbidetikevoridd 1, 747 4,011 
ital Pi vacdescsnensiinndebicahtmimnidindshnncagadiabnan tinal , 372 6, 758 
Capital SU5 TIS ..cccnencnnescneiedidtibusabibatepsitoninbbidbechnahdoded , 579 324 
TT amnitnsin denen cscile ence cada icihstabicheubiaaetiliandepim ised ed animate (712) (327) 

MN i I Ean te shane incimeiandaiaiedeiians kant ihie Metin 6, 239 10, 755 
‘Detal reported: i vestiMeti.<<ccnncccieciatidcce<scosennenepbsddncshenigcs 7, 986 14, 766 
Dota Waleiples anid en i cewek ice csccdbsasdbhiodsdoseuubudsss 10, 599 28, 111 


Mr. Fiosera. As you can see from this table, asset development of 
the local airlines has been almost entirely financed out of a growth in 
current liabilities and capitalization. e earned deficit of the indus- 
try has been cut in half over the period, but there has never been a 
year when the industry had an earned surplus. 

As a matter of fact, as of December 31, 1955, only two local service 
carriers had any earned surplus and both of them had made their 
money not on airline operations but on extracurricular pecyeete:stn 
one case a fixed base operation; and in the other, such collateral 


revenue-producing activities as engine overhauls for contract cus- 
tomers. 

On reading that sentence, I see that it is not exactly accurate, and 
I would like to correct it. Both of the airlines to which I referred 
actually do have an earned surplus as a result of their airline operation, 
but that earned surplus has been to a major part augmented by the 
earnings from, in one case, the fixed base operation, and in the other 
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case, the.collateral revenue-producing activities conducted by it before 
it was certificated to operate an airline. 

Out of 94 combined carrier-years of local service operation, there 
have been a total of only 27 carrier-years in which local airlines have 
shown an earned surplus instead of an earned deficit on their balance 
sheets, and 16 of those 27 carrier-years have reflected the condition of 
the 2 carriers to which I referred. Parenthetically, I might add that 
the only ones who have really made money on the local service opera- 
tion in the past 10 years have been the pilots, and recently the head of 
the pilots’ union publicly stated that he was going to increase the 
pilot’s take even more. 

Some idea of the relative development of civil aviation in this coun- 
try as compared to the development in the rest of the world may be 
obtained from the following table of aircraft traffic volumes at the 
principal cities in Europe as compared to the corresponding cities in 
our Own ne 

Once again, I won’t read the table, Mr. Chairman, but I would just 
like to point out that these are the major capitals of Europe in the 
left-hand column, and they compare in traffic volume to the United 
States cities, rather typical local air service cities, that are set forth 
in the right-hand column. 

As a matter of fact, none of those cities in the right-hand column is 
exclusively a local airline city. Each one of those cities gets some 
trunk airline service. But the concept that the amount of air traffic 
at London is the same as that at Tampa, Fla., is most interesting to me. 

(The table referred to is as follows :) 


United States 
Comparable United States airport | airport total, 
1954 


Total traffic 
rate, 
1955 


Grand Rapids, Mich 
Binghamton, N. 
Yak Ww 


RESRSRSERATBAS 
SRESSESESSSES 


54, 204 


Mr. Frozerc. I believe this table is quite eloquent evidence of the 
degree of development and growth which American aviation in 
general has enjoyed under the general policies—legislative, adminis- 
trative, and otherwise—which have prevailed during recent years. 

The local service airlines are proud of the extent to which they have 
in the last 10 years contributed to that growth and to which the statis- 
pr local airline operations are incorporated in the above-referenced 
table. 

The local service industry has every hope that it is going to be able 
to reverse its none too happy financial history, and every hope that it 
will be allowed to develop a financial record commensurate with the 
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growth of its public service, and-every optimism that it shall, I might 
add. 


The sweeping general fare investigation which the Civil Aeronautics 
Board has now instituted, however, has considerably unnerved the 
local airlines and has developed serious repercussions in the money 
markets where the local airlines are presently exploring for the support 
essential to their development and their improved service. 

Not only does their Serer which I have detailed to you give rise 
in some quarters, financial quarters, to a suspicion that this is an indus- 
try where profits—not “excess profits” but any profits—are forbidden 
by Government policy, but idle chatter about “excess profits” and 
the implication of inevitable reduction in airline revenues makes the 
skeptics fear that that suspected policy is irreversible. 

The CuarrMan. Are you opposed to a general passenger fare inves- 
tigation ? 

Mr. Fioserc. I am not opposed to it or in favor of it, but I am 
gravely concerned about it. 

The Cuarrman. You feel it should not be had ? 

Mr. F opera. I am gravely concerned about it, because the local 
carriers are inevitably going to be involved in it to a major extent. 
It is going to be an extremely expensive undertaking for these airlines. 

The CuHarrman. What are we going to do, go on forever without 
having an investigation ? 

Mr. Fiosere. Mr, Chairman, I leave that to the Board to decide, 
and they have made a decision. 

The Cuatrman. I am curious as to your 

Mr. Froserc. All I am saying is this is a major problem to the local 
service airlines. This is a problem that is going to cost thousands and 
thousands of dollars to participate in the investigation, and in the 
meantime it has unnerved all of the sources of financial support. 

The Cuarrman. What are you worried about? If you are below a 
certain rate of return you get a subsidy. 

Mr. Fioserc. We are worried about the way it will delay our getting 
off subsidy, Mr. Chairman. 

The Cuarrman. What do you mean when you speak of “idle chat- 
ter’? 

Mr. Fioserc. Pardon me? 

The Cuatrman. On page 20, you refer to some “idle chatter.” I 
will read it: 

Not only does their history give rise in some quarters to a suspicion that this 
is an industry where profits—not “excess profits” but any profits—are forbidden 
by Government policy, but idle chatter about ‘excess profits” and the implication 
of inevitable reduction in airline revenues makes the skeptics fear that that 
suspected policy is irreversible. 

Do you refer to comments made by the members of this committee ? 

Mr. Frosere. No, sir; T certainly do not. 

The Cuarrman. What do you mean by “idle chatter” ? 

Mr. Frozerc. The conversation that you hear from the critics of the 
industry. You pick it up in the press, and you see these things repro- 
duced from time to time. I also refer to statements that I think wit- 
nesses may have made to this committee. 

The Cuamman. You do not mean to refer to the language used b 
one of the aviation journals that the committee had “bullied” the 
CAB into an investigation ? 
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Mr. Fiozerc. No. Ihave not referred:to that. 

The CuarrMan. Well, go ahead. 

Mr. Frosere. What I am saying, Mr. Chairman, is that this is a 
major problem. Remember, this is a general fare investigation of the 
trunk airline industry, and as such it appears not to have an immediate 
effect on the local service carriers. 

But it does have just as immediate an effect as if they were a party 
to it from the beginning. 

Mr, Harkins. Mr. Floberg, your position, I take it, now is the same 
as ATA’s position; is that correct? 

Mr. Froserc. I am not sure whether it is or not. I do not know 
ATA’s—— 

Mr. Harkins. ATA’s representatives stated they were neither in 
favor of the investigation nor against it. 

Mr. Frosere. I feel the same way. If that is their position, then I 
onto our positions are the same; yes, sir. 

fr. Harxrns. Is it your position that situation regarding the gen- 

eral fare investigation was the same in 1952 and in 1953 when the 

peeneay or the necessity for continuing it was considered by the 
oard ? 

Mr. Frosere. I have only been associated with this industry from 
the 15th of November 1954, so I had no position on it then. 

Mr. Harxins. Every member of your organization is a member 
of ATA? 

Mr. Fiosera. Yes, sir. 

Mr. Harkins. And you have no personal knowledge, I take it, as to 
what your organization’s position was in April 1953, during the pas- 
senger fare investigation ? 

Mr. Froserc. No. This organization did not exist in April of 1953. 

The Cuarrman. Why do you object now ? 

Mr. Fiosere. Object to what, Mr. Chairman ? 

The Cuarrman. Why do you object now if you did not object then ? 
Weg do you take a passive position now ? 

Mr. Fioserc. This organization did not exist in 1953, Mr. Chairman. 

Mr. Harxrns. But your members were all members of ATA in 
1953; were they not? 

Mr. Frosere. Yes, sir. This organization grew up since that date, 
and it grew up as a result of the need of these local service carriers 
to have a separate organization to handle the particular problems 
that faced carriers of this type, this particular class of carriers. 

There are many other problems that do face them, and they face 
them sometimes in a different way than they face the major carriers. 
Let me point to an example. 

One of the most eminent members of this Congress, and probably 
the best informed man in the Congress on aviation subjects, made a 
statement not long ago about the 40-pound baggage limitation, and 
he attacked it severely. This weight limitation is infinitely more 
important to the local service carriers than to others. 

The CuHarrman. All these comments are more or less water over 
the dam. The investigation is going to proceed, so you will have to 
submit to it, that is all. 

Mr. Fiosere. Oh, you bet we will. We will pay through the nose, 
that is all, for the conduct of the investigation no matter what its 
results may be. 





9350 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


The Cuarrman. Go ahead. 

Mr. Fioperc. One message which I a I have been able to get 
across to the committee is the complexity of the air-transport industry 
and the great danger of sweeping generalizations concerning it. 

While we classify the air carriers into different groups, such as 
international carriers, trunk carriers, local service carriers, territorial 
carriers, helicopter operators, and so forth, and while there are certain 
air transport industrywide problems, still each one of those groups 
certainly does have its individual problems and ramifications of the 
industry problems which nearly always make generalizations invalid 
as to some phase or other of the industry. 

Mr. Maerz. Excuse me, Mr. Chairman. 

Mr. Floberg, in connection with this general passenger-fare inves- 
tigation, as you pointed out, the members of your organization are 
in subsidy. Now, for purposes of computing subsidy, are legal 
expenses paid by the members of your organization taken into account? 

r. Froserc. The answer to that question is again a complex one. 
The Board only recognizes, for mail-pay purposes, and this is a gen- 
eral statement which could be punctuated with some exceptions, too— 
but the Board generally recognizes only, for mail-pay purposes, 
$12,000 a year for counsel fees. 

That means that litigation, for all practical purposes, is paid for 
out of the stockholders’ pockets. It is not covered by subsidy, because 
the amount of legal services that an airline can get for airmail pay 
recognized legal fees is negligible. 

‘ Materz. They only get negligible legal services for $12,000 a 

ear 
Mr. Froserc. Well, speaking .as a member of the legal profession, 
I would say that $12,000 worth of annual legal services is not a very 
substantial quantity. 

Don’t you agree, as a member of the profession ? 

Mr. Materz. I would rather not comment. 

Mr. F.oserc. But the answer to your question is that the $12,000 
allowed is quickly exhausted, and for all practical purposes the legal 
fees are paid out of the stockholders’ pockets. 

I hope that this committee, in considering the testimony presented 
to it in the course of these hearings, and in consideration of any 
reports which it writes, will keep high in its mind the fact that any 
shots fired at any single element of this vanaate industry will not 
only have shock waves throughout the industry but that, contrary 
to the usual laws of nature, in more cases than not the secondary 
shock waves will have magnitudes considerably more devastating 
than the primary. 

Thank you, Mr. Chairman. That concludes my statement. 

7 I woukl: be glad to answer any more questions that the committee 
as. 

The Cuarmrman. Thank you very much, Mr. Floberg. 

The record will be held open for any change that you wish to make 
or any additional data you want to put into the record, providing 
you show it to counsel first. | 

Mr. Fioserc. Yes, sir. I will be glad to do that. 

The CuHarrman. Thank you very much, Mr. Floberg. 

I want to state this, Mr. Floberg: that is a very excellent statement 
you prepared. ” 
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Mr. Frionere. Thank you. 

(Discussion off the record.) 

The Cuamman. Thank you very much, Mr. Floberg. You have 
been very, very patient, alk you made a very splendid statement. 

Mr. Fioserc. Thank you, sir. 

The CHarrMan. We will adjourn now. 

Our next meeting will be Wednesday next, at 2:30. That will be 
June 13. At that time we shall hear Richard W. Joyce, president of 
the Travel Agents Guild of America, Inc., of New York City. 

We will now adjourn. 

(Whereupon, at 12:20 p. m., the subcommittee adjourned, to recon- 
vene at 2:30 p. m., Wednesday, June 13, 1956.) 
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WEDNESDAY, JUNE 13, 1956 


House or REPRESENTATIVES, 
AnNtrIrrust SUBCOMMITTEE OF THE 
CoMMITTEE ON THE JUDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to call, at 3 p. m., in room 346, Old 
House Office Building, Hon. Emanuel Celler (chairman of the Ju- 
diciary Committee) presiding. : ; 

Present : Representatives Celler, Rodino, Rogers, Quigley, Keating, 
and McCulloch. 

Also present: Herbert N. Maletz, chief counsel and Kenneth R. 
Harkins, cocounsel. 

The CuarrmMan. The committee will come to order. 

Our first witness this afternoon is Mr. Richard W. Joyce, president 
of the Travel Agents Guild of America. Step forward, please. 

Mr. Rodino, you wanted to put something in the record ¢ 

Mr. Roprno. Yes, Mr. Chairman. I ask unanimous consent that a 
letter addressed to you by Mr. Richard Scudder, publisher of the New- 
ark News, Newark, N. J., making comment on the interim report of the 
Antitrust Subcommittee, together with your reply to him, be inserted 
in the record at this point. 

Mr. Keatrina. Reserving the right to object, what is the nature of it? 

Mr. Roptno. This is a letter from the Publisher of the Newark News, 
making his own observations on the report that was issued by this 
committee on WOC’s. 

Mr. Keattne. What is the point of putting it in the record? 

Mr. Roprno. Mr. Scudder has written me asking that the letter be 
made a part of the record. 

Mr. Keatine. Mr. Scudder has requested you to do this? 

Mr. Roprno. Yes; he has. 

Mr. Keatine. Very well. 

The Cuarrman. That will be accepted in the record. 

(The letter dated May 21, 1956, and the reply dated June 6, 1956, 
were incorporated in the subcommittee hearings on July 26, 1956, 
WOC’s and Government Advisory Groups, in the testimony of Rich- 
ard B. Scudder.) 

The Cuatrman. Mr. Joyce. You may now proceed. 


TESTIMONY OF RICHARD W. JOYCE, PRESIDENT; ACCOMPANIED 
BY JOSEPH BROOKS, VICE PRESIDENT, TRAVEL AGENTS GUILD 
OF AMERICA 
Mr. Joyce. Mr. Chairman and gentlemen, I am honored to be here. 
My name is Richard W. Joyce. I am currently the president of the 
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Travel Agents Guild of America, as well as part owner of a retail 
travel agency in New York City. I have with me Mr. Joseph Brooks, 
a vice president in the Travel Agents Guild, a wholesale travel agent 
for 23 years, and a travel writer in his own right. 


The Travel Agents Guild of America is @ new dssotiation organized 
exclusively for travel agents, .The purposes of the Travel Agents 
Guild are set forth in detail in its bylaws, copies of which are offered 
for inspection and as exhibit A. -- 

It is in accordance with these stated aims that the directors of the 
Travel Agents Guild have instructed me to offer all cooperation to 
this subcommittee. 

It has been stated that the— 
essence of the conference system is joint action by the carriers to standardize 
relations with agents and to establish a list of qualified agents from which the 
individual carriers might select their representatives. 

This may have been the original intent and anticipated modus 
operandi of the transportation conference system, but it most cer- 
tainly is not the manner in which it has been applied. 

An agent may not present his qualifications to a joint board for 
examination. He must apply to the various carriers in the hope that 
one of them will sponsor him; that is, present his name at the confer- 
ence meeting. 

Thus, instead of the conference compiling a list of qualified agents, 
we have an individual carrier deciding for itself whether or not this 
applicant’s name shall ever reach the application stage. 

he Cuarrman. Are you a conference agent yourself ? 

Mr. Joyce. Yes; Iam. 

The CuarrMan. You are offering complaint against the conference 
system that the airlines have developed ? 

Mr. Joyce. Yes; Iam, Mr. Chairman. 

The Cuarrman. Although you are the beneficiary of that system ? 

Mr. Joyce. That is questionable, Mr. Chairman. 

The Cuarmman. Beg your pardon ? 

Mr. Joyce. That is questionable as to whether I am the beneficiary 
or not, but I am offering a complaint as to the system. 

The Cuarrman. But you have no complaint against the system 
personally ? 

Mr. Joyce. Personally, no. 

The Cuarrman. I do not wish to impugn your motives except that I 
just wanted to get the facts. 

Mr. Joyce. I understand. 

The refusal to “sponsor” has been uniform throughout all the 
carriers, and bears no relationship to the qualifications of the agent. 

At a time when travel and the need for travel counsel has been in- 
creasing tremendously, as acknowledged by carriers, agents, and gov- 
ernmental bodies alike, this one factor “refusal to sponsor” has er 
most effectively used to curtail the growth of the travel agency indus- 
try, and at the same time to plant the seed for its destruction. The 
conference appptuipente may not be purchased, sold, transferred, or 
inherited ; and in many instances, pass out of existence with the organi- 
zation to which they were granted. 

As examples of the “refusal to sponsor” and initial curtailment 
mentioned above, we offer in evidence exhibits B in three parts and.C. 

I believe these exhibits were provided to counsel. 
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The first three parts of exhibit B—— 

The Cuairman. Suppose you identify the exhibits so we can put 
them in the record. 

Mr. Joyce. The letters between the International Air Tran 
Association and Travel Expediters, 161 Lexington Avenue, New 
York—two letters from the International Air Transport Association 
and one from Travel Expediters to the IATA. 

The Cuarrman. Do you want to comment briefly on those exhibits? 

Mr. Joyce. I would like to. 

The Cuarmrman. Just briefly. 

Mr. Joyce. They show a sponsorship and a refusal to appoint—no 
reason or justification given. 

Mr. Roprno. Even though a person has been sponsored, do you 
mean nevertheless that they are not accepted as travel agents, that 
they are not given an opportunity ? 

Mr. Joyce. By the system. We have no knowledge of what trans- 
pires at the meetings. And as in this instance we receive a letter from 
the Sepueen advising that the applicant was not appointed. That 

riod. 

a might amplify on that. I know of this particular situation. 

This man, as mentioned further in the statement, was an airline 
employee for 12 years. I might say a supervisor and at an airline 
ticket counter for 12 years where he certainly was qualified in dealing 
with the public. 

He has been deemed financially and morally responsible for the 
handling of air cargo for the same carriers which refused his appoint- 
ment at the conference. 

Mr. McCutxocn. I would like to ask if that application comes 
from a person who lives in a sizable city or has his place of business 
in a sizable city? 

Mr. Joyce. T sles say, yes, he would—his place of business is in 
New York City. 

Mr. McCuttocn. Is he an aggressive person ? 

Mr. Joyce. Promotionally aggressive ? 

Mr. McCuuiocn. Yes; that is what I had in mind. 

Mr. Joyce. Very much so. 

Mr. McCuuxocu. He is a person who would be interested in pro- 
moting air travel and doing those things that were properly in the 
interests of the airlines? 

Mr. Joyce. My personal opinion of him is that he would be a credit 
to the air transportation industry in development, in promotion, and 
in sales. 

Mr. McCuttocu. You know of no reason, no logical or sound rea- 
son, why he was not accepted other than he just was not accepted ? 

Mr. Joyce. A logical and sound reason, no, I do not. An illogical 
or unsound reason, yes, I do. 

Mr. McCuttocu. What was that “illogical” or “unsound” reason, if 
you know? 

Mr. Joyce. In a few parts, he is engaged in the air cargo business. 
A certain number of favored agents frowned upon the appointing of 
any new agents and used, in order to exert pressure through the con- 
ference the previous occupation or other occupations of the applicant. 

I read the testimony of Mr. McManus and it was, I think, com- 
mented on that he was in the real estate business. In this, gentlemen, 
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travel expediters, in the air cargo business almost any reason has been 
used, and put forth as a disqualification for the appointments. 

The impression that I have gained and the impression—I think 
the term is common report through the industry, whether it is a 
written policy or an unwritten policy, is that the carriers do not 
desire any more travel agents, and are using the conferences as joint 
action to appoint only those few where pressure is brought to bear 
in their favor, and disqualify the rest with no reason. 

The Cuarrman. Wouldn’t it be to the advantage of the airlines to 
have more agents than they have now? 

Mr. Joyce. Logically at this time, and reasonably, there is no 
reason why we should not have four to five thousand travel agents 
appointed doing business and developing and promoting air travel. 
A good agent has no fear of competition. It is only an agent that, 
either, is supported through being favored, an agent of that type, 
who has something to fear. 

The Cuatrman. Then if the modus operandi is to approve favorites 
of particular airlines, the more favorites those airlines can have as 
accredited travel agents, the more business they are likely to do. It 
might well be that the favorite might in the case of competing lines 
turn business over to the airline which has recommended his ad- 
mission to the inner circle? 

Mr. Joyce. If I carry the gist of that, Mr. Chairman, I believe the 
overall industry policy, as the carriers have reflected it, is, shall we 
say, to keep the number of appointments to the barest minimum and 
only when unusual pressure is exerted do they appoint any agent. 

The CHarRMan. at reason do they give for that? 

Mr. Joyce. The CAB has already stated an opinion that travel 
agents are very necessary economically to the growth of the trans- 
portation industry. Unfortunately, so far it has been only an opinion. 
It has not been reflected in their decisions. 

In their dealings with IATA, they voted a finding along those 
lines. But in their sweeping approvals of resolutions and recom- 
mendations and the conference system of operation, it wiped out the 
benefit of any such opinions or policies. 


The Cuamman. Proceed. 
Mr. Joyce. I had one other exhibit. The other exhibit (C) is a 


letter from Bashford Travel Service in Fresno, Calif., one of those 
who suffered by the direct refusal to sponsor. 

Mr. Roptno. How many cases, would you say, have there been of 
such refusal, after there has been sponsorship ? 

Mr. Joyce. I believe another trade association has claimed that 
there are 2,000 travel agents in the United States. I do know their 
membership is 1,100. t us say, we estimate there are over 5,000 
travel agents in the United States and Canada, and the difference 
between those presently appointed agents, numbering some 2,900, and 
5,000, are those agents who have been refused sponsorship, or failure 
to appoint at the conferences, with the very few exceptions of those 
agents who have not applied at all. Those are a handful. 

Mr. Roprno. Thank you. 


The Cuamman. Go ahead. 
Mr. Joyce. The applicant so fortunate as to have secured a sponsor 


to present his name at the conference meeting now finds that the 
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voting at the meeting bears no relationship to his qualifications as 
an agent. 

Eaening to exhibit B we find that the agent so arbitrarily noti- 
fied of nonappointment was an airline ticket counter supervisor, dis- 
patcher, space control personnel, in all an airline employee for 12 
years and in addition had already been deemed financially and 
morally qualified and responsible by the same carriers for the trans- 
action of air-cargo business. 

Obviously, qualifications played no part in this “refusal to appoint.” 
The true answer, and the answer which has not yet been put forth in 
such instances, which are too numerous to be listed, is that— 

(1) In.the case of an agent beirig sponsored for appointment in 
a city served by competing carriers, it is common practice for the 
nonsponsoring carrier to vote against the agent, as a matter of “elimi- 
nating their competitors’ agents.” 

(2) The voting at the conference consists of “horse trading” or 
“you vote for my agent and I'll vote for yours.” 

(3) In the case of an agent being sponsored for appointment in a 
city where there are agents already appointed, the carriers are happy 
to use as a “refusal to appoint,” the basis that they are protecting the 
interests of the agents already appointed. 

The Cuarrman. I am going to instruct counsel to send your state- 
ment and testimony to the Civil Aeronautics Board. 

Mr. Joyce. I thank you, Mr. Chairman. 

The Crarrman. For their consideration and examination. What 
you said with reference to “you vote for my agent and I'll vote for 
sonally do not feel that it is sound, or in the best interests of the 

If true it is certainly a matter for the CAB to get after. 

Mr. Joyce. I remarked on hearing that we would have the oppor- 
tunity to testify here, “This is the first ray of hope that these agents 
have had.” 

The CHarrman. I want to say again that this licensing system as 
conducted by the Air Transport Association also seemed to me, when 
I heard about it through other witnesses heretofore, untoward. I per- 
— do not feel that it is sound, or in the best interests of the 

ublic. 
. Now, you are giving one additional reason why that system seems, 
shall I say, untoward, hence with quotations around it. 

Mr. Roprno. Mr. Joyce, as president of the Travel Agents Guild of 
America, how many agents would you say are a part of that organiza- 
tion 

Mr. Joyce. A part of the Travel Agents Guild of America? 

Mr. Roprno. Yes. 

Mr. Joyce. We are a new organization. We have at the moment 
about 50 members. 

Mr. Roprno. About 50 members? 

Mr. Joyce. That is right. We represent very much a minority. 

Mr. Roprno. And you are expressing, however, the views of the 
Travel Agents Guild of America? 

Mr. Joyce. Yes. The statement which contains in essence which I 
am giving here was—— 

Mr. Roprno. You say you yourself, are satisfied, although you ques- 
tion the word “beneficiary.” You seem to have fared well with the 
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een in that you have been sponsored and approved; is that 
right 
r. Joyce. I have fared well, personally, in business. 

Mr. Roprno. That is what I mean. 

Mr. Joyce. Businesswise in spite of the conference system. 

Mr. Quieter. Of your prego’ f 50 members, how many of 
them would be agents who are sponsored by the conference ? 

Mr. Joyce. The majority. I do not believe we have any more than 6 
or 8 agents who do not hold conference appointments. However, we 
welcome agents without conference appointments. It is not a require- 
ment to join the guild. 

Mr. Quiatey. But the vast majority of your membership are con- 
ference sponsored travel agents? 

Mr. Joyce. Sheerly by accident, inasmuch as the agent who does 
not have a conference appointment is an unknown factor until we 
find him. 

Mr. Roprno. In other words, you are speaking out for those who have 
been less fortunate than yourself in getting a conference appointment ? 

Mr. Joyce. Were it not for, let us say, inability on the part of the 
carriers to agree at the conference, I would be in their shoes. I was 
214 years securing appointment. 

Mr. Roprno. How long did you say? 

Mr. Joyce. Two and one-half years. I had been refused sponsor- 
ship for more than—for approximately a year, and was refused ap- 
pointment at the first meeting. I am fairly certain, and I must use 
that qualification, that it was due to intercarrier pressure, a case of 
one agent or rather one carrier feeling that if I were appointed I would 
be too good an agent for another carrier. 

Mr. McCutxocn. Where is your place of business ? 

Mr, Joyce. New York City. 

Mr. McCutiocu. How long had you been a travel agent before you 
made your application for conference approval ? 

Mr. Joyce. We never made an application for conference approval. 
We are not permitted to. The sponsoring carrier submits the appli- 
cation for approval. 

Mr. McCu..ocu. How long had you been a travel agent before the 
sponsoring carrier submitted your name or the name of your travel 
agency for conference action ? 

Mr. Joyce. Approximately 18 months to 2 years in my own business, 
I had been in the travel-agency industry for more than 8 years. 

Mr. McCutiocu. Where had you been in that business? 

Mr. Joyce. Railroad background, other travel agencies, working as 
an employee until such time as I felt I could open my own business. 

Mr. McCuutocu. In the city of New York? 

Mr. Joyce. In the city of New York. 

The CHarrMAN. Where are you in New York? 

Mr. Joyce. In the downtown financial district. 

The Cuamman. On what street? 

Mr. Joyce. 16 John Street. 

The Cuarrman. 16 John Street? 

Mr. Joyce. That is right. 

Mr. McCutiocn. One more question: When was the Travel Agents 
Guild of America organized ? 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2359 


Mr. Joyce. Approximately 9—between 8 and 9 months ago—Sep- 
tember 22 of 1955. 

Mr. McCutxocn. Is there any other association of travel agents m 
America ? 

Mr. Joyce. Yes; there is, sir. 

Mr. McCuttocn. What is its name? 

Mr. Joyce. The American Society of Travel Agents. 

Mr. McCutiocx. How old an organization is it? 

Mr. Joyce. I believe they just celebrated their 25th birthday. 

Mr. McCutxocn. Those are travel agents who represent all modes 
of transportation ? 

Mr. Joyce. Not necessarily. I believe the ASTA’s bylaws require 
that an agent have a reasonable number of conference appointments. 

Mr. McCoutxocu. I notice you have attached your bylaws here, 
but = save time, what are the requirements for membership in your 

ild 
eS Joyce. That the agent be actively and legally engaged in the 
travel business. If he does not have conference appointments, that 
he supply us with 2 trade references, 1 bank reference, and a letter 
spect that 1 principal in the organization has had at least 2 years 
in the general travel field. 

Mr. Roptno. Mr. Joyce, how long have you yourself had a con- 
ference appointment ? 

Mr. Joyce. September of 1954. 

Mr. Roprno. That is approximately a year and 9 months ago? 

Mr. Joycs. That is correct. 

Mr. Ropino. And you had attempted for how long to get a con- 
ference appointment ? 

Mr. Joyce. We were in business approximately 214 years before 
we were appointed, and during that 244 years we had been searching 
for a sponsor, succeeded in finding a sponsor and were thrown out 
at the first conference. 

Mr. Roptwo. How much experience do you have as a travel agent, 
your company ? 

Mr. Joyce. May I divert just for a moment ? 

Mr. Roprno. Yes. 

Mr. Joyce. There is a great discussion in the industry as to the 
definition of a “travel agent.” 

Mr. Rovrno. Well, as we know it. 

Mr. Joyce. I don’t know how you know it, Mr. Rodino. 

Mr. Roptno. Well, I suppose it is one who has an agency that deals 
in servicing the traveling public, whether or not his company is spon- 
sored or not. 

Mr. Joyce. If we consider a travel agent a man who is serving the 
public and making his living from the travel business—— 

Mr. Roptno. That is the way I would consider it. Whether he is 
sponsored by the conference or not, it makes no difference to me. 

Mr. Joyce. I had been employed in travel agencies and had rail- 
road mache rouse, working for a railroad and in the travel field for 
8 Pani n April of 1952, Mrs. Joyce and myself opened our own 
office. 

Mr. Roptno. Mr. Chairman, I merely would like to say, if I might, 
that I think Mr. Joyce should be complimented for coming here, 

77632—57—pt. 1, vol. 4-6 
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although he is conference sponsored. Though he may dispute whether 
or not he is the beneficiary of a conference appoinee nevertheless 
he comes here to express himself in behalf of all of the others who 
have encountered such difficulty. : 

And like you, Mr. Chairman, I know of particular cases in my 
district where individuals have come to me and have expressed a 
desire to secure assistance because they have been unable to get either 
sponsorship or, after having sponsorship, to receive appointment. 

As a matter of fact, I think, if I recall correctly, some of the con- 
stituents who wrote me said that this was a diabolical monopoly or 
something of that sort that should be looked into. 

I want to compliment you, Mr. Joyce, for your coming here—— 

Mr. Joycr. Thank you. 

Mr. Roprno. And for speaking on behalf of these other individuals 
who have not been as fortunate as yourself. 

Mr. Joyce. Yes. 

The Cuamrman. You may proceed. 

Mr. Joyce. This knowledge has been gained through direct per- 
sonal conversation with carrier representatives who have attended 
the meetings. 

One must expect to find “justifications” such as those stated in the 
investigation of a “trust.” One would certainly not expect to find 
them in any free-enterprise industry. 

It has been stated that the present sales agreements afford little 
protection for the agent. In this we concur wholeheartedly, but we 
would modify the statement somewhat. They afford no protection 
for the agent. We call your attention to the Transatlantic Steamship 
Conference Agreement, offered as evidence and called exhibit D, page 
4, paragraph 24. , 

We similarly offer the Transpacific Steamship Conference Agree- 
ment as exhibit E and call your attention to page 1, paragraph D. 

The ATC sales agreement has already been placed in evidence, and 
we call your attention to paragraphs 24 and 26. We offer the IATA 
sales agreement as exhibit F and call your attention to naragraph 15. 

The CuarrmMan. We will put your exhibits in the record. 

Mr. Joyce. Thank you, Mr. Chairman. 

The Cuarmman. Exhibit H is too bulky. Therefore we will keep 
that in the committee files. 

Mr. Joyce. All right. 

That is the International Directory of Travel Agents. 

The Cuatrman. Yes. 

(The bylaws of the Travel Agents Guild and exhibits A through G 
appear on p. 2376.) 

(Exhibit H was accepted for the record and will be found in the 
files of the subcommittee. ) 

Mr. Joyce. The common similarity in all of the clauses mentioned 
above is the right for the carriers to cancel the agreement at any time 
without justification or reason. 

We hold that such agreements afford no protection. Picture for 
yourselves gentlemen, the small-business man who invests his life 
savings in a business, has suffered through the hazards and inequities 
of the sponsorship and appointment system, without investment, 
assistance, or. compensation on the part of the carriers (and with 
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benefit on their part, I should have put that clause im), and upon 
finally being appointed is forced to pay a fee to do business and then 
is provided with and forced to depend upon an agreement which 
allows a competitor to wipe him out at any moment, without redress, 
recourse, or due process. 

Let it suffice to say that very little of the text of the agreements 
could be construed as any evidence of an honorable, workable, binding 
contract between two parties. 

Before Senresleng eta under which travel agents must do 
business, we quote the following from IATA resolution proceedings, 
CAB No. 3350, opinion of January 26, 1951: 


Through the maintenance of agency relationships carriers are provided ex- 
tensive sales outlets to aid in the development of business without maintaining 
ticket and information offices at numerous points. Increased sales representa- 
tion is provided which in many instances would be costwise prohibitive. 

Despite this finding, the following conditions exist. The carriers 
have been constantly opening new offices, and expanding their field of 
operations. These offices sell not only transportation, but also pack- 
aged tours operated by wholesale travel agents, tours constructed and 
retailed by the carriers themselves, automobile rentals, hotel reserva- 
tions, and some of the related services one would expect to find in a 
travel agency. 

At the same time the carriers reserve the right to govern the travel 
agent’s conduct in business, and to dictate the business which he is 
permitted to handle. They reserve the right to invade his field and 
compete with him on their terms. 

It cannot be called fair or legal competition to allow them at the 
same time to have jurisdiction over the travel agency industry with 
whom they are competing. To demonstrate carrier produced and 
operated tours, we introduce exhibit G selected at random and without 
prejudice. 

he Cuarrman. That has been made a part of the record. 

Mr. Joyce. I believe that has been put in the record. 

Carriers and other organizations would have you believe that there 
- only approximately 2,000 travel agents in the United States and 

anada. 

We herewith offer for your inspection as exhibit H, the Interna- 
tional Directory of Travel Agents, which lists agents with conference 
appointments and a few of those without appointments, where appli- 
cations were pending. 

The published notes on. page 5, under the heading “Explanation” 
that these are only appointed agents, or agents with applications 

ending. This publication lists 2,910 travel agents in the United 

tates and Canada. Comparisons on our part showed that there are 
16 known travel agents in Alabama where the publication lists only 
7. As examples of agents not listed in exhibit H we offer the 
following: 

Stuart Travel Service, Dabuque, Iowa; Worldwide Travel Service, 
Brooklyn, N. Y.; Levittown Travel Service, Levittown, N. Y.; Travel 
FExpeditors, New York, N. Y.; Bashford Travel Service, Fresno, 
Calif. ; and many others. 

The Travel Agents Guild maintains a mailing list of 3,600. travel 
agents in the areas described, since our list include agents who have 
not been sponsored, and those who have been refused’ appointment. 
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We estimate that there are over 5,000 travel agents in the areas 
described, actively and legally engaged in the travel business. They 
have equal constitutional rights in the eyes of the law, and should be 
given consideration. 

If there must be a selection and if there must be a limitation, we 
do not feel that any carrier conference, nor any association of travel 
agents can be considered sufficiently wnbiaad and unprejudiced to 
make such selection. 

Mr. Materz. Would you recommend abrogation of this entire con- 
ference system # 

Mr. Joyce. I do not believe you can take a bad system and make it 
batter as easily as you can get rid of a bad system and institute a 
good one. 

Mr. Quieter. Mr. Joyce, are you of the opinion that some sort of 
control or regulation or limitation must be placed or should be placed 
on the business of travel agents? 

Mr. Joyce. I am not sure. 

Mr. Quieter. Should it be regulated like the doctors or lawyers or 
accountants or should it just compete only with anybody who has an 
inclination and enough money to get a sign made? 

Mr, Joyce. I think that is known as the proverbial spot. 


Mr. Quieter. In other words, I think we have got to come down 
to fundamentals. First, should the industry be regulated? And if 
it should be, who should have the authority, who should do it, the 
Government, the CAB, or some other agency, such as a private trade 
association, which is now doing this? 

Mr. Joyce. I stated here that I did not believe any association of 


travel agents can be considered sufficiently unbiased nor do I consider 
that any individual travel agent, including myself—for the good of the 
industry there must unquestionably be a standard of some type set. 

I argue with the carrier who says they shall set the standard. I 
argue with any association of travel agents that says they shall set the 
standard. 

And if you were to ask me at the moment what I consider the 
standard should be, I am not quite sure. 

The Cuarrman. You do make recommendations along those lines 
on page 8 of your statement ? 

Mr. Joyce. Ido. And as to specific recommendations I would like 
to see the jurisdiction taken away from the conferences. I cannot say 
that I would like to see it left in an organization like the Civil Aeronau- 
tics Board’s hands. We do have licensing power by governmental 

ies. 

The Cuarrman. You recommend the supervision of travel agencies 
by a nonparty to the agreement, in an impartial fashion, with the pub- 
lic interest in mind. Of course, that is very, very general. 

It is pretty difficult to nail down exactly what you specifically have 
in mind. 

What would you mean by supervision of sales agents by a nonparty 
to the agreement ? 

Mr. Joycs. I had in mind the Department of Commerce. 

The Crarmman. You mean you would have the power to grant 
licenses lodged in the rtment of Commerce ! 5 

Mr. Jovce. I think after suitable investigation of the industry’s 
needs that would be quite adequate. 
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The Cuamman, Do you feel that giving the artment of Com- 
merce responsibility for issuing these licenses would be the better way 
ofhandlingthissituation? — 

_.Mr. Joyce. I believe it would be an. improvement. 

_ The Cuarman. Do you think .it is necessary to have a license at all 
issued to travel agents? 

Mr. Joyce. Weare licensed at the moment. It is not a fair arrange- 
ment. Itisnot equitable. 

Mr. Quietry. Are you licensed ? 

Mr. Joyce. Yes. 

Mr. Quieter. By whom? 

Mr. Joyce. By the carriers. We receive a certificate. I think Mr. 
Celler asked the question at one time, “Do you receive anything suit- 
able for rans something you can hang on the wall?” 

I do not think there was a direct answer to that question. The 
answer is, Wedo. We receive a certificate from the individual carrier 
stating that we are. 

The Cuairman. You get some sort of pronouncement from a car- 
rier that you are an accredited agent of the Air Transport Association. 
What does it read ? 

Mr. Joyce. It reads, you become an accredited agent for the carrier 
subject to the requirements of the conference. 

Mr. Quieter. May I interrupt there? Are you speaking only of 
the air travel, when you talk about the conference system? How 
about the railroads, how about the bus lines, how about the steamship 
inet The average travel agent would handle all of these, would he 
not 

Mr. Joyce. That istrue. There is a tendency in the industry at the 
moment toward specialization but let us say that the general travel 
agent and the average travel agent represent all carriers. 

There is a rail conference group known as the Rail Travel Promo- 
tion Agency with which I have no argument. 

The airline conference system, that is, A. T. C., and I. A. T. A., are 
those that I have directed specific complaints against. 

I think Mr. Brooks can tell you regarding the steamship conference, 
that their system is similar, if not exactly similar. Do the steamship 
carriers not hold steamship conferences? I can’t answer that particu- 
lar question. 

The Cuarrman. Let us get back to the original question. Are you 
licensed? You say you received a document from the specific airline 
which says that you are an accredited travel agent of the particular 
airline subject to the rules of the conference ? 

Mr. Joyce. Ido. 

The Cuairman. That is how you get your so-called license? 

Mr. Joyce. That is the license. 

The CuarrmMan. Does that mean that the conference has already 
passed upon your application, that the conference has approved you? 

Mr. Joyce. No. At that stage, after you have successfully been 
appointed at the conference, i receive the conference agreement 
which, of course, you are bound to accept. At that stage, you usually 
have not even seen a copy of it. You have no knowledge of the terms 
that are included in that contract. 
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Mr. Chairman, after signing the contract, you must then be certified 
by at least one member carrier before you can do business under the 
terms of that contract. 

The Cuairman. Is that the carrier that can cancel your employment 
as an accredited agent without notice; is that the carrier that tore that? 

Mr. Joyce. Yes. 

Mr. Quictry. Would it be the same as your sponsor or would it be 
some other carrier ? 

Mr. Joyce. It could be. 

Mr. Quie.ey. It could be the same or another one? 

Mr. Joyce. Itcan be any oneorany group. The custom in canceling 
agents has been if one carrier lifts your ticket stock and certificate with 
or without violation or reason, very shortly thereafter, usually in a 
period of 24 to 48 hours, all of the carriers of the conference follow 
suit. 

There have been exceptions but that is the usual case. 

At that time, after all of your certificates and ticket stock have been 
lifted, you are no longer an agent, and you have received to this point 
no reason or justification. 

Mr. Quictey. You just do not have any merchandise to sell? 

Mr. Joyce. That is it. 

Mr. Matrerz. Mr. Chairman, let me ask this: As I understand the 
procedure, a fest who wants to become a travel agent and represent 
air carriers, first must get a carrier to sponsor him; is that right? 

Mr. Joyce. That is correct. 

Mr. Maerz. Then, if he gets a carrier to sponsor him, he still cannot 
act as an agent for all of the air carriers; is that correct? 

Mr. Joyce. That is correct. 

Mr. Maerz. He then must wait until his application is approved 
by the Air Traffic Conference? 

Mr. Joyce. That is correct. 

Mr. Maerz. The chairman’s question was this: Does the Air Traffic 
Conference issue a license to the particular applicant? 

Mr. Joycr. In that sense, we have two licenses. We have a con- 
tract from the conference, and are further licensed by the individual 
carrier with their certificate. 

Mr. Maretz. To carry this one step further, can the Air Traffic Con- 
ference which, as you know, is a subdivision of the Air Transport 
Association 

Mr. Joyce. Yes. 

Mr. Matrrz. Can the Air Traffic Conference revoke at any time the 
license of any travel agent ? 

Mr. Joyce. They can withdraw the contract jointly or severally. 

Mr. Materz. Suppose the Air Traffic Conference withdraws this 
contract, does that mean that the particular travel agent can no longer 
act as an agent for any certificated carrier? 

Mr. Joyce. I believe when you use the term “certificated carrier’ 

Mr. Materz. Any carrier? 

Mr. Joyce. You meant scheduled carrier? 

Mr. Maerz. Scheduled carrier, yes. 

Mr. Joyce. He can no longer act as an agent for any scheduled 
carrier. 

The Cuarrman. The CAB has approved this system, has it? 


9 
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Mr. Joyce. Either in error or in failure to intercede, yes. 

Mr. Quieter. They have, at least, tolerated it. At the very least, 
they have tolerated it. 

Mr. Joyce. It ismore than toleration. 

The CHamman. Haven’t they actually—— ! 

Mr. Joyce. The CAB have stated this, they have never received 
a formal complaint about this situation. 

The Cuarrman.. Has-not the CAB.approved of this system. under 
Civil Aeronautics Act itself ? : 

Mr. Joyce. Yes; they have. They stated they had never received a 
formal complaint about the system. I think they failed to state how 
many informal complaints they had received. Their requirements, 
so far as a formal complaint are concerned, are fantastic. 

The Cuarrman. What we are interested in primarily is the anti- 
trust laws. If there had been no approval by the CAB, this kind of 
arrangement would probably be in violation of the antitrust laws. 
But the approval of the CAB immunizes the arrangement from any 
complaint filed privately or on the criminal side by the Department 
of Justice . 

Mr. Joyce. I believe section 404 of the Civil Aeronautics Act, para- 
graph B). 

e CHAIRMAN. 414? 

Mr. Joyce. Beg your pardon? 

The CuarrMan, 414. 

Mr. Joycn. I think there is another reference in 404. 

The CuarrMan. Perhaps you are right. 

Mr. Matetz. I think, Mr. Joyce, it is under section 414 and that 
the chairman is correct. Under section 414, if the Civil Aeronautics 
Board approves of any agreement, such as the Air Traffic Conference 
Agency resolution, then under the section which the chairman has 
mentioned, the agreement is immunized from the operation of the 
antitrust laws; is that right? 

Mr. Joyce. That is the interpretation that has been placed on it. 

Mr. Materz. Now, let me ask you this. Before the Air Traffic Con- 
ference suspends any travel mente, as a practical matter, does it grant 
to that travel agent a hearing? 

Mr. Joyce. To the best of my knowledge, no travel agent has ever 
been given a hearing of any kind by ATC or IATA nor have the 
ever been given a reason of any kind by ATC, IATA, or any individ- 
ual carrier. 

Mr. Maerz. What is the effect of an order by the Air Traffic Con- 
ference suspending or revoking the accreditation of any particular 
travel agent ? 

Mr. Joyce. The effect? 

Mr. Materz. Yes, sir. 

Mr. Joyce. We could be quibbled with on that. 

The Cuarrman. He is out of luck and he is out of business. 

_ Mr. Joyce. An accredited agent would have by that time a large 
investment in his business. He is no longer the agent who was suffer- 
ing along, doing what business he could without accreditation. 

e CHamMan. Would they take his tickets back ? 

Mr. Joyce. They remove almost instantaneously his ticket stock 
and his certificates. 
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The Cuamman,.They take ital back? . | 
Mr. Joxce. Am I permitted:te go off the record for a moment? 

The Cuarrman. Yes, off the récord. os ee 

(Discussion off the record.) | .-, fs ! 

Mr. Joyce. Without retracing steps in this structure, itis our 
belief. that the present conference system, and I refer to all the con- 
ferences with the exception of the rail, which, I indicated before, I 
have no argument ‘with, has in effect granted “licensing” powers to 
the conferences, which obviously cannot be considered impartial or 
disinterested. parties in such action.. The result has been curtail- 
ment of the growth of the travel agency industry, certain forms of 
trade restraint, and has deprived the public of the services of travel 
agents in many areas where they have been established, or would 
have been established, and these areas, in most instances, are not 
served by carrier offices. As an example we offer exhibit I. 

The Cuairman. That will be accepted. 

(The exhibit I referred to is as follows :) 


{The Travel Agent, June 10, 1956] 
LETTERS 


AGENT ACCREDITATION 


GENTLEMEN: The editorial in the May 25, 1956, issue is most noteworthy; 
that is, all but the title (Serious Threat to Accredited Agents). 

An accredited agent had to at one time do work such as we are now doing 
to establish themselves. If they were back again in the same shoes they would 
feel the same as we do at present. 

I believe in restrictions for accrediting agents because once I am in their 
shoes I too shall want protection. 

However, when an agent has worked for a period of over 2 years and has a 
business that is steadily increasing, he should be worthwhile considering for 
appointment. 

I have been established fer 2% years doing a gross business that exceeds 
many accredited agents. I have to travel 40 miles to pick up my airline tickets 
at the airport. Sometimes this is a daily trip. What with this travel expense, 
personnel and all that goes with it, the cost is tremendous to maintain a business 
doing a gross of $75,000. 

Any consideration or understanding of our problem would be most welcome 
particularly if other agents are situated as I am in a community of 50,000 popu- 
lation and only 1 other agent in the area constituting a monopoly. 

I shall be looking forward to the outcome of this vital situation that is jeop- 
ardizing the livelihood of agents such as myself. 

Rutn Leona TILryer, 
Oceanic Travel Service, 
Clearwater Beach, Fla. 


Mr. Joyce. This statement has not been intended to cover all of 
the factors which entered into the following recommendations. It is 
considered that this subcommittee is primarily interested in the trade 

ractices and competitive factors which relate to its work in antitrust 
investigation. While many trade practices on the part of the carriers 
might be of interest, the statement has been relatively confined to 
“joint” actions, in order to present a fair picture of the competitive 
situation as it exists at this time. The Travel Agents Guild stands 
ready to provide any further testimony, assistance, and cooperation 
as you may desire. It is our belief that in order to effect the remedies 
necessary the jurisdiction which has been delegated to the conferences 
must be taken from their hands. 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2367 


In view of the foregoing and in a genuine desire to see an equitable 
arrangement for both parties put into effect, the following recommen- 
dations are respectfully submitted : 

(1) Appointment and supervision of sales agencies by a nonparty 
to the nerepmnant, in an impartial fashion, and with the public interest 
in mind. 

(2) Provision and supervision of an honorable agreement, affording 
both parties equal protection and guarding constitutional rights. 

(3) Provision and supervision of a review system allowing both 
parties due process, recourse, and safeguarding public interests. 

The Travel Agents Guild of America thanks you for the time 
and effort vi have expended on our behalf and for the opportunity 
to present this material. 

hank you, gentlemen. 

The CHarrmMan. We are very grateful to you, Mr. Joyce. You 
have made a very fine statement here today. e admire your courage. 
I hope nothing descends upon you that might be harmful, but if it 
does, let us know. 

Mr. Joyce. My shoulders and those of the guild, Mr. Chairman, 
are broad. 

The Cuatrman. What isthat? 

Mr. Joyce. I say my shoulders and those of the guild are broad. 


BYLAWS OF THE TRAVEL AGENTS GUILD or AMERICA, INC. 
16 John Street, New York 38, N. Y. 


ARTICLE I. NAME AND PURPOSE OF CORPORATION 


’ Section 1. This corporation shall be known as Travel Agents Guild of America, 
ne. 

Sec. 2. The purposes of this corporation shall be: 

A. To cement and solidify friendly relations between individual travel agents; 
to foster good will and understanding between the individual travel agents and 
the entire trade. 

B. To represent travel agents collectively ; to improve trade relations; to pro- 
mote fair trade in travel agencies, and to seek the removal of any discriminatory 
practices in the trade. 

C. To promote understanding between carrier, travel agent and public. 

oe of the foregoing shall be done without pecuniary profit to the cor- 
poration. 


ARTICLE Il. MEMBERSHIP AND DUES 


Section 1. The membership of the corporation shall consist of all persons who 
are hereafter received in or elected to membership as herein provided. 

Sec. 2. A. All persons, corporations, joint stock associations, unincorporated 
associations and partnerships who are engaged as a bona fide independent travel 
agency are eligible for membership in this corporation. 

B. “An independent travel agency” as defined, shall refer to a travel agency 
which is not registered as a common carrier or controlled by a common carrier. 

Sec. 3. Persons eligible for membership shall be elected into membership upon 
making application and by being approved by the membership committee in ac- 
cordance with the following rules: 

A. That such proposed member is an established independent travel agency 
conducting a bona fide agency in good standing. 

B. That the said applicant for membership presents the following: 

(1) Two trade references or reasonable substitutes. 

(2) A letter from applicant’s bank stating that the applicant has a bank 
account under the applicant’s business name. 

(8) A letter specifying that at least one principal in the applicant organiza- 
tion has had at least two years experience in the general travel field. 
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(4) If the proposed, member is an appointee of one of the following six 
conferences, i. 6, AT. OC BE ArT. A, T. A P.O, W. HP. CT. P.O, 
R. T. P. A., the requirements of Section 3 (B), Items 1, 2 and 3 are waived. 
C. That initiation fee of $25.00 aceompanies the application for membership, 
this initiation fee being intended for the following purposes: 
$10. 00—Organizational expenses. 
$10. 00O—Reserve fund, to be deposited in a trust fund, and used only for 
major activities approved by the membership. 
$ 5. 00—Welfare and Emergency Loan Fund, to be used only at such time as 
policy for the Welfare and Emergency Loan Fund has been estab- 
lished and approved by the membership. 

Sec. 4. That the annual dues of $20.00.are payable within sixty days after 
acceptance as a member, and thereafter on or before the anniversary date of 
acceptance as a member, these annual dues being intended for the following 
purposes : 

$15. 00—Operational expenses. 
$ 5. 00—Regional chapter expenses. 

Sec. 5. Any member whose dues remain unpaid for a period of ninety days 
shall be subject to loss of membership and forfeiture of all rights and privileges. 

Sec. 6. Any member may withdraw from the corporation by presenting to the 
Secretary a written statement of resignation. 

Sec. 7. A member may be expelled for violation of the By-Laws of the corpora- 
tion or for other cause prejudicial to the best interests of the corporation; such 
expulsion may be effected by preferring charges against the member and upon 
the trial of such charges before the membership committee, and thereafter by a 
two-thirds vote of the Board of Directors at a duly called meeting. An ex- 
pelled. member. shall have the right to appeal from an adverse decision at a 
meeting of the membership. 

Sec. 8. Any resigning or expelled member forfeits any right to all property in 
the corporation. 

ARTICLE III. GOVERNMENT 


Sec. 1. The general management of all the affairs of the corporation shall be 
vested in the Board of Directors, who shall be elected as provided for in the 
By-Laws. 

Sec. 2. The elected officers of the corporation shall consist of a President, 
Executive Vice President, Secretary, Treasurer and a Board of Directors, of nine 
in number. 

Src. 3. Vice Presidents, five in number, may be appointed by a majority vote 
of the Board of Directors. 

Sec. 4. The President shall be a member, ex officio, of all committees, with the 
exception of the Nominating Committee. 


ARTICLE IV, ELECTION OF OFFICERS 


Sec. 1. The officers specified in Article III, Section 2, and members of the Board 
of Directors shall be elected at the annual meeting; each member shall be en- 
titled to one vote for each of these officers and for each member of the Board 
of Directors to be elected (and the candidate receiving a majority of the votes 
shall be elected.) 

Sec. 2. The Board of Directors shall be divided into three classes with three 
members in each class. At the first annual meeting of members, nine directors 
shall be elected; three of which shall be elected for a one year term; three of 
which for a two year term, and three for a three year term. At each annual 
meeting thereafter, three members of the Board of Directors shall be elected for 
a three years term, in place of the members whose terms then expire. The 
members of the Board of Directors shall be elected by ballot. The members of 
the Board whose terms have expired may be re-elected. The Board of Directors 
shall elect one of their number Chairman, by a majority vote. 

Sec. 3. A. Eligibility for Office. Any employee(s) of principal(s) of a mem- 
ber organization may serve as an elected officer and/or a member of any com- 
mittee to which he may be elected or appointed. 

B. Nominations. The Nominating Committee will present the names of candi- 
dates for the Board of Directors and elective officer positions to the Secretary 
no less than twenty days prior to the date of any general or special election and 
the Secretary shall notify each member in accordance with the provisions of 
Article 8, Section 1. 
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C. Tenure. Elected officers shall serve upon election and until their successor 
is elected at the next. annual election, except as otherwises provided in Article IV, 
Section 2. The same tenure shall apply to officers appointed under the pro- 
visions of Article III, Section 3, 

D. Status of Officer upon Member Withdrawal. Any officer elected by vir- 
tue of his organization’s membership in this corporation, shall be eligible to com- 
plete his tenure of office regardless of withdrawal or expulsion of his organiza- 
tion from the corporation and shall be required to provide the Secretary with a 
“notice of intent” within. five days following such withdrawal or expulsion of 
his organization. The aforesaid “notice of intent” shall advise the Secretary 
of his intention to remain in office or his intention to resign from office. 

Sec. 4. Suspension of Officers, Any. elected officer may be suspended as an 
officer of the corporation by a majority vote of the Board of Directors, at any 
meeting of the Board of Directors, such suspension to be followed within thirty 
days by a membership vote accepting or rejecting the suspension. During the 
period of suspension of any elected officer, the position shall be considered vacant 
and the duties assigned to the remaining officers by the Board of Directors. Any 
officer appointed by the Board of Directors may be removed by a majority vote 
of the Board of Directors. 

Sec. 5. There shall also be a Membership Committee who shall be elected by 
the members of the Board of Directors. This committee shall be composed of 
not less than three nor more than five persons, none of whom need be members 
of the Board of Directors. Any action by a majority of the committee shall be 
deemed the action of the whole committee. 


ARTICLE V. DUTIES OF OFFICERS 


Sec. 1. A. The President shall preside at all meetings of the members of the 
eorporation and shall appoint such committees as he shall deem expedient and 
necessary with the approval of the Board of Directors. 

B. The Chairman of the Board of Directors shall preside at all meetings of 
the Board of Directors. 

Sec. 2. In the absence of the President, the Executive Vice President shall 
perform his duties, and in the absence of both the President and the Executive 
Vice President, the Secretary shall preside and assume the duties of the President, 
In the event of a vacancy of office, the same order of assumption of duties shall 
apply. 

Sec. 3. The Secretary shall keep the minutes of all meetings of the corporation 
and of the Board of Directors; he shall, if requested, read such minutes at the 
close of each meeting for approval, and shall mail out all notices for meetings 
of the corporation or of the Board of Directors.. He shall keep accurate account 
and collect all application fees, dues, and charges due from members and perform 
such other duties as may be required of him by the By-Laws, the President, or 
the Board of Directors. 

Sec. 4. The Treasurer shall have charge of all receipts and monies of the 
corporation, deposit same in the name of the corporation, and shall disburse 
such funds as ordered or authorized by the Board of Directors. He shall keep 
regular accounts of his receipts and disbursements, submit such record when 
requested, and give an itemized statement of same at regular meetings of the 
corporation. 

ARTICLE VI. FUNDS OF THE CORPORATION 


Sec. 1. All funds of the corporation shall be deposited in the name of the 
corporation in a bank, and same shall be subject to withdrawal in the name of 
the corporation signed by any two of the officers of the corporation. 


ARTICLE VII. DUTIES AND POWERS OF THE BOARD OF DIRECTORS 


Seo. 1. The Board of Directors shall have control of the property and affairs 
of the corporation and shall fix its policies. They shall have the power to hold 
meetings, accept new members, and suspend, censure, or expel members as in 
these By-Laws provided ; authorize proper expenditures and to take all necessary 
and proper steps to carry out the purposes of this corporation and promote its 
best interests. 

ARTICLE VIII. COMMITTEES 


Section 1. Committee on Nominations. During the month of September in 
each year, the Board of Directors shall appoint a Nominating Committee of five 
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members with due regard to regional offices or chapters, none of whom shall be 
members of the Board of Directors, whose duty it shall be to nominate candidates 
for members of the Board of Directors and officers to be elected at the next 
annual election. They shall notify the Secretary in writing at least twenty 
days before the date of such annual meeting of the names of such candidates, 
and the Secretary, except as herein otherwise provided, shall mail a copy thereof 
to the last recorded address of each member simultaneously with the notice of 
the meeting. 

Src. 2. Independent Nominations. Nominations for members of the Board of 
Directors and officers may also be made by petition subscribed to by not less than 
ten members of the corporation, if forwarded to the Secretary at least ten days 
prior to the annual meeting of the corporation for immediate transmittal by him 
to the members. 

Sec. 3. Standing Committees. The President, with the approval and consent of 
the Board of Directors, shall appoint within a reasonable time after the annual 
meeting, standing committees to consist of as many members as may seem 
advisable: 

Ways & Means Committee 

By-Laws Committee 

Public Relations Committee 

Actions Committee 
who shall hold office for a period of one year or until their successors are 
appointed. 

Sec. 4. Other Committees. The President may at any time appoint other 
committees on any subject for which there are no standing committees of the 
corporation. 

Sec. 5. Committee Quorum. A majority of any committee of the corporation 
shall constitute a quorum for the transaction of business. 

Sec. 6. Committee Vacancy. The President shall have the power to fill vacan- 
cies in the membership of any committee. 


ARTICLE IX. MEETINGS 


Section 1. Annual Meeting. The first annual meeting shall be held on the 
27th day of October, 1955, and, excepting the year of incorporation, thereafter 
there shall be an annual meeting of the corporation on the 2nd Thursday of 
November of each year, for the election of members of the Board of Directors 
and officers, and for receiving the annual reports of officers and committees, and 
the transaction of other business. Notice of such meeting, signed by the Secretary 
Shall be mailed, except as herein or by statute otherwise provided, to the last 
recorded address of each member at least ten days and not more than forty days 
before the time appointed for the meeting. The place of holding said meeting 
may be without the State of New York. All notices of meeting shall set forth 
the place, date and time and purpose of the meeting. 

Sec. 2. Special Meetings. Special meetings of the corporation may be called 
by the Board of Directors at its discretion. Upon written request of 33% of 
the members of the corporation, the Board of Directors shall call a special meet- 
ing and consider a specific subject. Notice for any special meeting is to be given 
in the same manner as for the annual meeting. No business other than that 
specified in the notice of the meeting shall be transacted at any special meeting 
of the members of the corporation. 

Sec. 3. Waiver. Notwithstanding the provisions of any of the foregoing sec- 
tions, a meeting of the members of the corporation may be held at any time and 
at any place and any action may be taken thereat if notice and lapse of time be 
waived in writing by every member having the right to vote at such meeting. 

Sec. 4. Quorum. The presence in person or by proxy of one-fifth of the mem- 
bers of the corporation entitled to vote shall be necessary to constitute a quorum 
for the transaction of business, but a lesser number may adjourn the meeting 
to some future time not less than six nor more than twenty days later, and the 
Secretary shall thereupon mail notice of the adjournment at least three days 
before the adjourned meeting to each member entitled to vote who is absent 
from the meeting adjourned. 

Sec. 5. Inspectors of Election. Two inspectors of election shall be chosen by 
vote of the members on the first annual meeting and on each subsequent annual 
meeting. It shall be their duty to act ‘as inspectors of election at such first 
annual meeting and at all special meetings until the next annual election. 
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Sec. 6. Voting. Every member shall be entitled to one vote. Except as 
otherwise provided by law, all motions shall be decided by a majority vote of the 
members present in person or by proxy. 

Sec. 7. Order of Business. The order of business shall be as follows at all 
times to members and the Board of Directors: 

Calling of the roll. 

Proof of notice of meeting or waiver of notice. 

Reading of the minutes. 

Receiving communications. 

Election of officers and new members. 

Reports of officers. 

Reports of committees, 

Unfinished business. 

New business. 
Any questions as to priority of business shall be decided by the Chair without 
debate. This order of business may be altered or suspended at any meeting by 
a majority vote of the members present. 


ARTICLE X. AMENDMENTS 


SEcTION 1. These By-Laws may be altered, amended, or added to by a two- 
thirds vote of the members present at a regular or special meeting of the cor- 
poration, provided notice of the purport of the proposed amendment hag been 
stated in the call for the meeting or, except as otherwise provided by law, by a 
vote of two-thirds of the Directors at a regular meeting or special meeting 
called for that purpose, and when so adopted by the said Board of Directors at 
such meeting the said amendment shall be in force and effect until the annual 
meeting of members, at which time said amendment shall be subject to ratifica- 
tion by two-thirds of the members at such annual or special meeting. 


Exursit B 


INTERNATIONAL AIR TRANSPORT ASSOCIATION, 
New York, N. Y., October 10, 1955. 
TRAVEL EXPEDITERS, 
New York, N. Y. 


GENTLEMEN: With respect to your application for approval as an IATA sales 
agent, I regret to advise that, at its last meeting, the agency committee did not 
approve your application for recognition as an IATA sales agent. 

I therefore find it necessary to send you our refund check No. 7272 in the 
amount of $70, covering the fees previously remitted by you. I shall be grateful 
if you will deposit this check with your bank as soon as possible. 

Very truly yours, 
E. 8. Perantis, Secretary. 


INTERNATIONAL AIR TRANSPORT ASSOCIATION, 
New York, N. Y., October 10, 1955. 
TRAVEL EXPEDITERS, 
New York, N. Y. 


GENTLEMEN : With respect to your application for approval as an IATA sales 
agent, I regret to advise that, at its last meeting, the agency committee did not 
approve your application for recognition as an IATA sales agent. 

I therefore find it necessary to send you our refund check No. 7273 in the 
amount of $10 covering the fees previously remitted by you. I shall be grateful 
if you will deposit this check with your bank as soon as possible. 

Very truly yours, 
E. S. Peranis, Secretary. 
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NOVEMBER 3, 1955. 
Re Our application for approval as an IATA sales agent, your files PF. 
INTERNATIONAL AIR TRANSFORT ASSOCIATION, 
New York, N.Y. 
(Attention: Mr. BE. 8. Pefanis, secretary.) 

Dear Mr. PEFANIS: We are in receipt of your letters of October 10 with refund 
checks in the amount of $70 and $10, which you say you are returning because 
the agency committee did not approve our applications for recognition as an IATA 
sales agent. 

We are desirous of knowing the reason given by the committee for not approv- 
ing our application, and would appreciate your advising us as soon as possible. 

Thanking you for your cooperation, we remain, 


Sincerely, TRAVEL EXPEDITERS 
XPEDI , 


Harry J. PHIEFFER. 


EXxHIsiItT C 


BASHFORD TRAVEL, 
Fresno, Calif., June 6, 1956. 
TRAVEL AGENT’S GUILD OF AMERICA, 
In care of Mr. Joseph Brooks, 
New York City, N.Y. 

GENTLEMEN: Due to what has in effect become a licensing procedure, I have 
for the past year been unable to obtain appointments to sell air transportation 
from member airlines of ATA and IATA, the conferences. 

Rather than consider an applying agency on the basis of the demonstrated 
need in a given area, and the ability of the agent to develop new business, it is 
common knowledge in the trade that voting en acceptance of a new agent fre- 
quently becomes a matter of vote trading among the member airlines—the 
merits of the agent taking no place in the discussion. 

Moreover, it is frequently difficult. for an applying agent to obtain sponsor- 
ship for conference appointment, due to pressures brought to bear on the 
airline by existing agencies. 

That this procedure is unfair and in restraint of trade is obvious. That it is 
illegal appears highly probable. I will appreciate your bringing the matter to 
the attention of the proper authorities. 


Yours truly, 
W. L. BAsHurorp, Jr. 


Exuisit D 
Sus-AGENcY APPOINTMENT AGREEMENT 


Expires April 15, 195—, unless renewed by Steamship Company 
I (we) hereby apply for a sub-agency of 


to be located at 
(Street and number) (City or Town) (State) 

and in the event of my (our) appointment, or reappointment and in consideration 
thereof, agree to adhere to and comply with all the instructions from and the rules 
which are hereto annexed governing the activities of sub-agencies of said Steam- 
ship Company, and which I (we) have read and hereby agree to, and all additional 
or supplemental rules for or requirements of sub-agencies hereafter issued by said 
Steamship Company, including any special instructions applying to any particular 
case or circumstances, and I (we) also agree to hold in trust for said Steamship 
Company any steamship passage tickets and orders, railroad tickets and orders, 
money orders, drafts, travelers checks or other documents and form supplied to me 
(us) for sale, and to sell the same only at the rates quoted by said Steamship 
Company, and when any of such documents or forms are sold I (we) agree to 
keep and hold the proceeds of sale and also any deposits made on account of any 
sales and any other funds received or collected for the account of said Steamship 
Company, whether or not the same have been deposited in a bank, in trust and 
entirely separate and apart from any and all other funds and moneys in my (our) 
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hands, and to remit such proceeds of sale to said Steamship Company immediately 
after each sale, and all deposits and other funds immediately after their receipt ; 
and I (we) further agree to return to said Steamship Company upon demand 
all of its unsold tickets, orders and other documents and forms and also any 
certificate or other written authorization of agency appointment issued to 
me (us). 

I (we) further agree that the relationship set up between me (us) and said 
Steamship Company is not that of debtor and creditor but of trustee and bene- 
ficiary, and that all funds derived from the sale of said Steamship Company’s 
tickets, orders and other documents or forms, and also any deposits and any 
other funds received or collected for the account of said Steamship Company, are 
said Steamship Company’s property and do not belong to me (us). 

In consideration of the granting of this sub-agency, I (we) not only represent 
and warrant that I (we) shall at all times safeguard and protect the property and 
money of said Steamship Company in the manner aforesaid, but I (we) add my 
(our) personal indemnity to said Steamship Company for any loss which may be 
sustained by it for any of the causes hereinafter mentioned in this paragraph, 
apart from and in addition to any and all rights and remedies hereunder which 
said Steamship Company has by virtue of the creation of the aforesaid trust rela- 
tionship, and to that end I (we) further agree to accept responsibility and liability 
for each steamship passage ticket and order, railroad ticket and order, deposit 
receipt, money order, draft, travelers check or other document or form delivered 
to me (us) and for all funds and moneys received by me (us) as proceeds of 
sale of any of such documents or forms, or .as deposits or for the account of said 
Steamship Company, and to indemnify and save the said Steamship Company 
harmless from loss for such documents and forms and for such proceeds of sale, 
deposits and funds, whether or not the same have been deposited in a bank and 
whether such loss is occasioned by forgery, burglary or theft or by the insolvency 
of either a purchaser of such documents or forms or of a bank in which I (we) 
may have deposited such proceeds of sale, deposits or funds (notwithstanding 
the fact that under the terms of this trust agreement such bank deposits are the 
property of said Steamship Company and not my (our) property), or by any 
other act or condition whatsoever. 

I (we) further agree not to transfer or sell the sub-agency appointment of said 
Steamship Company or to change the name or the address of the sub-agency 
without the prior written consent of said Steamship Company and to report 
without delay any change that may affect my (our). sub-agency. 

I (we) further agree that under any plan for the bonding of the sub-agency 
and/or for the payment of a fee by the sub-agency which said Steamship Company 
may arrange, this appointment shall not become nor remain effective unless and 
until any forms necessary or any acts required of me (us) in connection with 
such bonding and/or sub-agency fee arrangements have been executed or per- 
formed by me (us) and are acceptable to said Steamship Company. 

No modification of the terms of this Trust Agreement shall be effective unless 
made in writing and signed by both parties. 

I (we) further agree that if this application for appointment as a sub-agency 
is granted, said appointment may be withdrawn by said Steamship Company, 
with or without cause, at any time after ten days from the date hereof and with- 
out previous notice, and shall in any event expire not later than April 15, 19__, 
unless prior to such expiration said Steamship Company shall, in writing, renew 
my (our) appointment for a further period of one year under the same or under 
other terms and conditions, and thereafter from year to year in the same manner, 
no appointment being effective for a longer-period than until the fifteenth day of 
April next after the date of such appointment unless a contrary intention is clearly 
and affirmatively expressed on the face of the written renewal of such appoint- 
ment. 

Any failure by said Steamship Company to avail itself of or act upon any 
default on my (our) part for any of my (our) acts or omissions in violation of 
the terms and conditions hereof, unless agreed to in writing by said Steamship 
Company, shall not be deemed a waiver by said Steamship Company, nor a 
general waiver of any such acts or omissions; and a waiver by said Steamship 
Company in respect of one or any number of acts or omissions by me (us) shall 
not be deemed to operate as a relinquishment of any rights against me (us) or a 
waiver in respect of any acts or omissions by me (us) subsequently occurring. 
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TRANS-ATLANTIC PASSENGER CONFERENCE 
RULES GOVERNING THE ACTIVITIES OF SUB-AGENCIES IN NORTH AMERICA 


Adopted by the Steamship Lines, members of the Trans-Atlantic Passenger 
Conference 


These Rules cover the services of each of the member Lines and relate to all 
classes of bookings. They must be strictly complied with in the spirit as well 
as the letter, and a violation of any Rule or default in the performance of any 
provision thereof, with respect to any one of such Lines, may result in the 
cancellation of the agency by all of such Lines which it represents. 


1. Definition of Agent 

The term “agent,” wherever mentioned in these Rules, means an individual, 
firm or corporation employed by the Line, either directly or through its General 
Agent, as a sub-agent for the sale of steamship passage tickets, and/or orders, 
and/or railroad tickets and/or orders, and/or money orders, drafts or travelers 
checks, and/or other documents of forms, and for no other purpose for the Line. 


2. Definition of Line 

The term “the Line,” wherever mentioned in these Rules, means the particular 
Steamship Company, member of the Trans-Atlantic Passenger Conference, rep- 
resented by the agent under a prescribed written form of authorization to act as 
such agent for said Steamship Company. 


8. Responsibility of Agent 
The agent is responsible to the Line for all business transacted in its behalf 
whether conducted by him or by any other person in his name. 


4. Agency Address 

The agent must transact the business of the agency only at the address and 
in the office at which it has been duly authorized. The agent must not offer 
or place or allow others to offer or place the Line’s passage tickets and orders, 
railroad tickets and orders, money orders, drafts, travelers checks, or other 
documents or forms so held in trust, for sale at any address outside of his own 
authorized office; nor shall he sell such tickets, orders or other documents to, 
or offer to sell through or have any business dealings with, disqualified agents, 
peddlers, porters, runners or other unauthorized persons endeavoring to engage 
in or become associated with the steamship ticket business. The agent must 
not employ for the sale of such tickets, orders, or other documents or forms, or 
for the solicitation of the Line’s business, in any particular, any person not regu- 
larly employed on his staff. 

The agent must not employ a disqualified agent who has at any time been in 
default to any of the member Lines, or any person previously connected with 
such a disqualified agent until and unless authority for such employment has 
been secured from the Line. 


5. Lines Represented 


The agent is prohibited from booking passengers for any steamer not connected 
with the fleets of any of the member Lines which is operated in trans-Atlantic 
service competitive with such Lines, or from representing in any capacity any 
steamship company operating a steamer in such a competitive service, unless 
written permission to do so is first obtained from such Lines through the Secre- 
tary of the Trans-Atlantic Passenger Conference. He is also prohibited from 
selling passage tickets, orders, or similar documents so held in trust, under false 
representations as to the Line, vessel, or route by which a passenger is to be 
transported. 

The agent is prohibited from acting or advertising himself as agent for, or 
as entitled to do business for any of the member Lines he does not represent 
by direct appointment; nor may he sell to another agent for any of the member 
Lines tickets, orders or similar documents, held in trust by him, of a Line which 
such other agent does not represent. 


6. Tickets, Proceeds, etc., Held in Trust 


The agent must hold in trust for the Line all tickets, orders, deposit receipts, 
money orders, drafts, travelers checks, and other documents or forms delivered 
to him by such Line, together with the proceeds of sale thereof, deposits, and 
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any other funds received or collected for the account of said Line, and such 
proceeds, deposits and funds shall be kept separate and apart from all other 
funds and moneys in his hands. 


7%. Issue of the Line’s Tickets, etc., Only 

A ticket-holding agent must not hold nor accept for sale any ticket, deposit 
receipt, order or other documents or forms not supplied to him by the Line. 
He shall not issue orders, passage contracts or tickets of his own or thuse of any 
other individual, firm or corporation, other than the Line, nur shall he issue 
orders, passage contracts or tickets on private correspondents, firms or corpora- 
tions, wherever located, for outward, round-trip or prepaid ocean transportation, 

A ticket-holding agent not supplied by the Line with its deposit receipts may 
use his own fourm of deposit receipt and a non-ticket-holding agent may also 
use his own form of deposit receipt; in both instances, such deposit receipts 
must be consecutively numbered and must show the name of the Line, steamer 
and date of sailing for which issued and must be written in triplicate, one copy 
of which must be sent to the Line with the remittance. 


8. Adherence to Authorized Rates 

The agent must sell tickets, orders, money orders, drafts, travelers checks, 
documents or forms so held in trust only at the authorized rates then obtaining, 
in accordance with circular announcements issued from time to time by the 
Line, and must not at any time quote any rate not so authorized. 


9. Securing of Accommodation 

A passage ticket, order or similar document so held in trust must not be issued 
for specific accommodations, without first securing the reservation thereof from 
the Line. 


10. Passage Money, etc., to be Shown on Tickets, etc. 

The amount received for passage money, the date of issuance, the place of sale, 
and the correct and full name and address of the agency, must always be noted 
on the passage ticket, order or similar documents. 


11. Remittances 

Advices of all sales of any of the Line’s documents or forms so held in trust 
and/or of all reservations of accommodations, accompanied by remittances of 
the proceeds of sale, or deposits or part payments collected on reservations for 
Eastbound and/or Westbound passages, regardless of date of sailing, and so held 
in trust, must be forwarded on the day of sale (deposits on the day of receipt) 
to the office of the Line to which repurts and remittances are required to be sent. 
For the purpose of verifying adherence to this requirement, the books, records and 
other ducuments of the agent will be subject to examination periodically by an 
auditor numinated by the Line or by the Trans-Atlantic Passenger Conference. 

Any violation of this requirement with respect to any one of the member Lines 
will result in the cancellation of the agency by all of such Lines which it 
represents, 


12. Booking Points 

The agent must sell passage tickets, orders, or similar documents so held in 
trust only to or from such booking points as are designated in the published 
tariff of the Line, at the quoted rates, but not between any other points. Third 
class prepaid passengers must be booked through to final destination only on 
such forms as may be authorized by the Line. 


13. Payment of Commission 

The basis of commission is in accordance with circular announcements issued 
from time to time by the Line. Only an individual, firm or corporation em- 
ployed by the Line as its agent, and so duly authorized by it in writing, is 
entitled to the authorized commission. 

Commission is paid only upon the actual issuance of the ticket, order or similar 
document so held in trust and the direct receipt by the agent of the full proceeds 
of sale thereof. Commission is not paid on letters or cards of introduction. 

(Nore.—Commission may be paid to an agent who has collected the 
initial payment (deposit) for a passage ticket although the ticket is sub- 
sequently issued at the Line’s office. 

Commission may not be deducted from a deposit (initial payment) but is 
paid to the agent upon completion of the sale whether the balance of the 
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passage money is collected by the agent or by the Line’s office and the 
passage ticket issued there. 

Commission is nut payable to an agent if a Line has collected the initial 
payment (deposit) for passage and the ticket is subsequently issued by 
the agent and the balance of the passage money paid to him.) 


14. Commissions Not to be Divided . 

The agent alone is entitled to the full amount of commission allowed by the 
Line upon each sale. He must not promise or hold out any improper inducements, 
expressed or implied, or paying any portion of the commission allowed to 
purchasers or prospective purchasers of tickets, orders or similar documents, 
or to passengers or to any other persons, by letter, circular, newspaper advertise- 
ment or otherwise. 

All rebates, drawbacks, discounts, credits, commissions, presents, prizes, or 
allowances of any description whatsoever made or offered to be made to a pur- 
chaser, prospective purchaser, passenger, or to any other person, with a view to 
influencing the sale of a ticket, order or similar document are strictly prohibited, 


15. Telegraph or Telephone Charges 
The agent must prepay all telegraph or telephone charges when communicating 
with the Line and the Line will prepay the reply. 


16. Agent in Default 

The agent who is at any time in default to any of the member Lines will be 
immediately disqualified and his agency will be promptly cancelled by all of 
the member Lines. When a firm is disqualified, each member thereof, and when 
a corporation ‘is disqualified, each officer thereof, is also so disqualified. 

The agent, immediately upon disqualification, is prohibited from selling tickets, 
orders or other documents or forms, or from transacting any other business 
of the agency, at his office or residence or at any other place or address, and 
must surrender immediately all tickets, orders and other documents or forms 
held in trust by him. 

When the agent is disqualified, the sale of passage tickets, orders or other 
documents or forms of or for any of the member Lines is thereby prohibited. 


17. Advertising 

(a) Announcements.—The term “advertising” means announcements, etc., by 
posters, booklets, circulars, printed matter, hand-bills, newspaper, magazine or 
periodical advertising, paid reading notices, radio, etc., or other paid public form 
of announcement in regard to the steamship business. 

(b) Unfavorable Comparisons.—No statements shall be made which reflect 
upon or institute unfavorable comparisons as between any of the member Lines 
or their steamers. 

(c) Statements of Fact.—Advertising expressions shall be limited to statements 
of fact, and must avoid any appearance of being misleading. 

(d) Use of Superlatives, ete.—All advertisements shall conform to truth and 
good taste, and superlatives that are debatable must not be used in advertising 
matter. 

(e) Steamer Blocks and Cuts.—No steamer blocks or cuts may be utilized unless 
the steamer depicted is employed to or to be employed in an advertised service 
of the Line. For general advertisements, circulars, pamphlets, etc., advertising 
the fleet or service generally of the Line, the steamer block or cut of any vessel 
employed or to be employed by the Line may be utilized, but for special announce- 
ments of advertisements for a particular steamer or voyage, no steamer block 
or cut may be utilized, except that depicting the vessel or vessels advertised, 

(f) Tonnage.—All references to tonnage must refer to “gross registered ton- 
nage.” It is not permissible to advertise displacement tonnage unless the gross 
registered tonnage is simultaneously shown in the same characters. In news- 
paper advertisements, the agent must confine references to tonnage to the gross 
registered tonnage, and no particulars will be included in such advertisements 
of the steamers’ displacement tonnages. 

(g) Class of Accommodations.—The several classes of passenger accommo- 
dations shall be designated by the following expressions only : 

First Class or Saloon 

Cabin 

Second Class or Second Cabin 

Special Class (only when so advertised by the Line) 
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Intermediate Second Class (only when so advertised by the Line) 
Tourist Class 
Third Ciass 
Equivalent expressions in the different languages may be utilized. 
(b) Hates.—All advertised or otherwise offered rates of trans-Atlantic traffic 


(1) Include the name of the Line. 
(2) State the destination, if other than a port, and 
(3) Indicate the class of ocean accommodation. 

(j) Revision of Rates.—A revision of rates must not be advertised or be given 
publicity unless on written authority of the Line. 

(k) Printed Matter—aAll printed matter pertaining to sailings and rates shall 
show the date and place of issue. 

(m) Bill-boards and Signs.—Bill posting, painted, electrc and other signs must 
be restricted at all places to the immediate premises of the agent. 

(n) Designation of Agency.—The ageut may represent himself only as an 
“Agent” or “Sub-Agent,” but not as a “General Agent,” “General Passenger 
Agent,” “General Steamship Agent,” “Special Agent,” or similar designation 
on letter-heads, office signs or otherwise. 

(0) Agent’s Responsibility—Any agent publishing an advertisement which is 
in violation of these Rules will be held iiable therefor by the Line, 


18. Erroneous or Misleading Statements 

The agent is prohibited from issuing any erroneous or misleading statement to 
the effect that any of the member Lines or any of their agents is following 
practices that are contrary to these Rules or has offered to enter into such 
practices with said agent or otherwise. 


19. Books Open for Inspection 

The agent must keep appropriate accounts of all transactions relating to the 
agency, currently to date. His office premises may be visited at any time and 
all the books, records and documents in relation to the agency representation 
shall be open to inspection by the Line or by a duly authorized representative 
of the Trans-Atlantic Passenger Conference. 


20. Adequate Amount of Business to be Transacted 


The agent must endeavor to create and stimulate the sale of passenger trans- 
portation and must transact a sufficient amount of business to justify the costs 
and responsibilities incurred by the Line and by such other of the member Lines 
he represents in retaining the agency; the failure or inability to produce an 
amount of business sufficient, in the opinion of such Lines, to justify the con- 
tinuance of the agency may result in its termination by all of such Lines. 


21. Maintenunce of Ethical Business Standards 


The agent must at all times maintain ethical standards of business in the 
conduct of his agency and in his dealings with passengers, purchasers of tickets, 
orders or other documents or forms so held in trust, and with each of the member 
Lines he represents. 

22. Report of Violation of Rules 

The agent is not justified in violating any of these Rules on the ground that 
some other agent is, or may be, doing so. It is the duty of the agent to report to 
any of the member Lines he represents or to the Trans-Atiantic Passenger Confer- 
ence any violations thereof that may come to his knowledge, together with all 
facts and substantiating evidence. 


23. Violation of Rules 


When in the judgment of the member Lines, the agent has violated or has 
failed to comply with or adhere to any of these Rules or any additional or supple- 
mental Rules, with respect to any of such Lines, the agency may be withdrawn 
and cancelled by all such Lines or may be fined. If the agent is fined, the amount 
imposed, in the form of liquidated damages, shall not be less than $50, and not 
more than $1,000, for each infringement; if the agent fails to pay the amount 
of such fine within the time specitied in a written notice mailed to him by the 
Secretary of the Trans-Atlantic Passenger Conference, he shall be immediately 
disqualified from acting in any capacity for any of the member Lines. 
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24. Termination of Agency 

Either the Line or the agent may terminate the agency, with or without cause, 
at any time. 
25. Adherence to Rules 


The agent agrees to adhere to and comply with these and such additional 
and/or supplemental Rules as may be annuunced from time to time by the Line, 
which in any way relate to or govern the activities or the business of the agency. 





EXHIBIT E 
TRANS-PACIFIC PASSENGER CONFERENCE, SAN FRANCISCO, CALIF. 
(Issued October 1, 1940) 


RvuLEs GOVERNING THE ACTIVITIES OF SUB-AGENCIES OF THE COMMON CARRIERS 
ENGAGED IN TRANS-PACIFIC PASSENGER TRAFFIC, MEMBERS OF THE TRANS- 
PaciFLC PASSENGER CONFERENCE 


(A) Compliance 

These Rules cover the services of each of the above-mentioned Lines and 
relate to all classes of bookings. The Agent shall strictly comply with these 
Rules in the spirit as well as in the letter. A violation of any Rule or default in 
the performance of any provision thereof, with respect to any one of such Lines, 
may result in a fine being imposed, or the cancellation of the Agency by all of 
such Lines which the Agent represents. 


(B) Definitions 

LB. 1—VDefinition of “Agent.’—The Term “Agent” wherever mentioned in 
these Rules, means an individual, tirm or corporation appointed by the Line, 
either directly or through its representative, as a sub-agent for the solicitation 
of passenger traffic and other services offered by the Line in connection there- 
with and for no other business of the Line. 

B. 2—Definition of “Line.”—The term “Line” wherever mentioned in these 
Rules, means the particular common carrier engaged in transpacific passenger 
traftic, member of the Trans-Pacific Passenger Conference, represented by the 
Agent under a prescribed written form of authorization to act as such Agent 
for said common carrier. 


(C) Authorization and records 

C. 1—Authorization——The Agent, individual, firm or corporation, shall be in 
possession of the prescribed form of appointment for and duly approved by 
each Line represented, readily available for inspection. 

C. 2—Records.—The Agent shall keep appropriate’ accounts of all transac- 
tions relating to the agency, currently to date. The office premises of the 
Agent and his books relative to the agency shall be open to inspection by a repre- 
sentative of the Line, or by the Secretary of the Trans-Pacific Passenger Con- 
ference at any time, or by his duly authorized representative. 


(D) Termination of agency 

The agency may be terminated at any time, either by the Line for whom the 
agency is held, or by the Agent. A notification mailed or delivered to the 
Agent's address by the Line, or to the Line by the Agent, shall be sufficient 
notice, 


(E) Representation 

E. 1—Unauthorized Non-Conference Representation—The Agent shall not 
sell any passage ticket or act in any manner for any common carrier regularly 
or temporarily in the trans-Pacific trade (including “cruise” ships for local 
business only) not connected with the fleets of the Lines for which he has been 
duly appointed as provided by the appointment rules of the Trans-Pacitic Pas- 
senger Contference, unless written permission to do so is first obtained from 
the Lines. 

E. 2—Unauthorized Conference Representation—The Agent shall not act 
nor represent himself as an agency for any Line, member of the Trans-Pacific 
Passenger Conference, he does not so represent. 
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BE. 3—Location.—The Agent shall transact the business of the agency only 
at the address and in the office at which he has heen duly authorized. 

E. 4—Unauthorized Address.—The Agent shall not offer nor place, nor allow 
others to offer or place, any passage ticket, order, or other document held in 
trust by him, for sale at any address outside of the authorized office. 

E. 5—Designation.—The Agent shall not designate nor represent himself on 
letterheads, office signs, or otherwise, as a “general agency,” “general passen- 
ger agency,” “general steamship avency,” “special agency,” or similar designa- 
tion, but only as an “agency,” or “sub-agency.” 

E. 6—Telcephone Listing—The Agent shall not list his name, address or tele- 
phone number in regu'ar or classified telephone directories under the head of 
“Steamship Companies” or “Steamship Lines,” or under the name of any Line. 
The Agent may insert his name under the heading “Steamship Agencies,” but 
not under any other classified heading unless approved in writing by the 
Conference Secretary. 

E. 7—Employment by a Line.—The Agent or any member or employee thereof 
shall not be employed, part time or otherwise, in connection with the pas- 
senger department or ships or in any similar manner whatsoever, by any Line. 

BE. 8—The Agent’s Employees.—The Agent shall not employ for the purpose 
of selling ticket, order, or other document held in trust by him, any person not 
on his recular staff. 

BR. 9—Dealing with Other Agents.—The Agent shall not sell through another 
Agent any ticket, order, or other document held in trust by him, of a line which 
such other Agent does ot represent. 

E. 10—Dealing with Unauthorized Persons.—The Agent shall not sell or offer 
to sell, a ticket, order, or other document held in trust by him, to any person to 
resell such transportation; or have any business affecting any member company 
of the Trans-Pacific Passenger Conference, with such person; or to sell to or 
through, or have any business affecting any member company of such Con- 
ference, with any disqualified agent, hotel or other norter, hotel runner, or any 
other person endeavoring to become associated with the transportation ticket 
business of any member company of such Conference. 

FE. 11—Telearaph and Telephone Charges.—The Agent shall prepay all tele- 
graph or telephone charges when communicating with the Line and the Line 
addressed will nrenay the reply. 

BE. 12—Agent’s Publications—The Agent shall not ask nor accept from any 
Line, nor donate to any Line, advertising in any publication in the United States 
or Canada which he may own, control, or in which he may be indirectly interested. 

KE. 183—Prohibited Allowances.—The Agent shall not ask nor accent from any 
Line postage, advertising, stationery, business cards, window lettering or any 
other form of allowance other than the authorized commission. 

E. 14—Agent’s Tovrs.—The Agent arranging a tour shall not ask nor accept 
from any Line clerical assistance, monetary or other such allowances. He may, 
however, be sunplied by the Line with special printed matter (as distincuished 
from its regular literature) such as flyers, circulars, folders or dodgers, provided 
such special printed matter clearly shows that it is the Line’s production; circu- 
lars, etc., which the Line does not itself have printed, will not be paid for. 

E. 15—Railroad Transportation.—The Agent shall not ask nor accept from any 
Line any request for or assistance in any way to secure from any railroad com- 
pany, for himself or any member or employee of his agency, free or reduced rate 
railroad transportation. 

FE. 16—2Zthical Conduct.—The Agent shall at all times maintain ethical stand- 
ards of business in the conduct of the agency and in dealings with passengers, 
purchasers of tickets, orders or other documents, and with each of the Lines he 
represents. Ethical conduct means adherence to correct business morals and 
the observance in spirit as well as in letter of the Rules and Regulations for the 
Guidance of Sub-Agents. 


(F) Fares, solicitation, and sale 

F. 1—Selling at Tariff—The Agent shall sell the tickets, orders or other docu- 
ments held in trust by him, only to or from such places as are designated in the 
published tariff of the Line, at the quoted fares, but not between any other points. 

F. 2—Selling on Oredit—The Agent shall not sell on credit, nor advertise nor 
offer to sell on credit, any ticket, order or other document of the Line, nor issue 
any passage ticket or order without having received the passage fare in full. 

F. 3—False Representations.—The Agent shall not sell any ticket, order or 
other document held in trust by him, under false representations as to the Line, 
vessel or route by which the passenger is to be transported. 
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¥F. 4—Improper Inducements.—The Agent shall not hold out any improper 
inducements to purchasers of tickets, by letter, cirenlar, newspaper advertisement 
or otherwise; any rebate, drawhack, discount, credit, present or allowance of any 
description whatsoever, made with a view to influencing the sale of a ticket, 
order or similar document, is prohibited. 

F. 5—Reservations.—The Agent shall not use fictitious names for reservations ; 
nor shall he transfer a reservation from one person to another without consent 
of the Line; nor shall he sell passave for a specific sailing of the Line without 
first securing reservation from the Line. 

F. 6—The Line’s Forms.—Thte Agent shall not have nor offer for sale for the 
Line any ticket, order or other document form not supplied to him by the Line he 
represents. 

F. 7—The Agent’s Forms.—The Agent shall not issue for the Line, any deposit 
receipt, order, certificate, passage contract, or ticket of his own, or of any other 
individual, firm or corporation other than the Line, nor shall it issue such order, 
certificate, passage contract or ticket on private correspondents, firms or corpora- 
tions, wherever located. 

(G) Advertising 


G. 1—The Agent’s Responsibility—The Agent shall be responsible for his ob- 
servance of these rules with respect to advertising and shall be held liable for 
any violation thereof. 

G. 2—Definition.—The terms “advertising” and “advertisement” as herein used 
include the Agent’s every public form of announcement relating to the transporta- 
tion business, such as posters, booklets, circulars, printed matter, handbills, news- 
paper, magazine or periodical advertising, paid reading notices, motion pictures, 
window and other office signs, or radio, issued or used by the Agent in connection 
with his agency for the Line. 

G. 83—Statements of Fact—The Agent’s advertising expressions shall be 
limited to statements of fact and shall avoid any appearance of being misleading. 

G. 4—Truth and Good Taste—The Agent’s advertisements shall conform to 
truth and good taste and superlatives that are debatable shall not be used. 

G. 5—Derogatory Statements or Unfavorable Comparisons.—The Agent shall 
not make any statement which reflects upon any Line, or any officer or employee 
of a Line, or institute unfavorable comparison between the Lines or their vessels. 

G. 6—Place and Date of Issuance-——The Agent shall show the place and date 
of issuance on all his printed matter pertaining to the Line’s sailing or rates. 

G. 7—Class of Accommodation and Name of Line-—The Agent shall show the 
class of accommodation to which the fare applies and also the name of the Line 
and service (and vessel if more than one fare applies on its vessels) over which 
the fare is available, on all advertised or otherwise offered passage fares for 
the Line; if such fare is advertised or offered in the interior (at an inland point), 
a clear statement shall be made as to whether it is for ocean passage or for 
through ocean and land passage and shall show the class of any accommodation 
covered thereby. 

G. 8—Fares Beyond Trans-Shipment Port.—The Agent shall clearly show with 
all advertised fares of the Line to ports beyond the specific ports of call of the 
vessel for which advertised, that the route is by way of such trans-shipment port 
and such trans-shipment port shall be named. 

G. 9—Advertising a Change in Fares.—The Agent, when advertising a change 
in the Line’s fares, shall indicate the actual fares. 

G. 10—Fare Reductions.—The Agent shall not advertise or give publicity 
to a revision in the Line’s fares, as a reduction, unless the Agent holds 
the written notice from the Line, or from the Secretary of the Trans-Pacific 
Passenger Conference, of the unanimous agreement of all Lines to advertise such 
revision as a reduction. 

G. 11—Tonnage.—The Agent shall use the word “tonnage” to refer to gross 
registered tonnage. Displacement tonnage shall not be advertised unless the 
gross registered tonnage is shown immediately therewith. 

G. 12—Speed.—The Agent shall use the word “knots” to describe the speed of 
ships with no reference to miles. 

G. 13-—Using Blocks (Cuts) of Vessels—The Agent shall not use a block of a 
vessel of a Line he does not represent; nor shall such block be used unless the 
vessel depicted is employed or is to be employed in an advertised service of the 
Line; for general advertisements of the fleet or service generally of the Line, the 
block of any vessel employed or to be employed by that Line may be used, but 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2381 


for special advertisements for a particular vessel or voyage, no block may be 
used unless it depicts the vessel or vessels advertised. 

G. 14—The Line’s Advertising —The Agent shall not ask for nor accept from 
the Line any newspaper, periodical or magazine advertising to be paid for by 
the Line and ‘to include the Agent’s name; except that when a special tour is 
advertised in a foreign language publication or religious or college publication, 
the Agent may be named in the body of the advertisement as the conductor of 
the tour but shall not be shown as signatory to the advertisement; the name of 
the Line shall appear at the top or bottom of such advertisement in type larger 
in size than that displaying the name of the Agent or conductor and it shall be 
clearly indicated in the advertisement that it is the Line’s advertisement. 

Commentary.—The Agent shall not have on advertisement of his own 
placed adjacent to any such advertising of a Line which in effect may be 
equivalent to including the Agent’s name and/or address in the Line’s adver- 
tisement. 


(H) Commission 

H. 1—Basis—The Agent’s basis of commission shall be in accordance with 
announcements issued to the Agent from time to time by the Line and shall 
depend upon the Agent’s possession of the appointment agreement, duly exe- 
cuted by and effective for the Line, showing that he is in the fact the Agent for 


Line. 

H. 2—Allowed on Complete Sale Only.—The Agent shall not deduct commis- 
sion from a deposit but shall be entitled to commission only after completion of 
the sale, that is, when the entire passage money shall have been paid by the pas- 
senger and when the appropriate ticket or order for the Line shall actually have 
been issued. 

H. 3. Agent’s Right to the Commission.—The Agent who actually collects the 
initial part of the passage money as evidenced by the Line’s deposit receipt (even 
though the balance of the passage money may be paid through some other Agent 
or to the Line’s own office) ; or the Agent who actually collects the passage money 
in full; or the Agent who secures the passage reservation in writing from the 
Line if the passage money is paid in full by the passenger to the Line’s own 
office; shall be entitled to the commission on the full passage fare. The Agent 
who collects any part of the passage money after the initial collection has been 
made by some other Agent or by the Line’s own office shall not be entitled to the 
commission. 

H. 4—Agent’s Right to Additional Commission.—The Agent who is entitled to 
commission on the original sale of a ticket is also entitled to commission for any 
additional collection made by the Line before sailing in connection with the pas- 
senger’s transfer to higher rated accommodations, but only if such higher rated 
accommodations had been originally applied for by the Agent. 

H. 5—Commission Paid Over the Counter—The Agent who accepts payment 
of commission,ever the counter shall require such payment by cheque, draft or 
money order made out to his own order, or, if payment in cash is accepted, shall 
give a receipt for the commission to the Line making the payment and such 
receipt shall be written by the Agent in person. 

H. 6—Leads, Letters or Cards of Introduction—The Agent shall not be en- 
an to commission on the strength of leads, or upon letters or cards of intro- 

uction. 

H. 7—Commission Not to be Divided—The Agent shall retain the full amount 
of commission and shall not divide it with the passenger or purchaser of the 
ticket or with any other person in order to influence the sale or for any other 
purpose. 

H. 8—Commission Prior to Official Appointment—The Agent shall not be en- 
titled to commission on any business booked prior to the date of his official ap- 
pointment as Agent, or on any business booked between the date of his application 
for the Line’s Agency and the date of his official appointment as Agent. 

H, 9—Banks, Trust Companies, Department Stores—The Agent who is located 
in a Bank, Trust Company or Department Store, shall not be entitled to com- 
mission on any passage ticket sold to any official, employee, or immediate family 
of official or employee of such Bank, Trust Company or Department Store. 

H. 10—Commission on Improved Accommodation—The Agent shall not be en- 
titled to commission on. any collection for improved accommodation made after 
sailing of the passenger on the Line’s vessel. 

H. 11—Commission for Additional Members of a Group—The Agent shall not 
be entitled to commission on tickets sold by some other Agent or by the Line to 
additional members of a group. 
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(1) Remittances 

I. 1—Procedure.—The Agent shall remit all funds collected, also the proceeds 
of sale or deposits, or part payments collected for any passages (regardless of 
date), also of the railroad tickets or orders, or money orders or other forms 
held in trust by the Agent, IMMEDIATELY to the office of the Line to which 
reports and such remittances are required to be sent. 

The term “immediately” means the day of sale or the day after the proceeds 
of sale or deposits or part payments collected are actually received by the Agent, 
and at latest three (3) days thereafter. 

I. 2—Advices of Reservations and Sales—The Agent shall send to the proper 
office of the Line, advices or acceptance of reservations offered on the day of the 
acceptance of the reservation, and advices of sales on the day of sale. 

I.3—When any Agent in Default is a firm, then each member thereof, and 
when such agent is a corporation, then each officer thereof, shall be considered 
in default. 

I. 4—E/ffect of Cancellation for Default—The Agent who defaults is immedi- 
ately prohibited from selling tickets, orders or other documents, or from trans- 
acting any other business for the Line, at the Agent’s office or at any other place 
or address, and shall immediately surrender all tickets, forms and any other 
documents held in trust hy it for the Line, to the Line or the Line’s representa- 
tive, including his appointment agreement. 

I. 5—Reinstatement after Default—The Agent who defaults and who settles 
all claims in full to Lines (including the bonding company that may have paid 
the Line’s claims) shall be permitted to again hold appointment by a Line only 
if such reinstatement is agreed to by all Lines that held such claims. 


(J) Violation of rules 

J.1—Erroneous or Misleading Accusations.—The Agent shall not issue any 
erroneous or misleading statements that any Line or Agent is following prac- 
tices that are contrary to these Rules, or has offered to enter into such practices 
with him, or otherwise. 

J. 2—Responsibility of the Agent.—The Agent shall not violate any of these 
Rules on the ground that some other Agent is, or is alleged to be, doing so. 

J.3—Complaint of an Agent.—The Agent who believes he has any complaint 
or information with respect to violation of any of these Rules on the part of any 
other Agent, shall report the alleged violation with evidence in the form of an 
affidavit to the Secretary of the Trans-Pacific Passenger Conference, or to any 
Line he represents. 

J. 4—Disqualification—The Agent who is disqualified shall be immediately can- 
celled by all Lines. 

J.5—Failure or Refusal to Pay Fines.—The Agent declining or failing duly 
to pay a fine imposed by the Trans-Pacific Passenger Conference is thereby dis- 
qualified and his Agency shall be immediately cancelled by all Lines. 
wa States Maritime Commission Agreement No. 131-146; Approved June $0, 


Exnursit F 


INTERNATIONAL AtR TRANSPORT ASSOCIATION, 
New York, N. Y., August 26, 1954. 
RE your approval as passenger sales agent. 

GENTLEMEN: I am glad to inform you that your application for inclusion 
of your office(s) listed below* in the Agency List of the International Air 
Transport Association has been approved as of August 26, 1954, and your name 
has been placed on the list. Members may, if they so desire, pay you commission 
retroactively to May 10, 1954. 

2. The inclusion of the approved office(s) on the list, however, does not in 
itself constitute an appointment as an agent for the purpose of receiving com- 
mission. It is a condition of retention on the official TATA Agency List, that 
you have in effect at least one Certificate of Appointment with an IATA Member 
covering your office(s). 

8. Many enquiries have been received from IATA Approved Agents as to 
whether it is permitted to indicate IATA approval on letterhead paper. 


*Officer(s) Approved: as above. 
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This practice is encouraged. Sales Agents wishing to do so, however, should 
use the expression “IATA-Approved Sales Agent” and not “Member of IATA.” 
5. Your cooperation with the Members of this Association is much appreciated. 


Very truly yours, 
BE. 8. Perants, Secretary. 


INTERNATIONAL AIR TRANSPORT ASSOCIATION, 
New York, N. Y., August 26, 1954. 


INSTRUCTIONS 


To All Newly Approved Agents of IATA: 
We enclose herewith two copies of the IATA Sales Agency Agreement. Please 
complete last page of both by : 
1. Typing in the name of your agency. 
2. Write in the name of the officer and his official position. 
3. Type the actual address of your agency. 
4. Have two people sign as witnesses. 
5. Have the document notarized. (If in your country it is difficult to 
effect notarization, the attestation of your bank will be acceptable.) 

Keep the duplicate for your files, and return the original to this office. 

2. After we notify our Member Airlines that your Agreement has been received, 
appointing Members will send you Certificates of Appointment, a duplicate of 
which is sent to us for filing. 

It is important that you return the Agreement as soon as possible, not later 
than September 15th. 


Very truly yours, 
JOHN J. PANELLA, Agency Officer. 


INTERNATIONAL AIR TRANSPORT ASSOCIATION 
PASSENGER SALES AGENCY AGREEMENT (No. A-—4914) 
AN AGREEMENT made this 26th day August 1954 
between 


Sm Wri11am P. Hirprep, C. B., O. B. E., Director General of IATA, by B. 8. 
PEeranis, Secretary of IATA Traffic Conference I, as agent for certain IATA 
Members, hereinafter described, with office at 165 Broadway, New York 6, N. Y. 


having its principal office at 
(hereinafter called “the Agent’). 


Wueresy It Is AGREED AS FOLLOWS: 
1. Effectiveness 

(a) This Agreement shall become effective between the Agent and each indi- 
vidual IATA Member only if such IATA Member (hereinafter called “the 
Carrier”) delivers to the Agent a Certificate of Appointment duly executed 
by or on behalf of the Carrier, authorizing the Agent to represent the Carrier 
subject to the terms and conditions of this Agreement. Delivery of such Cer- 
tificate of Appointment by the Carrier to the Agent shall be a condition precedent 
to the coming into effect of the Agreement. Upon coming into effect as provided 
in the following Sub-paragraph, this Agreement, including any amendments 
thereto, shall have the same force and effect between the Carrier and the Agent 
as though they were both named herein and had both subscribed their names 
as parties hereto. 

(bd) The provisions of this Agreement shall, subject to the provisions of the 
foregoing Sub-paragraph, take effect on the fifth day after the date set forth 
in the Certificate of Appointment. 

(c) It is understood that the Director General of IATA and/or person author- 
ized to sign on his behalf have no rights or obligations hereunder, except as 
Agent for such IATA Members as may deliver Certificates of Appointment to the 
Agent pursuant to the terms hereof. 





2384 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


2. Scope of Agent’s Authority and Authorized Offices 


(a) The authority of the Agent to represent the Carrier shall be specifically 
limited to the Authority expressly granted by this Agreement. " ; 

(b) Subject to the provisions of this Agreement, the Agent shall represent the 
Carrier.in the sale of air passenger transportation over the services of the 
Carrier and, when authorized in writing by the Carrier, over the services of 
other air carriers by whom the Carrier has been authorized so to do. 

(c) The Agent shal! maintain for the sale of such air passenger transportation 
the office or offices shown in Schedule “A” attached to the Certificate of Appoint- 
ment delivered to the Agent by the Carrier or in a Designation of Additional Au- 
thorized Agency Locations, duly executed by or on behalf of the Carrier and 
delivered to the Agent. The Carrier shall also have the right to, at any time upon 
written notice to the Agent, approve changes of address of attthorized agency lo- 
cations and to delete any of the offices from said Schedule “A” or from those 
listed in any Designation of Additional Authorized Agency Locations. 

(d) The Agent shall abide by the terms, representations and conditions in any 
application or undertaking made by the Agent to IATA for the purpose of causing 
IATA to list and maintain it on the official IATA Agency List. All such applica- 
tions or undertakings are and shall be deemed to be incorporated herein and made 
a part hereof. 


8. — of transportation, compliance with tariffs, rules, regulations and instruc- 
tions 


(a) All transportation sold by the Agent under the provisions of this Agree- 
ment shall be sold subject to the conditions of carriage of the Carrier concerned 
applicable to such transportation and to the tariffs, rules, regulations and in- 
structions governing the sale and use of such transportation in force from time 
to time as published in the Carrier’s tariffs, timetables, notices and elsewhere. 

The Agent shall transmit to the Carrier such specific instructions, requests or 
particulars in connection with each client as may be proper to enable the Carrier 
to render efficient service to its. clients. FOOT 

The Agent shall not sell or issue tickets, exchange voucher/orders, or any 
forms, or documents covering. air passenger transportation offered by the 
Carrier to persons who plan to sell, issue, or offer to sell or issue such transporta- 
= documents, but who have not been authorized by the Carrier to represent the 

arrier. 

(c) The Agent shall request reservation of accommodation(s) only when the 
Agent has had a request to do so form a client and, if so required by the Carrier, 
when a deposit therefor in the proper amount has been paid to the Agent by the 
client. The Agent shall secure confirmation from the Carrier that a definite res- 
ervation has been made before issuance to the client of a-ticket or exchange 
voucher/order for any particular flight(s) ; except that unless otherwise in- 
structed by the Carrier, an exchange*vyoucher/order may be issued to a client 
covering “open date” transportation, or a ticket may be so issued which includes 
an “open date” portion or portions for which no accommodation has been re- 
served at the time of issuance to the client, provided such forms are properly 
marked to indicate “open date” issuance in accordance with current instructions 
of the Carrier. 

(d) The Agent shall make only such representations as to the Carrier, aircraft 
or route by which any passenger is to be transported or as to any service to be 
furnished by the Carrier or as are herein authorized or may hereafter be author- 
ized by the Carrier. 

(e) This Agreement shall be subject to, and the Agent agrees to observe, all 
Government laws and regulations applicable to the sale of air transportation, or 
any other acts performed by the Agent under this Agreement, in the territory or 
territories where the office or offices of the Agent listed herein are located, and in 
all territories to or over which the Agent may sell air passenger transportation. 


4. Agency Designation 

The Agent may represent itself on letterheads, advertising, telephone listings 
and classifications, office signs, and otherwise as an “Agent” or “Booking Agent” 
representing the Carrier, but shall not represent itself as a “General Agent” or 
use any other designation, such as “Air Lines Ticket Office” or “Consolidated Air 
Lines Ticket Office’, which would indicate or imply in any way that its office 
is an office of the Carrier. 
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§. Commissions 

(a) Subject to the terms and provisions of this Agreement, the Carrier will 

y or allow to the Agent the rate(s) of commission as set forth in Schedule 
“A” attached hereto and made a part hereof. Such commissions shall be ac- 
cepted by the Agent as full compensation for its services rendered to the Carrier 
hereunder. No commission shall be paid to the Agent for the sale of any air 
passenger transportation unless the proper fare applicable to such transportation 
is collected and paid by the Agent to the Carrier; provided that a commission 
shall be payable, notwithstanding that the fare applicable to such transportation 
was not collected and paid over by the Agent to the Carrier, where such sale 
was made pursuant to an established air travel plan or its equivalent. 

(bd) In the case of air passenger transportation in respect of which the Carrier 
for any reason may make or allow a refund of the whole or part of the fare, no 
commission shall be payable to the Agent upon any sum so refunded, and the 
Agent shall reimburse the Carrier with any commission which shall in fact 
have been paid in respect of any sum so refunded. 

(c) For the purpose of computing commissions, the “applicable tariff fares” 
shall exclude any tax(es) thereon and any charge(s) for excess weight or valua- 
tion of baggage. 

(d) No commission will be paid to the Agent for the sale of any air passenger 
transportation where the fare is paid for directly or indirectly by a Government 
at a Government discount. 

(e) The Agent shall retain the full amount of the commissions allowed by 
the Carrier, and shall not rebate or promise to rebate, directly or indirectly, in 
any manner by the Carrier, the Agent may pay a portion of its commission 
to other persons. 


6. Remittances 

(a) The Agent shall remit to the Carrier the monies due (all monies for sale 
of passenger transportation other than transportation sold under the LATA Travel 
Plan or similar IATA approved credit plan, being deemed to be due when the 
ticket or exchange order is issued) for the transportation sold hereunder not less 
than once each month, at such times, under such conditions and in such currencies 
as the Carrier may designate from time to time in writing,.. Unless otherwise 
instructed by the Carrier, the Agent shall be entitled to deduct from such 
remittance the applicable commission, as specified on Schedule “A”, attached 
hereto. 

(b) All monies collected by the Agent for transportation sold hereunder includ- 
ing any commission withheld by the Agent pursuant to Paragraphs 5 and 6 hereof 
are the property of the Carrier and shall be retained by the Agent as the property 
of the Carrier until satisfactorily accounted for to the Carrier. 

The Agent shall not use such monies to engage, directly or indirectly, in any 
foreign exchange transactions which are intended to obtain for the Agent any 
monetary advantage additional to his commission. 


7. Communications 

(a) The Carrier will not pay for telegraphic communications or telephone calls 
from the Agent for any purpose. The Carrier will, however, prepay reservation 
confirmation messages sent to the Agent. 

(6) The Carrier having so notified the Agent, the Carrier reserves the right 
to charge the Agent for recovery from its clients such communication charges as 
the Carrier may incur in connection with any reservations made by the Agent. 


8. Promotional Expenses 
The Carrier will not assume or pay any telephone, telegraph, mailing, printing, 
or other advertising or promotional expenses of the Agent for any purpose. 


9. Advertising and Publicizing the Carrier’s Services 


(a) The Agent shall make known the services of the Carrier in every way 
reasonably practicable. The Agent shall display in its offices posters, booklets, 
circulars and other publicity material supplied by the Carrier free of charge to 
the Agent ; any such material of a permanent or valuable character and so desig- 
nated by the Carrier shall remain the property of the Carrier. 

(0) Other than as provided for in Paragraph 4, all advertising matter issued by 
and at the expense of the Agent in which reference is made to the Carrier must 
be approved by the Carrier. 
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10. Transfer, Assignment, Change of Name or Address 

(a) The Agent shall not assign, transfer, underlet or part with the whole or 
any part of the Agency hereby created or the right to any commission or portion 
thereof due or payable hereunder, except as provided in Paragraph 5 (e) herein. 

(6) The name(s) under which the activities of the Agent are conducted, or 
under which any of its offices are operated, shall be only such as are set forth 
herein, neither such names nor the location of the Agent’s office(s), as specified 
in Schedule “A” attached to a Certificate of Appointment or as provided by a 
Designation of Additional Authorized Agency Location or a Change of Address 
of Authorized Agency Location, shall be changed without the prior written con- 
sent of the Carrier. 


11. Custody and Issuance of Tickets 

(a) The Carrier may, at its option, furnish the Agent free of charge with 
tickets, and/or exchange voucher/orders and other necessary documents for use 
in connection with business transacted under this Agreement, and such docu- 
ments shall remain the property of the Carrier and shall be issued by the Agent 
only in such of its offices as are specified in Schedule “A” attached to a Certificate 
of Appointment or as provided by a Designation of Additional Authorized Agency 
Location or a Change of Address of Authorized Agency Location. If written 
authorization is given the Agent by the Carrier, the Agent may draw its own 
exchange voucher/orders or other authorized documents on the Carrier. 

(b) The Agent shall be responsible for the safe custody and care of such docu- 
ments while in its possession, and shall be liable to the Carrier for the value of 
any such documents. . 

(c) The Agent shall not sell or issue tickets and/or exchange vouchers/orders 
supplied by the Carrier in connection with the sale of air passenger transportation 
pes by any other air carrier unless the Carrier has so authorized the Agent 

n writing. 

(ad) The Agent shall not in any manner vary or modify the terms and conditions 

set forth in any documents or instructions of the Carrier. 


12. Liability 

(a) Subject to the application of the principles as to contributory negligence, 
the Carrier hereby agrees to indemnify and hold harmless the Agent, its officers, 
agents, employees and servants from all responsibility and liability for any injury, 
damages, expense or loss sustained by any person or property caused by or arising 
from any negligent act, omission or willful misconduct of the Carrier, its officers, 
agents, employees and servants, and related directly or indirectly to any trans- 
portation sold by the Agent pursuant to this Agreement. 

(b) The Agent shall obey and observe all directions and instructions given to 
it by the Carrier relating to the sale of air passenger transportation and the Agent 
agrees to indemnify and hold harmless the Carrier, its officers, agents, employees 
and servants, from all responsibility and liability for any injury, damage, expense 
or loss to any person or property caused by or arising from any violation of this 
Agreement, or any negligent act, omission, willful misconduct, or misrepresenta- 
tion of the Agent, its officers, agents, employees, and servants. 

(c) Further, the Agent agrees to indemnify and hold harmless the Carrier, its 
officers, agents, employees and servants from any damage, expense or loss incurred 
for any reason whatsoever in connection with tickets, exchange vouchers/orders 
or other materials furnished by the Carrier to the Agents, or any documents 
issued by the Agent on the authority of the Carrier, or the proceeds thereof, 
whether or not such proceeds have been deposited in a bank, and whether or not 
such loss is occasioned by the default or insolvency of either a purchaser of such 
forms or documents or of a bank in which the Agent may have deposited such 
proceeds, and notwithstanding the fact that, under the terms of this Agreement 
such proceeds are the property of the Carrier, and held in trust by the Agent. 


13. Defalcation 

If the Agent shall at any time default in observing and performing any of the 
provisions of the Agreement, or shall become bankrupt or make any assignment 
for the benefit of or enter into any arrangement or composition with its creditors, 
or go into liquidation, or suffer any of its goods to be taken in the execution, or 
if it ceases to be in business as an Agent for sale of air passenger transportation, 
this Agreement may at the option of the Carrier be terminated forthwith and the 
Carrier may withuot prejudice to any of its rights under this Agreement take 
possession of any tickets and/or other documents and property belonging to the 
Carrier. 
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14. Refunds 

The Agent shall make refund only on the written instructions of the Carrier 
and against the receipt of the person authorized to receive the refund in accord- 
ance with the tariffs, rules, regulations and instructions issued by the Carrier, 
and shall not assess or withhold from the refund payee any amount as a service 
charge or otherwise. 


15. Termination or Suspension 

This Agreement may be terminated or suspended as between the Agent and 
any individual Carrier at any time by notice in writing from either to the other; 
such notice to take effect immediately upon its receipt, or as otherwise provided 
therein, subject to the fulfillment by each of all obligations accrued prior to the 
receipt of such notice. This Agreement may also Le terminated or suspended as 
between the Agent and all of the Carriers at any time by notice in writing from 
the Agent to the Director General of IATA or person authorized to sign on his 
behalf, or from the Director General of IATA or person authorized to sign on 
his behalf to the Agent; such notice to take effect immediately upon its receipt, 
or as otherwise provided therein subject to the fulfillment by the Agent and by 
each of the Carriers of all obligations accrued prior to the receipt of such notice. 
Upon termination or suspension of this Agreement, all unused ticket forms and 
exchange orders of the Carriers concerned shall immediately be returned to the 
Carriers, together with all monies due and payable to the Carriers hereunder, 
and a complete and satisfactory accounting shall be rendered. 


16. Notices 

All notices to the Agent shall be sufficient if sent by prepaid telegraphic means 
or mail addressed to the principal office of the Agent. All notices to any IATA 
Member which is party hereto shall be sufficient if sent by prepaid telegraphic 
means or mail addressed to the principal office of such IATA Member, with copy 
to the Director General of IATA or person authorized to sign on his behalf. 


17. Inspection 

All records of the Agent, such as books, vouchers, tickets, exchange orders, 
reservation information relating to the sale of air transportation offered by the 
Carrier shall be open to inspection by the Carrier and/or IATA Enforcement 
Officer. The Agent shall furnish to the IATA Enforcement Officer adequate 
opportunity to interview and obtain information from any officer or employee of 
the Agent who, the Enforcement Officer has reason to believe, is or might be in 
possession of information relative to the complaint or other matter under 
investigation. 


18. Applicable Law 
This Agreement shall in all respects be interpreted in accordance with the laws 
of the principal place of business of the Carrier. 


19. Other Agreements Superseded 

This Agreement shall supersede any and all prior Agreements between the par- 
ties hereto concerning the sale of air passenger transportation offered by the 
Carrier under this Agreement except with respect to such rights and liability as 
may exist at the date hereof. 


20. IATA Sales Agency Rules 

This Agreement including all rights and obligations of the parties hereto shall 
be subject to the applicable sales agency rules of IATA, which may be examined 
by the Agent at the General Offices of the Carrier or of any IATA Member or 
which will be sent to the Agent at its request. The Agent recognizes that the 
Carrier is a Member of IATA and as such is at liberty to deal only with agents 
approved by IATA. Any action required by said sales agency rules may be taken 
by the Carrier or IATA without the Carrier or IATA having to justify such ac- 
tion. The Agent hereby renounces for himself, his successors, and assigns, all 
rights of recourse against the Carrier, IATA or any of its Members, their officers, 
employees, agents, or servants, for any loss, injury, or damage suffered as a re- 
sult of any action taken in good faith with regard to or in connection with the 
said agency rules, or the suspension or cancellation of this Agreement. 


21. Rights and Obligations of Air Carriers 


The rights, powers, privileges, amenities and duties of the individual IATA 
Members parties to this Agreement shall be several and not joint. 
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ScHEDULE A OF PASSENGER SALES AGENCY AGREEMENT 
RATE OF COMMISSION 
(Second Revision : April 1, 1954) 


(1) The rate of commission for sale of international first or tourist class pas- 
senger transportation shall be 7 percent of the applicable published fares: 
(a) except for transportation sold, commenced and wholly performed within 
either of the following areas: 
(i) 


Angola Gold Coast Sierra Leone 
Basutoland Kenya British, French and Ital- 
Bechuanaland Liberia ian Somaliland 
Belgian Congo, Ruanda Madagascar Spanish Guinea 
Urundi Mauritius Swaziland 
British and French Cam- Mozambique Tanganyika 
eroons Nigeria Uganda 
Eritrea Nyasaland Union of South Africa 
Ethiopia (Abyssinia) Portuguese Guinea Zanzibar 
French Equatorial Africa Northern and Southern 
French West Africa 
Gambia 


Aden Protectorate Trucial Oman Libya 
Algeria Yemen Lebanon 
Bahrein Island Cyprus Morocco 
Ethiopia (Abyssinia) Egypt Persia (Iran) 
Kuwait State Iraq Sudan 
Muscat and Oman Israel (formerly Pales- Syria 

Qatar tine) Tunisia 
Saudi Arabia Jordan 


where the rate of commission shall be 5 percent of the applicable published fares ; 
and 

(b) except for first or tourist class transportation sold, commenced and wholly 
performed within the following area : 


Albania Greece Portugal 
Austria Holland Rumania 
Azores Hungary San Marino 
Belgium Iceland Spain (including Spanish 
Bulgaria Ireland Morocco) 
Canary Islands Italy Sweden 
Czechoslovakia Lichtenstein Switzerland 
Denmark Luxembourg Tangiers 
Finland Madeira Turkey (in Europe and 
France (including French Malta Asia) 

North Africa) Monaco United Kingdom 
Germany Norway USSR (west of the Urals) 
Gibraltar Poland Yugoslavia 


where the rate of commission shall be 74% percent of the applicable published 
fares. 

(c) except for the sale of inclusive tours, where the rate of commission or fare 
discount, as the case may be, shall be as provided in the applicable IATA reso- 
lution ; 

(d) and except for transportation wholly between Canada and the United 
States where the rate shall be as may be authorized by the Carrier. 

(2) The rate of commission for the sale of passenger transportation which is 
wholly domestic shall, regardless of where the sale is made, be the same rate 
of commission as that applicable for international transportation within the 
area concerned or as may be authorized by the Carrier, provided that: 

(a) for transportation wholly within any of the following areas the rate shall 
be 5 percent of the applicable tariff fare: 

(i) Australia 
(ii) Belgian Congo 
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(iii) New Zealand 

(iv) within Northern Rhodesia, Southern Rhodesia and Nyasaland or be- 
tween these territories and British East Africa 

(v) Singapore, Federation of Malaya, Sarawak, North Borneo, Brunei 

(vi) Union of South Africa and Southwest Africa 

(vii) within or between the territories of New Guinea (including Dutch 
New Guinea), Papua and New Britain, or between these territories and 
Australia. 

(b) for transportation wholly within Argentina, British Bast Africa (Kenya, 
Uganda, Tanganyika, Zanzibar), Canada, Colombia, India, Philipines, Spain, 
United Kingdom or the. United States, the rate shall be as may be authorized 
by the Carrier: 

(c) for all transportation on the following sectors: 
internal lines within Metropolitan France; 
lines between Metropolitan France and overseas territories and posses- 
| sions, countries under Protectorate or under Mandate as well as countries 
associated with the French Union and vice versa ; 
and internal lines of these territories or lines connecting these territories. 
the amount of commission shall be that established by the agreements concluded 
between the Carrier and the Agent. 


The Cuatrman. We will now adjourn to meet tomorrow morning 
at 10 o’clock, when we shall hear as witnesses Juan Trippe, president 
of Pan American World Airways, Inc., and John C. Leslie, vice pres- 
ident, Pan American World Airways. 

(Whereupon, at 3: 50 p. m., the meeting was adjourned to reconvene 
tomorrow, Thursday, June 14, at 10 a. om 

(The: following information was obtained from the CAB form 
41 filed with the Civil Aeronautics Board by Eastern, TWA, Ameri- 
can, and United airlines :) 


AMERICAN AIRLINES, INC. 


| CORPORATE AND SECURITIES DATA, YEAR ENDED DECEMBER 81, 1955 


(1). Give the exact name by which the air carrier was known in law at the 

close of the year. 
| American Airlines, Inc. 
(2). Give the date of incorporation of the air carrier. 
| April 11, 1934. 
(3) State.or other:sovereign power under which incorporated. 
State of Delaware, 
(4). Date of termination of charter. 
' - Perpetual. 
(5) Date and place of annual meetings. 
On the Tuesday preceding the third Wednesday in May in each year if 
not a legal holiday, and if a legal holiday, then on the next secular day 
following at 11 a. m. at the office of the company in Wilmington, Del. 

(6). Give hereunder a complete statement, including dates, of all consolida- 
tions, mergers, reorganizations, changes in corporate name, etc., occurring during 
the year. If, during the year, an original charter of incorporation or a modifica- 

tion of an existing charter was granted, give the name of each Government, State, 
or ares and reference to each statute under which the grant was made. 
one. 

(7) As to any options outstanding at the close of the fiscal year to purchase 
securities of the air carrier from the air carrier: (a) State the amount, with 
the title of the issue, called for by such options; (b) outline briefly the prices 
expiration dates, and other material conditions on which such options may be 
exercised; (c) give the name and address of each person holding such options 
calling for more than 5 percent of the total amount subject to option, and give 
the amount called for by the options of each such person; and (d) for each 
class of such options not previously reported state the consideration for the 
granting os 

one. 
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American Airlines, Inc., and consolidated subsidiary balance sheet as at 
Dec. 31, 1955 


ASSETS 


Current assets: 
- ene funds, and special deposits: 


Working fund advances. -__- 
Special deposits 


13, 890, 987 
Marketable and short-term securities: 

U. 8. Government securities 55, 118, 423 
Other securities 9, 837, 021 
64, 955, 444 
16, 720 
2, 884, 149 
22, 321 
Traffi 29, 126, 430 
Affiliated companies 65, 151 

Subscriptions to capital stock 
Interest and dividends receivable 262, 705 
Other current receivables 2, 901, 805 


Total notes and accounts receivable 35, 279, 281 
Less reserve for bad debts. 140, 850 


Notes and accounts receivable—net. 35, 138, 431 


Materials and supplies: 
Motor fuels 382, 630 
Lubricating oils 49, 969 
Raw materials and miscellaneous supplies 864, 764 

363 
, 707 


1, 297, 
Short-term prepayments 617 
Other current and accrued assets 


Total current assets 115, 899, 932 


Investments and special funds: 
Investments in and advances to sffiliates 1, 635, 213 
Investments in and advances to separately operated divisions 
Investments, other 229, 290 
' Special funds, uninsured losses 
Special funds, other 14, 511, 115 


16, 375, 618 


Operating property and i ment: 
Flight equipment (in ing spare parts) 158, 994, 575 
Less reserve for depreciation 96, 542, 365 
Ground property and equipment 28, 312, 098 
= reserve for depreciation. 15, > = 

3, 132, 859 


78, 188, 132 


Nonoperating property and equipment 61, 289 
Less reserve for depreciation 59, 066 


Nonoperating property and equipment, net 2, 223 


Deferred charges: 
Long-term prepayments 1, 448, 324 
Extension and development 
Unamortized discount and expense on debt 271, 494 
Other deferred charges. 29, 767 


1, 749, 585 


Intangibles: 
Property acquisition adjustment 
Other intangible assets 
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American Airlines, Inc., and consolidated subsidiary balance sheet as at 
Dec. 31, 1955—Continued 


ASSETS—continued 


Capital stock discount and expense: 
Capital stock discount 
Capital stock expense 


LIABILITIES AND CAPITAL 


Current liabilities: 
2010 Notes payable 
Accounts payable: 
2020 General 
2030 | SAE. ..cncnrcarcansicgiiccnannsantdtalistwslialackhoenes 


Airline traffic accounts 
Affiliated companies 


2040 
2050 


Air travel plan liability 
Unearned transportation revenue 
Other current and accrued liabilities 


Total current liabilities__..............- i mipnne=scbnsieee Lidveheittlebe 


Long-term debt: 
ng-term debt (3 percent sinking fund debentures due June 1, 1966)! 
Advances from affiliates 
Advances from separately operated divisions 


Deferred credits: 
NOt GUI NI o. noo a mnincnhgsnedasciaeonsasenedamiodesanenieensineeeall nian 
Unamortized premium on debt 
Other deferred credits (deferred Federal income tax) 


Operating reserves: 
Reserve for aircraft overhaul 
Reserve for engine overhaul ‘ 
ee ee 4k sa wicdeciiteds sips ata sh otis ncpviblaceaeeen i lesions 
Other operating reserves 


Capital stock: 
Preferred stock, $100 par value per share: outstanding, 219,563 shares_ - 
Preferred stock, no par value: outstanding 
Common stock, $1 par value per share: outstanding, 7,583,362 shares 
Common stock, no par value: outstanding 
Capital stock subscribed and unissued 


Capital surplus 

Earned surplus: 
Reserve for uninsured losses 
Other surplus reserves ° «<4 bhcanne 
Unappropriated earned surplus . 42, 554, 682 
io YY at ae en ane 18, 609, 281 


Total earned surplus 61, 163, 963 
FE I iedickcadentnedéntn de elpammarnsseund J banat 87, 333, 056 


Total liabilities and capital 212, 165, 490 





(9. pepeens ceniine Gand Aahemtnes,. oo oosccnncscesdeesaubseaes osesceeesesccpnccadiggpPencess $33, 250, 000 
Less debentures repurchased 7 4 3, 250, 000 





= 


EE atnetetiee wie a || 


“*sJUNOUTIB OSOA UT SOJOTIOCT 


| 


“=-="=="""""=" 19149 ‘S}UOUIJSOAUT [8}0,L 


er re ee ee ne ee oe ee ee 
eres “xOL ‘sued “ouy ‘oO [940 UB [odouIsoD ‘spuog sinqueqep onol ” 
9961 
‘Tg ‘00q 0} yuenbesqns enp) “di0D Ay[vOY “3g Wo}SO YINOS O16 “SHON 
eoUBINSU OJ] YITUIg “Y "CO ‘enTea Jepueiins ys¥) 
219430 ‘s}U9TI4SOA UT 


SOOUBA PB [BIOL 


ose awenanacececacesense==="GI0C [VUJULIO], SOUT[ITY OPIg 389 AA 
Soe: ceed ca > V ‘g ‘BUBOIXO BOIJNBUOIOY OIPeYy 
: — OU] “OO SdIAJOg [BUIUIIA], [BUOTIIBN SOUTLITY 
d10D [BUTUIII], SPUTLATY PPIs SBI 
BIO 494914 FLOAT Y PUBIVAITO 
~~ ="""=""@OLBO JOYO!} AZO 91019 
oul ‘[BUTULIE, Ty [eyUeD 
WO}UTYSB A ‘BOLO 49491} SOUT[ITS poulquIOD 
U0}SUBA | ‘<OWJO 001} SOU] [ATS poulquiog 
““ouy ‘orpey [soNeUOIIV 
a ~~~““auy ‘sjoyO AAS 
‘SOOUBAPY 


S}UIUI}SOA UT [830.1 


di09, [BUJULIO], SOUTTATY pls SOM 
a eer be ee ae ~--=-(g9g0u) *ouy ‘TeUyULIa,L }odiyy FIO, MON 
“ouy ‘Teuyuie,L Jsodiyy y10x MON 
ne Pea ae eA “diog Wodiry ABMpPI 
“odTO 494919 WodITy puvjleadgo 
ou] ‘[BUIUII,L, Ty [ByUID 
diog [BuluLa, souTPAry 
esNoOH SULIVI[O soulpPuTy 
oul ‘0818D ITY 
a Wane rnwenenececennseceno=-—w *§ ‘BUBIIXOT BIIINVUOIOY OIPLz 
ou] ‘O}pey [Bo]yNBUOIOy 
ae oe oe ae Tor weeeweceeceness=-"-qi0C [BUIULIO,, SOUILITY epig Isvq 
oul ‘sjoyO AXS 
(Wo}jBp![osuoo Uo pazeuyUIIT |) 
*yoo%g | 00T ‘ “= V ‘§ ‘OOIxeyY 8p seul[ayy uUvojioUTy 
qual *SJUIUTISOAUT | OST 


ra | 
-quyse | = yueunxTe suof} suoHPPV | (Pesperd sorsyg 
MOH -onped e@Uu0u) 4809 





nD 
oS 
oD 
>) 
F 
5 
a 
qj 
a 
iS 
: 
o 
I 
ea 
G 
mM 
A 
fa 
a 
a 
° 
fe 
Cy 
3 
é 
Z 
a 


OBIT We Jo oMIBN 
jory09 9961 ‘Ig “oeq ‘couse | — 9g61 UT seBueGO P96I ‘Te ‘ood ‘eouvpeg 


9961 ‘IE ‘90q yo sD 
‘OSOl pun ‘OsgI ‘OIgI stunosxpy—soouvapp pun szuswmpssaur Asvipisqns payopyosucs pup “auz ‘sautjwp UvII4eWy—J-y BINAGHOg 





9396 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


STATEMENT OF PROFIT AND LOSS AND EARNED SURPLUS | 
American Airlines, Inc.—System—Period ended Dec. 31, 1955 


Description Quarter . 12 months 
to date 


Prorit AND Loss 
OPERATING REVENUES 


Total scheduled transportation revenues 
Nonscheduled transport services 
Other transportation 


Total transportation 
Federal subsidy 
Incidental revenues, net (scheduie B-1) 


Total operating revenues 


OPERATING EXPENSES 


Flying operations , 198, 
Direct maintenance, flight equipment 8, 328, 28, 648, 177 
Depreciation, flight equipment 15, 899, 299 


107, 745, 476 


Ground operations , 438, 31, 933, 223 
Ground and indirect maintenance 16, 981, 083 
Passenger service 15, 644, 515 
Traffic and sales 23, 331, 240 
Advertising and publicity 6, 394, 344 
General and administrative 16, 811, 950 

2, 634, 381 


113, 730, 736 


Total operating expenses maces 994, 476, 212 
Net operating income 39, 280, 445 
Net nonoperating income (schedule B-1) 


Net income before income taxes 40, 467, 408 
Income taxes . 21, 858, 127 


Net profit or loss for period 


EARNED SURPLUS 


Earned surplus, beginning of period 

Profit or loss for period 

Adjustments to earned surplus (schedule A-1) 
Net changes in er reserves (schedule A-3) 
Dividends (schedule A-1) 

Earned surplus, close of Cassa 
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American Airlines, Inc-—Domestic—Period ended Dec. $1, 1955 


Account | Description Quarter 12 months 
No. to date 
PROFIT AND Loss 


OPERATING REVENUES 


Total, scheduled transportation revenues 
Nonscheduled transport services 
Other transportation 


Total transportation_-_- 
Federal subsidy 
Incidental revenues, net (schedule B-1) 


Total, operating revenues 255, 390, 974 


OPERATING EXPENSES 


Flying operations . 16, 366, 816 61, 916, 653 
Direct maintenance, flight equipment 8, 218, 839 28, 217. 885 
Depreciation, flight equipment 2, 667, 173 15, 652, 813 


105. 787, 351 


Ground operations 31, 162, 185 
Ground and indirect maintenance --.........- ; 16, 619, 719 
15, 332, 446 

Advertising and publicity. . 6, 300. 021 
General and administrative ; 16, 473, 470 
692. 2, 547, 075 


29, 317, 010 111, 217, 218 
Total, operating expenses = 56, 569, 838 217, 004, 569 


Net operating income 8, 029, 604 38, 386, 405 
Net nonoperating income (schedule B-1) 816, 470 1, 176, 663 


Net income before income taxes......................-- 8, 846, 074 39, 563. 068 
‘ 4, 633, 339 21, 362, 282 


Net profit or loss for period 4, 212, 735 
EARNED SURPLUS 


Earned surplus, beginning of period 

Profit or loss for period 

Adjustments to earned surplus (schedule A-1) 
Net changes in surplus reserves (schedule A-3) 
Dividends (schedule A-1) 

Earned surplus, close of period 
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Description 


PROFIT AND Loss 
OPERATING REVENUES 


Transportation: 
Passen: 
Mail, 


Total, scheduled transportation revenues 
Nonscheduled transport services 
Other transportation 


Total, transportation 
Federal subsidy 
Incidental revenues, net (schedule B-1) 


Total, operating revenues 
OPERATING EXPENSES 


Flying operations 
Direct maintenance, flight equipment 
Depreciation, flight equipment 


Ground operations 
Ground and indirect maintenance 
Passenger service 


Advertising and publicity 
General and administrative 
Depreciation, ground equipment. 


Total, operating expenses 


Net operating income 
Net nonoperating income (schedule B-1) 


Net income before income taxes 
Income taxes 


Net profit or loss for period 
EARNED SURPLUS 


Earned surplus, beginning of period. 

Profit or loss for period 

Adjustments to earned surplus (schedule A-1) 
Net changes in surplus reserves (schedule A-3) 
Dividends (schedule A-1) 

Earned surplus, close of period 


$1, 018, 156 
506 
151, 345 


1, 262, 312 


2,618, 518 


4,471, 648 


894, 040 
10, 300 


904, 340 
495, 845 


408, 495 
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American Airlines, Inc.—System—AU services, all types—Period ended 
Dee. $1, 1955 


QUARTERLY FLIGHT AND TRAFFIC STATISTICS 


Item Quarter 12 months 
to date 


Aircraft miles: 
Passenger, property and United States mail: 
Regular trips 
Extra sections 
Property and United States mail only: 
Regular trips 
Extra sections 
Passenger and property only 
NE CE vctisicidaiciiccccccoscesdantssedess 
Nontransport ; 


Cm NOaRwW wr 


Total revenue-miles flown 31, 074, 097 » 685, 
Nonrevenue miles 507, 674 1, 887, 744 


~ 
° 


Total miles flown 31, 581, 771 123, 573, 348 
Passenger traffic: ; 
Number of revenue passengers carried , 845, 7,318, 851 


Revenue passenger-miles (in thousands) : 4, 360, 299 
Nonrevenue passenger-miles (in thousands) 152, 236 


Total passenger-miles (in thousands) i 4, 512, 535 
Available seat-miles operated (in Sey F 6, 408, 823 
Revenue passenger load factor 68. 04 


Ton-miles on revenue flights: 
Passenger Saas free baggage) 105, 338, 891 418, 204, 148 


United States mail 
5, 218, 608 18, 252, 265 


3, 300, 038 
19, 813. 846 
887, 002 3, 995, 860 


‘1 otal revenue ton-miles 134, 584, 827 §21, 117, 773 
Nonrevenue 4, 417, 654 18, 793, 079 


139, 002, 481 
216, 574, 902 
62.14 


Use of aircraft: 
Number of aircraft days assigned _____- : 117.073 
Average revenue hours of use per day per aircraft 17,42 
Aircraft hours: 
I Decne tine isnne ents aust 2 cell 2 131, 118 
OOOO O O——E 
Nonrevenue hours: 
Ferry flights__....._- pecthllpen aout Pikhntae dean 558 1, 808 
Personnel training flights - un pinnate lanl 969 
Extension and develonment flights_ ene ve indcoustiaann 
Other nonrevenue flights. _ __.__- 610 2, 383 
Total nonrevenue hours. ___....__. aide dete 2, 137 7, 993 
Total hours d 133, 255 520, 329 
Miscellaneous: 
Tons of revenue express and freight carried _ ae 31, 563 106, 494 
Aircraft engine fuel consumed (gallons) -_.____- aS 48, 563, 109 190, 493, 735 
Aircraft engine oil consumed (gallons). - -___- 657, 630 2, 631, 576 


Seki & 8 BSSeH& EF SB BIS RE 


1 Data not available. ; 
3 Includes interchange equipment of other carriers , $3,521; excludes AAL interchange equipment, $3,792. 
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American Airlines, Inc.—Foreign—Period ended Dec. 31, 1955 


Aircraft miles: 


om NOt ne 


~ 
o 


_ 
~_ 


= 
ow 


SYLs 


24 
25 
26 
27 
28 
32 
33 


= 


Passenger, pr 
Regular trips 
Extra seotions 
Property and United States mail only: 
lar trips 
Extra sections 
Passenger and property only 
Property only 
Nontransport 


Total revenue miles flown 
Nonrevenue miles 


Total miles flown 


Passenger traffic: 


Number of revenue passengers carried 


Revenue passenger-miles (in thousands) 
Nonrevenue passenger-miles (in thousands) 


Total passenger-miles (in thousands) 
Available seat-miles operated (in thousands) 
Revenue passenger load factor 


Ton-miles on revenue flights: 


Passenger (including free baggage) 
United States mail: 


Total revenue ton-miles 
Nonrevenue 


Total revenue and nonrevenue ton-miles 
Available 
Percent revenue to available ton-miles-_-__......._- 


Use of aircraft: 


Number of aircraft days assigned 
Average revenue-hours of use per day per aircraft 


Aircraft hours: 


Revenue-hours 


Wenepronee Deeg 
Ferry flights 
Personnel training flights 
Extension and ae flights 
Other nonrevenue flights. 


Total nonrevenue hours 
Total hours 


Miscellaneous: 


Tons of revenue express and freight carried..............- 
Aircraft engine fuel consumed (gallons) 
Aircraft engine oil consumed (gallons) ............--...... 


2, 207, 284 
130, 594 


91, 985 
7, 728 


99, 713 
131, 880 
69. 75 


9, 417, 295 
150, 278 


121, 808 


12, 241, 286 
779, 273 


13, 020, 559 
17, 602, 715 
69. 54 


2, 026 
4.16 


8, 656 


SSS 


16 
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Dividends declared, for the year ended Dec. 31, 1955 


Description of stock on which dividend was Annual rate | Amount 
declared 


Oct. 19, 1955 


List of stockholders as at December 31, 1955 


Show separately the name, address, and number of shares of each class of stock 
held by all persons holding 5 percent or more of the issued and outstanding capital 
stock of the carrier as of the close of the year. Where stock is held by nominee, 
state below who has the beneficial interest. 

None. 

Eastern Are Lines, Ino. 


CORPORATE AND SECURITIES DATA, YEAR ENDED DECEMBER 31, 1955 


(1) Give the exact name by which the air carrier was known in law at the 
close of the year. 

Eastern Air Lines, Inc. 

(2) Give the date of incorporation of the air carrier. 

March 29, 1938. 

(3) State or other sovereign power under which incorporated. 

Delaware. 

(4) Date of termination of charter. 

Perpetual. 

(5) Date and place of annual meetings. 

Fourth Tuesday in April each year at Wilmington, Del. 

(6) Give hereunder a complete statement, including dates, of all consolida- 
tions, mergers, reorganizations, changes in corporate name, etc., occurring during 
the year. If, during the year, an original charter of incorporation or a modifica- 
tion of an existing charter was granted, give the name of each Government, 
State, or Territory, and reference to each statute under which the grant was made. 

None. 

(7) As to any options outstanding at the close of the fiscal year to purchase 
securities of the air carrier from the air carrier: (a) State the amount, with 
the title of the issue, called for by such options; (0) outline briefly the prices, 
expiration dates, and other material conditions on which such options may be 
exercised ; (c) give the name and address of each person holding such options 
calling for more than 5 percent of the total amount subject to option, and give 
the amount called for by the options of each such person; and (d) for each class 
. such options not previously reported state the consideration for the granting 
thereof. 

(a) 1954 Eastern Air Lines management stock purchase plan, 200,000 
shares. 

(b) The plan became effective June 11, 1954, and will continue for 5 
years. The purchase price per share is set at $22.75, which was the closing 
market price on June 11, 1954, the date of the plan’s inception. Option 
rights were granted as follows: 

Station managers, maintenance foremen, chief mechanics, and super- 
visors, 100 to 500 shares. 

Department heads, 400 to 1,500 shares. 

Each option holder may exercise his option as to part or all of one- 
fifth of the shares covered by his option each year, or purchase his full 
share in the fifth year of the plan. 

(c) None. 

(d) None. 
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Persons other than directors, officers, and employees receiving compensation for 
personal services in excess of $10,000 during the calendur year 


Name and address Services rendered 


Gambrell, Harlan, Russell Mayo & Richardson, 
Citizens & Southern National Bank Bldg., 


Dewey. Bollentine, Busby, pine & Wood, 
31 Nassau Street, New ork, N A 

Price, Waterloxse & Co., 56 Pine Street, New | Auditing 
Yor 

H. O. Lyon, Miami, Fla 


1 Reflects year end accrual—billing not received to date. 


Balance sheet, as at Dec. 31, 1955 
ASSETS 


Current assets: 
ee Sareea funds, and special deposits: 


154, 824 


22, 182, 670 


Marketable and short-term securities: 
. Government securities 21, 066, 472 
Other securities 42, 552, 826 


63, 619, 298 


Current receivables: 
U. 8. Government. 2, 050, 128 
a governments 


17, 500, 628 


panies 184, 541 
Subscriptions to capital stock 
Interest and dividends receivable 70, 626 
Other current receivables 1, 557, 111 


Total, notes and accounts receivable 21, 363, 034 
Less reserve for bad debts 196, 857 


Notes and accounts receivable, net 21, 166, 177 


Materials and supplies: 
Motor fuels 340, 165 
Lubricating oils 34, 150 
Raw materials and miscellaneous supplies 731, 712 


1, 108, 027 
Short-term prepayments 2, 248. 959 
Other current and accrued assets 7, 310 


Total current assets 110, 332, 441 


Investments and special funds: 
Investments in and ad vances to affiliates 250, 332 
Investments in and advances to separately operated divisions 
Investments, other 
Special funds: 
Uninsured losses 


11, 769, 352 
12, 284, 412 


Operating property and equipment: 
Flight equipn.ent (including spare ne 138, 918, 682 
Less reserve for depreciation 91, 911, 623 
Ground property and equipment . 17, 542, 635 
Less reserve for depreciation " | 8, 318, 897 
Land 95, 230 
: 354, 803 


56, 680, 830 
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Balance sheet, as at Dec. 31, 1955—Continuéd 
ASSETS—continued 


Nonoperating property and equipment 
Less: Reserve for depreciation 


Nonoperating property and equipment, net_..__..............--.-- 


Deferred charges: 
Long-term prepayments... 
Extension and development 
Unamortized discount and expense on debt 
Otek GalesreS GIG aon. 5 on os se esitelenes disc vitesse eulibedsue Lees 


Intangibles: 
Property-acquisition adjustment 
Other intangible assets 


Capital stock discount and expense: 
Capital stock discount 
Capital stock expense 





Current liabilities: 
Notes payable 
Accounts payable: 
General 
Collections as agent 
Airline traffic accounts 
Affiliated companies 


Accrued salaries and wages 
Accrued interest 


Air travel plan liability 
Unearned transportation revenue 
Other current and accrued liabilities 


Total current liabilities 


Installments on capital stock 
Unamortized premium on debt 
Other deferred credits 


Operating reserves: 
Reserve for aircraft overhaul 
Reserve for engine overhaul 
Reserve for pensions 
Other operating reserves. 


Capital stock: 
Preferred stock outstanding 
Preferred stock, no par value, outstanding. 
Common stock, par value per share, outstanding 
Common stock, no par value, outstanding 
Capital stock subscribed and unissued 


181, 457 
220, 341 


4, 809, 872 
1, 705, 157 


6, 515, 029 
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Balance sheet, as at Dec. 31, 1955—Continued 
LIABILITIES AND CAPITAL—continued 


Surplus: 
Capital surplus 


Earned surplus: 
Reserve for uninsured losses 
Other surplus reserves 
Una — earned surplus 
Profit or loss, year to date 


Total earned surplus 


67, 974, 301 


Investments and advances (details of accounts 1510, 1520, and 15380), as at 
Dec, 31, 1955 


Amount of Cost or 
Affiliated companies, separately operated dividend or | Number of shares or book value 
divisions, and other investments —y = in- principal amount (indicate 
come during 


Eastern Air Lines, 2 A.: 
Balance at beginning of year 
Additions during year 
Deductions during year 
Balance at close of year 
Airlines National Terminal Service Co., Inc.: 
Balance at beginning of year. 
Additions during year 
Deductions during year. 
Balance at close of year 
Terminal Sales Co. 
Balance at beginning of year 
Additions during year 
Deductions during year. 
Balance at close of year. is 
United States Capital Kirlines. ticket office: 


Balance at beginning of year. 
Additions during year 
Deductions during year 
Balance at close of year 

New York Airport Terminal, Inc.: 
Balance at beginning of year. 


Additions during year 
Deductions during year. 


Balance at close of year 


Airlines Terminal, Inc., Brooklyn, N. Y.: 
Balance at beginning of year 
Additions during year 
Deductions during year 
Balance at close of year 
Eastside Airlines Terminal Corp.: 
Balance at beginning of year. wo 160 


Advances 
Additions during year 
Deductions during year 


Balance at close of year 
Westside Airlines Terminal Corp.: 


Balance at beginning of year 


Additions during year 
ee ll” 6 ee 


Balance at close of year 
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Investments and advances (details of accounts 1510, 1520, and 1530), as at 
Dec. 31, 1955—Continued 


’ Amount of Cost or 
Affiliated companies, separately operated dividend or | Number of shares or book value 
divisions, and other investments interest in- principal amount (indicate 
come during amount 
year 


Combined airlines ticket office, Evanston: 
Balance at beginning of year_...........----.-.- i 
EE HE a5 cceaccuceneunsésansseneinnd Sieh <a ctdibp GU aadichececel<contnbnninpas 
Deductions during year 
Balance at close of year 

White Plains consolidated ticket office, New York: 

Balance at beginning of year 
Additions during year 
Deductions during year 
Balance at close of year 

Aeronautical Radio, Inc.: 


Balance at beginning of year. 


Additions during year 
Deductions during year 


Balance at close of year 


Airlines Terminal, Inc.: 
Balance at beginning of year 
Additions during year 
Deductions during year 
Balance at close of year 
Air Cargo, Inc.: 
Balance at beginning of year_................-..]...-- Seances 
Additions during year 
Deductions during year... ----. 
Balance at close of year 


Airport Ticket Office Association, Cleveland: 
Balance at beginning of year 


Additions during year 
Deductions during year 


Balance at close of year 


Airlines Clearing House: 
Balance at beginning of year. 
Additions during year 
Deductions during year. 
Balance at close of year 
Investinents—other: 
Cash value of officers life insurance. 
New York City 234 Lae bonds 
Guaranty B & Trust Co., Atlantic City... 
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STATEMENT OF PROFIT AND LOSS AND HARNED SURPLUS 
Eastern Air Lines, Inc.—System—Period ended Dec. 31, 1955 


Description Quarter 12 months 
to date 


PROFIT AND LOss 


OPERATING REVENUES 
Transportation: 
Passenger... - 
Mail, United States 
Mail, foreign 


Excess baggage 


Total, scheduled transportation revenues , € 196, 521, 578 
Nonscheduled eS Ee 67, 691, 204 
Other transportation 12, 907 


Total, transportation , 867, 197, 225, 779 
Federal subsidy. - ahteanete araisceriab leads 
Incidental revenues, net (schedule ‘Be =I). 257, 818 1, 383, 314 


Total, operating revenues........-. niinadenaqueeoaninin 50, 124, 922 198, 609, 093 
OPERATING EXPENSES 


Flying operations ‘ 14, 656, 162 54, 861, 540 
Direct maintenance, flight equipment 7 5, 548, 566 23, 235, 946 
Depreciation, flight equipment 6, 965, 116 24, 377, 082 


27, 169, 844 102, 474, 568 

—_—_——$————§ ——— 

Ground operations 4, 803, 040 18, 087, 142 
Ground and indirect maintenance 2, 036, 753 7, 987, 574 
Passenger service 3, 240, 399 12, 355, 641 
Traffic and sales 4, 094, 855 14, 785, 182 
Advertising and publicity / 1, 114, 469 5, 076, 913 
General and administrative 2, 418, 117 9, 361, 672 
Depreciation, ground equipment 454, 219 1,749, — 


6, 161, 852 69, 404, 012 
Total, operating expenses 171, , 878, 500 aoe 


Net operating income 
Net nonoperating income (schedule B-1)_............-....-.. 


Net income before income taxes.-.................-...- 10, 031, 356 
Income taxes 


Net profit or loss for period , 568, 13, 309, 497 
EARNED SURPLUS 


Earned surplus, beginning of period 57, 021, 620 51, 148, 744 
Profit or loss for period 5, 568, 356 13, 309, 497 
Adjustments to earned-surplus (sehedule A-1)~ -------2----2-}---2-2 ==: 
Net changes in sur oe reserves (schedule A-3) 

Dividends (schedu 625, 575 

Earned surplus, eeee of period 61, 964, 401 61, 964, 401 


77632—57—pt. 1, vol. 4-9 
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Account 
No. 


3100 
3101 
3102 
3103 
3105 
3106 
3107 


3108 
3109 


3900 


— 
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Eastern Air Lines, Inc.—Domestic—Period ended Dee. 31, 1955 


Description 


OPBRATING REVENUES 


‘Fangeperintion: 
Passeng 
Mail, United States 
pee foreign 


Total, scheduled transportation revenues 
Nonscheduled transport services 


Other transportation 


Total, transportation 
Federal subsidy 


Incidental revenues, net (schedule B-1) 


Total, operating revenues 


OPERATING EXPENSES 


Flying operations 


Direct maintenance, flight equipment 


Depreciation, flight equipment 


Ground operations 


Ground and indirect maintenance. _-- 


Passenger service 

Traffic and sales 

Advertising and publicity - - --- 
General and administrative 
Depreciation, ground equipment 


PROFIT AND LOss 


Quarter 12 months 
to date 


$43, 827, 795 

1, 117, 168 
= ne 

795, 471 

692, 999 


47, 127, 921 
66, 332 


47, 448, 704 


13, 830, 999 
5, 358, 623 
6, 488, 934 


25, 678, 556 


4, 562,791 
1, 934, 990 
3, 098, 790 
3, 987, 742 
1, 054, 535 
2, 315, 270 

431, 473 


‘ 17, 385, 591 
Total, operating expenses 43, 064, 147 163, 141, 268 


SSS aS 
Net operating income 4, 384, 557 24, 757, 419 
Net nonoperating income (schedule B-1) 5, 235, 932 5, 165, 974 


9, 620, 489 29, 923, 393 
4, 322, 758 17, 436, 447 


Net profit or loss for period 
EARNED SURPLUS 


Earned surplus, beginsing of period 

Profit or be for period 

Adjustments to earned surplus (schedule A-1) 
Net changes in ere reserves (schedule A-3) 
Dividends (schedule A~1)- 

Earned surplus, close of périod 
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Eastern Air Lines, Inc.—Foreign—Period ended Dec. $1, 1955 


Quarter 12 months 
to date 


Description 


PROFIT AND Loss 


| 
| 
| 
i 


OPERATING REVENUES 
Transportation: 
Passenger $9, 519, 127 
Mail, United States 
Mail, foreign 


154, 877 


Total, scheduled transportation revenues , 671, 10, 176, 955 
Nonscheduled transport services 1,000 7 
Other transportation... -.......---.- 


Total, transportation 
Federal subsidy 
Incidental revenues, net (schedule B-1) 


Total operating revenues. .. ..-..---- , 676, 10, 710, 406 





OPERATING ENPENSES 


Flying operations ions 2, 977, 985 
Direct maintenance, flight equipment-_______- 1, 248, 843 
Depreciation, flight equipment ‘ : 1, 577, 444 


Ground operations 

Ground and indirect maintenance___- 
ian ae ices etniblaiininiineaetties a 
Traffic and sales 

Advertising and publicity - - 

General and administrative____-_-. 

Depreciation, ground equipment 


776, 261 2, 933, 040 


Total, operating expenses 2, 267, oe 8, 737, 312 


Net operating income 1, 973, 004 
Net operating income (schedule B-1) - - 1 1,990 





Net income before income taxes 1, 971, 104 
Income taxes 1, 148, 553 


Net profit or loss for period 822, 551 
EARNED SURPLUS 


ne Se, WE CE IR isacccnntcccncccnsagsacnsiphivdiduddddghedessscehdlecaas 7 
Profit or loss for period 

Adjustments to earned surplus (schedule A-1) 

Net changes in surplus reserves (schedule A-3) 

Dividends (schedule A-1) 

Earned surplus, close of period 


(‘) Denotes negative figure. 
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QUARTERLY FLIGHT AND TRAFFIC STATISTICS 


Eastern Air Lines, Inc.—Domestic, all services—Period ended Dec. 31, 1955 


Item Quarter 12 months to 
date 


Aircraft miles: 
Passenger, property and United States mail: 
Regular trips $88, 707, 621 
Extra sections_-____. a Ra a os 82, 960 268, 853 
Property and United States mail only: 
eer Sthetbtitind hin Shtenel ann ampnegen ella ananpadeanaies 
Extra sections 
Passenger and property only Jan 127, 136 
PIE on inv ode nocaaniinat badbusmindsaiidesses 20, 663 
PRT Donne orcas cndiccseddnsungiasha cis thlekah De sehnheld fin winch eeean 
Total revenue miles flown 23, 559, 439 89, 733, 622 
Nonrevenue miles 840, 319 2, 561, 884 
Total miles flown 24, 399, 758 92, 295, 506 
Passenger traffic: 
Number of revenue passengers carried 1, 648, 448 6, 558, 198 


oPmr NOP wW We 


—_ 
-_- oS 


Revenue passenger-miles (in thousands) 822, 724 3, 344, 448 
Nonrevenue passenger-miles (in thousands) 18, 275 73, 836 


ee 
wb 


Total passenger-miles (in thousands) 840, 999 3, 418, 284 
Available seat-miles operated (in thousands) ...........-- 1, 439, 719 5, 485, 248 
Revenue passenger load factor 57.14 60. 97 


so 
ne 


oe 
a 


Ton-miles on revenue flights: 

Passenger (including free baggage) 83, 687, 519 338, 956, 805 

United States mail: 
a a alll 10, 063, 637 
| | Se SERRE: inineiasiatinsniatntaaettciiedies acl nnncaiialagine dabei ae tag S lt ein ces 

Foreign mail 

DIL. Sc Rondeteeeceneiareuseneeibabsuneuscaseeeee 

Freight 

thi nicicinigannctecnnndcinimadabdnlads tenintdetitete 


Total revenue ton-miles 5 373, 054, 798 
Nonrevenue s 7, 448, 648 


Total revenue and nonrevenue ton-miles___...........- 

Available 

Percent revenue to available ton-miles 
Use of aircraft: 

Number of aircraft days assigned 

Average revenue hours of use per day per aircraft. --.....- 
Aircraft hours: 

Revenue hours 


Nonrevenue hours: 
Ferry flights 
Personne! training flights 
Extension and development flights 
Other nonrevenue flights 


Total nonrevenue hours 
Total hours 


Miscellaneous: : 
Tons of revenue express and freight carried 
Aircraft engine fuel consumed (gallons) 
Aircraft engine oil consumed (gallons) 


— 
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Eastern Air Lines, Inc.—Foreign, all services—Period ended Dec. $1, 1955 


| j 
Code Item Quarter | 12months 
to date 


Aircraft miles: j 
Passenger, property and United States mail: 
RN oat ads kira re ttninmereatbiinedoh oor 870, 525 2, 987, 681 
eee . | 
Property and United States mail only: 
PN Fh can hhh tipeiiintta tnihininhlpite il bicaions 
ee itn nedtih ie encibuans ein timedannwenes 
be gg LE =e 7 
Property only a 
Nontransport 


Total revenue miles flown 
Nonrevenue miles 


Total miles flown 1, 264, 916 
Passenger traffic: 
Number of revenue passengers carried 43, 999 





om NOutw wre 


Revenue passenger-miles (in thousands) 61, 403 
Nonrevenue passenger-miles (in thousands) 183 


Total passenger-miles (in thousands) 61, 586 255, 015 
Available seat-miles operated (in thousands) -- é 110, 849 398, 864 
Revenue passenger load factor 55. 39 63. 58 


Ton-miles on revenue flights: 
Passenger (including free baggage) 
United States mail: 


Parcel post 
Foreign mail 
in a Diicvetindtptcewtndleocdchiesestiecnenehndyh 
Freight 
Excess baggage 


Total revenue ton-miles 
Nonrevenue 18, 539 





Total revenue and nonrevenue ton-miles * 7, 158, 198 
Available 14, 030, 859 
Percent revenue to available ton-miles 50. 89 

Use of aircraft: 
Number of aircraft days assigned 407 
Average revenue hours of use per day per aircraft 11:23 
Aircraft hours: 
Revenue hours 


Nonrevenue hours: 
Ferry flights 
Personnel training flights 
Extension and Cy a flights 
Other nonrevenue flight: 


Total nonrevenue hours 


Total hours 
Miscellaneous: 
Tons of revenue express and freight carried 
Aircraft engine fuel consumed (galloms)_......-......-.-- 
Aircraft engine oil consumed (gallons) 








Dividends declared for the year ended Dec. $1, 1955 


Date 
Description of stock on which dividend was Annual Amount 


declared rate 
Declared Payable 


Eastern Air Lines common stock par value $1 per 
share, regular quarterly dividends 25 cents 
per each share quarterly $621, 596.00 | Jan. 28,1955 | Mar. 15, 1955 

622,310.25 | Apr. 8, 1955 | June 15, 1955 
624, 358.50 | July 29,1955 | Sept. 15, 1955 
625, 575.50 | Oct. 28, 1955 . 15, 


2, 493, 840. 25 
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List of stockholders as at Dec. 31, 1955 


Number and} Percent of 
Name and address class of total out- 
shares held standing 


Merrill Lynch, Pierce, Fenner & pean, 7 70 Pine St., New York, N. Y - ad 140, 846 | 5.62 
Atwell & Co eee 133, 818 | 5. 34 


TRANS WorRLD AIRLINES, INC., SYSTEM 
CORPORATE AND SECURITIES DATA, YEAR ENDING DECEMBER 31, 1955 


(1) Give the exact name by which the air carrier was known in law at the 
close of the year. 
Trans World Airlines, Inc. 
(2) Give the date of incorporation of the air carrier. 
December 27, 1934. 
(3) State or other sovereign power under which incorporated. 
Delaware. 

(4) Date of termination of charter. 

Under its charter, this corporation is to have perpetual existence. 

(5) Date and place of annual meetings. 

Office of the corporation, Kansas City, Mo., on the fourth Thursday in 
April. 

(6) Give hereunder a complete statement, including dates, of all consolida- 
tions, mergers, reorganizations, changes in corporate name, etc., occurring during 
the year. If during the year an original charter of incorporation or a modifica- 
tion of an existing charter was granted, give the name of each government, 
—— or Territory, and reference to each statute under which the grant was 
made. 

None. 

(7) As to any options outstanding at the close of the fiscal year to purchase 
securities of the air carrier from the air carrier: (a) State the amount, with 
the title of the issue, called for by such options; (0b) outline briefly the prices, 
expiration dates, and other material conditions on which such options may be 
exercised; (c) give the name and address of each person holding such options 
calling for more than 5 percent of the total amount subject to option, and give 
the amount called for by the options of each such person; and (d) for each class 
of such options not previously reported state the consideration for the granting 
thereof. 

(7) (a) 378.7 shares of common stock, par value $5 per share. 

(b) (i) Options to purchase 868 shares were granted April 26, 1951, to 
4 officers of the corporation pursuant to the TWA employees stock-pur- 
chase plan, as amended. The purchase price for the shares optioned is 
$12.2434 per share. Such purchase price is payable into a trust fund in equal 
monthly installments over a 5-year period beginning May 1951. At the 
end of such period, or at any time prior thereto, an officer may withdraw 
from the trust fund the amount paid in by him on the purchase price of 
shares optioned to him. If he does not so withdraw, and if he does not 
default in making payments, upon the completion of each year’s payment 
he is entitled, under the plan as amended on June 1, 1950, to receive, if he 
so desires, all such shares with respect to which he has made payment in 
full up to that time, including shares with respect to which he has made 
payment in full in previous years but which theretofore he has not elected 
to have issued to him. Options as to 172 shares were exercised in April 1952, 
and said shares were issued November 3, 1952; options as to 172 shares 
were exercised in April 1953, and said shares were issued May 1, 1953 ; options 
as to 130 shares were relinquished during 1953; options as to 129 shares 
were exercised in April 1954, and said shares were issued May 3, 1954. 
Options as to 129 shares were exercised in April 1955 and said shares were 
issued May 2, 1955; options as to 44 shares were relinquished during 1955. 

(ii) During the period February 29 through March 14, 1952, the corpora- 
tion offered to its stockholders the right to purchase at a price of $21.25 
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per share 1 additional share of the corporation’s stock for each 10 shares 
held. In connection with this offering to stockholders, the corporation was 
obligated under the plan to give each optionee the right to *ubscribe (during 
the subscription period and at the subscription price fixed for stockholders) 
to an option to purchase such number of additional shares of common stock 
as the optionee would have been entitled to subscribe for if the shares covered 
by his option under the plan had been issued at the time of such offering. 
Such subscription price is payable in installments over the balance of the 
period covered by such optionees’ option. Accordingly, on February 29, 1952, 
808 shares were optioned to 10 officers in connection with the offering to 
stockholders on that date. Options as to 24 shares were exercised in April 
1953, and said shares were issued May 1, 1953; options as to 286 shares were 
relinquished during 1953; options as to 5 shares were exercised in April 
1954, and such shares were issued May 3, 1954; options as to 450 shares 
were exercised in October 1954, and were issued November 1, 1954. Options 
as to 25 shares were exercised in April 1955, and were issued May 2, 1955; 
options as to 6 shares were relinquished during 1955. 

(iii) During the period November 19 through December 5, 1952, the 
corporation offered to its stockholders the right to purchase at a price of 
$16 per share 1 additional share of the corporation’s stock for each 7 held. 
Accordingly, on November 19, 1952, 901 shares were optioned to 10 officers 
in connection with the offering to stockholders on that date. Options as 
to 12 shares were exercised in Apri] 1953, and said shares were issued 
May 1, 1953; options as to 62 shares were exercised in October 1953, and 
were issued November 2, 1953; options as to 321 shares were relinquished 
during 1953; options as to 24 shares were exercised in April 1954, and such 
shares were issued May 3, 1954; options as to 431 shares were exercised in 
October 1954, and were issued November 1, 1954; options as to 24 shares were 
exercised in April 1955, and such shares were issued May 2, 1955; options 
as to 9 shares were relinquished during 1955. 

(iv) On October 30, 1952, the directors of the corporation authorized a 
stock dividend of 10 percent payable January 15, 1953, to stockholders of 
record on December 15, 1952. Under the plan option holders were entitled 
to the benefits of the stock dividend on the shares under option as if such 
shares were outstanding. For each share under option December 15, 1952, 
which is subsequently purchased upon exercise of such option, the option 
holder will be entitled to an additional one-tenth of one share. Accordingly, 
760 shares were added to the options in connection with the stock dividend; 
287 of said shares were issued and 74 of said shares were relinquished dur- 
ing 1953 ; 303.9 of said shares were issued and 59.7 shares were relinquished 
during 1954 ; 17.8 of said shares were issued and 5.9 shares were relinquished 
during 1955. 

(v) Options to purchase 415 shares were granted July 23, 1953, to 2 
officers of the corporation pursuant to the plan, as amended. The purchase 
price for the shares optioned is $10.5702 per share. Such purchase price 
is payable into a trust fund in equal monthly installments over a 5-year 
period beginning August 1953. The same provisions as in (0) (i) above 
pertain to these options; options as to 82 shares were exercised in July 
1954, and said shares were issued August 2, 1954; options as to 83 shares 
were exercised in July 1955, and said shares were issued August 1, 1955. 

Shares 
called 
for by 

(c) Name and address: option 


T. K. Taylor, 806 Connecticut Ave. NW., Washington, D. C 
J. L.. Weller, 380 Madison Ave., New York, N. Y¥ 

Gordon Gilmore, 380 Madison Ave., New York, N. ¥ 

D. W. Harris, 10 Richards Rd., Kansas City, Mo 


Total 
(d) Previously reported. 
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MONOPOLY PROBLEMS IN 


REGULATED INDUSTRIES 


Persons other than directors, officers, and employees receiving compensation for 
personal services in excess of $10,000 during the calendar year 


Name and address 


Chadbourne, Parke, Whiteside, Wolff & 
Brophy, 25 Broadway, New York, N. Y. 
Heskine & Sells, Temple Bldg., Kansas City, 


Airport Medical Center, 10011 -irport Blvd., 
Los Angeles, Calif. 

Ammann & Whitney, 111 8th Ave., New 
York, N. Y. 

Batton, Barton, Durstine & Osborne, Inc., 
383 Madison Ave., New York, N. Y. 

Brink’s, Inc., 234 East 24th St., Chicago, Ill. 


William J. Burns International Detective 
ee Inc., 101 Park Ave., New York, 


Blaxter, O’Neill & Houston, Oliver Bdg., 
Pittsburgh, Pa. 

Central Watch Service, 214 West Ohio St., 
Chicago, Ill. 

Cravath, Swaine & Moore, 15 Broad 8t., 
New York, N. Y. 


a mig College Observatory, Cambridge, 

ass. 

Lowell Observatory, care of Package Ma- 
chinery, East Long Meadow, Mass. 


Merrill Lynch, Pierce, Fenner & Beane, 
70 Pine St., New York, N. Y 


Mayer, Friedlich, Spiess, Tierney, Brown & 


P tt, 131 South LaSalle 8t., C jicago, il. 
Russel G. Phillips, 380 Madison Ave., New 
York, N. Y. 
Universal a Agency, 6000 Sunset Blvd., Holly- 


wood, © 


Services rendered 


Auditing services 
Medical services. - - ._. 
Professional services... 
Advertising services. -. 
Protective services... 


Guard services 


Legal services 
Janitor services 


Services with Equi- 
table Life on bond 
mee agreement 


Solar eclipse research _. 


Investigation atmos- 
phere and solar 
eclipse research, 

Advisory and consul- 
tation services. 

Retainer and profes- 
sional services 

Sales promotions -_-_- 


Advertising 


Period covered 


Compen- 


sation 


Oct. 1, 1954, to Oct. 31, | $410, 375. 00 


1958. 
Oct, a to Oct. 29, 
Dee! 1, 1954, to Dee. 1, 
Aug. 1954, to Oct. 31, 
December 1954 to 
December 1955. 
November 1954 to De- 
cember 1955. 
November 1954 to De- 
cember 1955. 
July 1, 1953, to August 
18, 1955. 
January 1955 to Janu- 


Mar. 4to Nov. 11, 1955 


Jan. 1 to Dec. 31, 1955_- 


ae 


January 1955 to Janu- 
ary 1956. 
Dec. 1, 1954, to Jan. 
956. 


1, 


54, 170. 00 
19, 475. 00 
13, 668. 97 
47, 565. 55 
16, 990. 81 
22, 763. 60 


12, 888. 10 
11, 512. 00 
25, 000. 00 


10, 000. 00 
11, 500. 00 


25, 000. 00 
11, 369, 20 
12, 000. 00 
45, 567. 75 
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Trans WorRLD AIRLINES, INO., BALANCE SHEET—SysteM—As aT Dec. 31, 1955 


Final statement 
ASSETS 


Account 
0. 





Current assets: 
Cash ee funds, and special deposits: 


Marketable and short-term securities: 
United States Government securities 
Other securities 


Notes receivable 


Current receivables: 
United States Government 
Foreign governments 
Traffic. 
Affiliated compani 
Subscriptions to capital stock 
Interest and dividends receivable 
Other current receivables . 





Total notes and accounts receivable 
Less: Reserve for bad debts- - ..----.-- ‘ 


Notes and accounts receivable, net 


Materials and supplies: 
Motor fuels ; 
Lubricating oils Susaadancen 31, 306 
Raw materials and miscellaneous supplies 2, 412, 912 


2, 962, 361 


Short-term prepayment conte 3, 794, 449 
Other current and accrued assets ‘ . 531, 921 


Total current assets “ 46, 954, 234 


Investments and special funds: 
Investments in and advances to affiliates 
Investments in and advances to separately operated divisions 
Investments—other 
SE HN “GINO BIIIIID  ncicccicdcnnsndqcasecnpnnssnusduaeabehdbotel 
Special funds—other 





Operating property and eaments 

| Flight equipment (including spare parts) 
Less: Reserve for depreciation 

Ground property and equipment 

Less: Reserve for depreciation 


| Nonoperating property and equipment. .- 
Less: Reserve for depreciation 
Nonoperating property and equipment—net 
| Deferred charges: 
Long-term prepayments 
Extension and development 
Unamortized discount and expense on debt 
Other deferred charges 





See footnote at end of table 
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TRANS WORLD AIRLINES, INC., BALANCE SHEET—SyYsTtTEM— 
As aT Dec. 31, 1955—Continued 


Final statement—Continued 
ASSETS—Continued 


Amount 


Intangibles: 
Property acquisition adjustment 
Other intangible assets 


Capital stock discount and expense: 
Capital stock diseount 
ae ee ib cictchdentcnkcanstucrenconeensesnaehatilinbbhinane |----2222-22-== 
tal | 


LIABILITIES AND CAPITAL 


Current liabilities: 
PI acc ceskcnncctncdicdduvddubvacssaubbiideblskedcttin a 
Accounts payable: 

al a a ha ae 
Collections as agent 

Airline traffic accounts 

Affiliated companies 


$8, 083, 074 
2, 445, 913 
6, 257, 026 

12, 434 


16, 798, 447 


Accrued salaries and wages 

Accrued interest _- 

Accrued taxes (less U. | 

Dividends declared 

Air travel plan liability 

Unearned transportation revenue 
Other current and accrued liabilities 


Total current liabilities 


Long-term debt: 
Long-term debt 


ee SN i oenikiancncdcnntnnascsn<etenncnitnannwieakasigien 
Other deferred credits 


3 |__7 6, 476, 871 476, 871 
6, 6,478, 241 241 


Operating reserves: 
DRORI WR TOT RETUROEG UNNI 56 nc eocg so 6ticweridcnkdasicn iene yneaepinoiens 
TRENTO TOE GND CET I  viini co's n0e00 en siencnb ee hiselin os antntenthn sande 
BI I i on acm ene sie a isenine alias 
FRET GI FONE Picnic once censsdeece4sttiweniuss Gg ennenieneds 


Capital stock: 

Preferred stock, $— par value per share: 

Outstand ing, HDI. Ramadaawseseneenah Gun epunenenedebretennnmelins< 
Preferred stock, no par value: 

Outstand ing, I 7 ninnid li ciian 6a suing season iaeesmeeaeenmniemaa 
Common stock, $5 par value per share: 

Ou tstanding, 3,336,825 shares 
Common stock, no par value: 

Outstand ing, a ee 8  cauinkinlaiaieeicedeweage’ 
Capital stock subscribed and unissued---.---.- Sahtinsindincdaince oan taetiied 


Surplus: 
Capital surplus 


adv ances from affiliates. ...........-------------- aie 
Deferred credits: 
Installments on capital stock 
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TRANS. WORLD AIRLINES, INC., BALANCE SHEET—SYSTEM— 
As at Dec. 31, 1955—Continued 


Final statement—Continued 
LIABILITIES AND CAPITAL—Continued 


Earned surplus: 
Reserve for uninsured losses 
Other surplus reserves 
Unappropriated earned surplus 
Profit or loss, year to date 


Total earned surplus 


Total surplus 
Contingent liabilities 3 


Total earnings and capital 


1 Permanent mail rates established for the years prior to 1954 by the Civil Aeronautics Board Order No. 
E-9530 dated August 30, 1955, on TW A’s international routes are subject to adjustment, to the extent that 
transcontinental operations may have available excess earnings for offset against past subsidy requirements 
of the international division. 

2 Includes provision for deferred United States income taxes, emergency facilities: $6,476,871. 

3 Commitments and contingent liabilities: 

In November 1955 the company was granted options by Hughes Tool Co. to acquire all of its rights 
under two contracts covering the purchase of aircraft at an aggregate ag of approximately $73,561,000, to 
be delivered during 1956 and 1957. The options are exercisable by TWA during 1956, subject to 
CAB approval. It is contemplated that if these options are exercised such aircraft and certain engines 
and related spare parts would be acquired by TWA under conditional sales contracts, TWA paying to 
Hughes Tool Co., as the pane em, the cost to Hughes Tool Co. plus interest at 3 percent on advance 
payments made by Hughes Tool Co., in monthly installments over 5-year periods. 

TWA, along with other airlines, is a defendant in a civil antitrust suit for treble damages of $30 million. 

Management and legal counsel know of no other litigation pending or threatened against the company 
which in their opinion would result in liability which, over and above any insurance coverage in respect 
thereof, would materially affect the company’s financial position or interfere with its operations. 





| ZSL ‘OF IBOA JO VSOTO 4B aOURT eg 


[oso een ban mona becndedeninloseseonsnaedinoon¢sapanants ee en ee eer en ee anne ae ee rere ee avoh ZujMp suo;yonpacy 
cceccoococcoseccooacecosleceseessecesieaneesceceeeas Neen ne eee eee eee eee ee eR eee Oe ne ee 
ze94 JO ZuyUuuseq soURleg 

d109 [Buyuliay, seuTATy 


IBof JO 9SOTD 4B dOUBTE 


4804 ZuINp suoTjonpeqd 

480M SuINp suoTIUIppPV 

aeaf Jo ZujUUTseq 38 GOURTeg 
DOUBIAUOD SUOT Bley [PUUOSIOg SOUTLITV 


IBaM JO BSOO 4B SOURTe 


reef ZujInp suojjonpeqd 

1vah ZujINp SUOTUPPV 

Isak Jo ZuyuUlseq 3B dOUBTEg 
soul ‘asnoy ZujsVayO seulpyy 


1804 JO 9SO[O 18 SOURIS 


qeak ZujMp suoyonpeq 

1vah ZuINp SuOT PPV 

zea4 Jo ZuyuUTseq 48 sOULLe_ 
Vou ‘OZI8O IV 


48a JO asO[o 4B OOUBTE 


ee Ree en ene) ee qeak ZujINp suoljonpeq 
7 oe oe eee ee a ee eee 41804 ZujINp suolIppy 
reaM Jo ZuyuUjZeq 3B sOUBTe 

oul ‘O[pEy [BoyNvuOLIy 


oor|put 
40 2811 poysi[qeyse MOH qua4x gy | (pesperd qunowy 
tt 





qunours 1 WUNouwre fedoujid S}USUIISIAT] Joy30 pus 

eqBoIpuy) | 40 SalBYys jo JequInN|~ TTS ‘SUOISTAIp pozesodo Alozeredes ‘soyuBduI0D poze V 
enpea Zoog ze04 ZulInp euloouy 

10 4809 480104U] JO pusp]AIC 


: 
loo} 
& 
2 
Pp 
a 
g 
a 
a 
: 
S 
a 
= 
Z 
Z 
= 
= 
° 
= 
S 
> 
= 
x 
° 
Z 
fo) 
a 


jo1qu0g 


9961 ‘Ig ‘20q 7 sv (OSGI pun ‘OsgI ‘OIGI s1unosen fo s)tDJap) sa2uDapD puD sjuawjsaauT 
‘ONT ‘SUNITUIY GIHOM SNVUI, 


2420 





2421 


i wera Ivo JO @s0]9 78 OOUBTEg 


rea Zuynp suonjonped 
“reed SULINP SUOTITIPpy 

£69 ‘eg a C , ~-~-eed4 JO ZuTUUTIOqG 3B BOUBTEg 
k *‘y10X MON “dIOH [eUTUAO, seuTAyy opis weg 


008 ‘I re . te aa 7 ~--gB04 JO OSO[D 4B soURTeg 


“seo ZuLINp suopjonpe cy 

~---1804 ZujINp suoTIIpPpYy 

~woreens==<< B94 JO BUTUUTZ0qg 3B GOULTEg 
“OCT ‘WOWuTYSB AA ‘OOIGO 104],L SOUlpATY poyeprjosuoy 


~--=---pad JO ISO] BV dOUBTUG 


“squewAvdoid wie} 
“BUC 0} PediajsuBLL, |” : ’ ao : Sanna ; ’ “----=-seo4 ZULINp suorjonpecy 
ee ; 7 ; : ; 7 area eer -e re nae Iv04 ZujNp suo ppy 
~---yeed Jo SuyuUtseq 7B sOULTEg 

[lI ‘UOysuBAY ‘2OLO ROL], SOUTLATY peuyquio,y 


Iv0A JO OSOTO 7B GOUBTEG 


~~ seed ZuLINp suojjonpec] 

~-yeek ZuLINp SUOTIIPPY 

“aBed JO SuTUUTJEq 4B sOULTEG 
-Ouy ‘TRUTUIIAL, JTy [8s}ueD 





~1B0A JO OSOPO 4B GOUBTEG 


“1804 ZuLINp suononpe 
~-------pod ZULINP SUOTZIPPY 
“-““Jeed JO ZulUULsq 4B BUTTE 
L0TYO ‘PpUuBpeAgyO “diOH UOTPBOOSSY 9OIYO JOHILL Wodipy 





IBaA JO BSO[O Jv sOUBTE 


é 
i 
é 
F 
. 
: 
gj 
: 
: 
: 
E 
: 
2 











B04 Zulnp suorjonped 

re0h JULMp SUuOoTIIpPp VY 

ae04 Jo ZuruUTseq 38 sOULTEg 
UIT ‘I00q ‘WO YALL seuyy 





mM 
fs 
r=} 
a 
=} 
a 
4 
a 
i} 
: 
o 
= 
Gj 
a 
a 
=) 
Fe 
Ay 
b 
a 
& 
z 
5 


2422 


‘0011 


qooupuy 
Jo pag 


“--=-yo04s Jo eseyoung | OOT 


yu019g 


peysi[qeyse MO que}xq (pesperd qunoury [snuuy 
qunouls 1 JUNOUIe [edrould 
e}8OIpuT) [10 SerBYSs Jo JOQUINN 

en[ea yoo ae0h ZuLMp eulooul 

[o13u0D 40 4809 48019}UI Jo pusplAIGT 


VUlOO OI y OOLXeWy MON 
IBOA JO vSO[D 4B DOULTBVG 


avof Zulinp suorjonpeqg 
Ivo JULINP S.OIpPpy 
Ivo JO Fusuulsoq 4B sduBleg 
7VSNOH ZulIvIO—uoljeloossy JAOUSUBLL I] y [VUO]}Buloezuy 


4veA JO asopo 38 OULTEg 


404 Zupnp suojjonpeqd 

avaX ZupINp suo ppY 

reed JO ZuyuuTseq soULTeEg 
:peuUy’] ‘O;pBiuyy [BUuoT;eUus8;UT 


Ivo JO esoja 4B sOULTE 


4804 ZuyiNp suojjonped 
1e04 ZULNp SUOTIPPV 
4104 JO ZUTULTZaq voULIeg 
ACN ‘SUe[d IGM “di0D [BUyULI], SEUTLATY Opis sey 


$}USUI}SIA UT 19430 PUB 
‘SUOISIAIp pojesedo Ajozusedes ‘sotuvdul0d powell Vy 


poenuryu0n—oo6] ‘1g ‘90q sv (OSGI pun ‘OSGI ‘OIGI s7unod0D fo spnjap) sx2UDAapD puD syuaWjsaaUT 


‘ON ‘SENITUIY GTUOM SNVUY, 





2423 


89} BI[ JV 0} SOOUBAPV PUB U] S}UIUTISOAT] [BJO], 
Ivod JO aSO[d 4B DOULTEG 


Ivo Zupinp suonyonpeqd 

4v04 ZuLINp suonippy 

ava JO ZuyuUlsoq 4B VOURTeg 
SOU] ‘[VUTULIA, SOUTLITY Opis 3804 


"yollg L Ivo JO VSO]D 4B BOULTE 


Ivo Zupinp suoponpeq 
eed ZuLINp suonIppy 
4e04 JO SuyuUls0q 4e sOULTEg 


“A ‘O OP “Vg ‘OOO VP soUuTLATY P[1O suBI, 
"O11 : Ivoh JO QSO]D Je BoUBTEG 


Iv0h Zulnp suononpaecy 
Jeo SULINP SUOTIIPp VY 
IeaX JO SulUUIZ0q 4B sOUBLeg 
Ou] ‘JPY W10jSe 44 P [BJUIUTJUOVSUBI], 


M 
S 
oe 
= 
2 
D 
a 
4 
a 
is 
5 
5 
o 
3 
me 
A 
ND 
a 
fa 
. 
~Q 
5 
re 
cy 


Ivo JO aSOjd 4B oOULI TG 


Ivo ZuLINp suononpeqd 
avo ZuLINp suOtIPpY 
1vah JO JusuUTsey 4B dOUL[Yg 
‘SONDYNBUOIOY SUOTBIFUNUIUI0NI[I,|, OP 9[BUOTVUJEJUT Bjof/V0g 


MONOPOLY 


IBA JO ASOD 4 DOURILY 


404 Zulinp suoonpeg 

ave ZulMp suoiippy 

IBA JO ZUTUUTZOG JB BUBB 
vou ‘[BUIULIAT, JA0d.ITy Y1OA MON 





77682—57—»pt. 1, vol. 410 








*SOUBULIOJIOd BSBO] SB OULI[BI] [VIOJOUINIOD BOUBG GIIM pozsodeq ¢ 

‘09 ouoydoral /OrpeH YUNA UOTPOUUOD UT 191;S91g 2 T}1SOdeq BssBO ITA posodeq » “sOUBIIO}JEd ISHeT 
“AJUBIVN GOUBULIOJJEd BS¥e] SB 13}7SAIg 9 [WISOdeq Bss¥O YIM peqsoded ¢ od VY BIplenpHey-YIOX MEN oINoss 07 AjIOYINV FIOX MON JO 110d 9} 04 posped ¢ 
“Aquwiens sv yuoznsysu0gH 2 eseidwy sod wrusedui0D YI pezsodeg » *saj0U (Q) ‘[Tey;}deo SupyIomM (qq) ‘Yoo3s Jo sarwyg (Y) 1 


nage ssecos*<* ae et 
L¥0 ‘12 ‘T : I9Y}O ‘S}UIT}SAA UT (BIO, 


I brT ‘Ausdui0g 7 310quTe M “V 

£82 ‘81 - WOH S esuBy-TUUIO [etst A 

~“| 889 ‘OL oe f 7 ouy ‘sautaty eurddiyiqg 

"| O96 ‘190 ‘T “a ” OUBI[B}] Ve10Y VdUPT 
“eS6T 

~“| ete ‘6I ae ee ge ‘T "AON 3uypINyeUl ‘FEET ‘T “AON pezsp 930u “d10D Uo;WeIAY euwyT 
“SS6I 

Z88 ‘Ts “ube ZujIN{VUI ‘gogl ‘I ‘UBS Peep SPUOg JUSTTUIGAOD UBI[EI] 
“S61 

RPS ‘Oe Ree ee ‘ue ZuyINpeU ‘FOBT ‘T “UBL POIBp Spuog JUeTTIUIeAOD UBI[RI] 
“SS61 

~~") O19» “uBr SUTINGVUI ‘FEST ‘I “UBE poyep SPUOg JUBUTUIOAOD UBI[eI] 
“SS61 

Pree se ‘idy 3uyinyeur ‘oc6t ‘I “dy peep spuoq JUGUTUIOAOL) Weq[eI] 

I ce ee ee ee me ee ee ne ee en Oe SA A oe Se ee ou] “sisjAnyy 

ee. ‘I “S96T ‘OL “G04 Suysnjzeu ‘Zog1 ‘12 “IV}_ poeywp OJ0U UBUIyIN prwNpy 
« V ‘I °),,—8Hisnpuy,’T 

susq  juemeJ0T Np uUoMBoyoury,. smog yuswednoiy 

(AVL) S@uyLTy [euCfeuIeE}UT Yoors) 

V ‘S ‘zig —SalAolsy soyiodsuvly, op vsoidmy 

(.,880Y OQeq NY,,) WD 39 amoued “"T “yy ‘Ss 

“8961 ‘I ‘3ny ZuyINQeuUI “CyHI ‘I “‘3NVY poyep Pug FIO, MON JO ABD 

“6961 ‘I “2ny ZuyN{wu ‘FG 1‘ “3Ny poywp spuog FiO, MAN jo ABD 

“6961 ‘I ‘3ny Zuysngsul ‘epE] ‘1 '3NY peep puog F1OX MEN Jo AWD 

119430 ‘s} W9IT}SeA UT 


REGULATED INDUSTRIES 











} | 
10 Weld poysTiqeyse MOR, =| jueixg =| = (pespetd yunouly fenuuy 
qunourse 1 JUNoUIe [ediouyid S}JUSUTASIAU] JoyjO PuB 
: @}80IPUl) | 10 S8IBYs JO JEqUINN ica ‘SUOISIAIP pojBiodo Alo}eiedes ‘satuBdUI0D poze IV 
enya 4ooq | 3eeé BuLMp ouroouy 
joU09 | 104809 48010}UI JO pueplAlq 
| 





& 
MQ 
= 
fa 
3 
[oe] 
° 
Es 
Ps 
3 
& 
S 
Z 
S 
a 





penunu0j—¢g6] ‘1g ‘29q sv (OSE pun ‘OSGI ‘OIG sunodID fo s)1Djap) Sa2UDapD puD spusmjsaauT 
‘ONT ‘SGNITUIY GTHOM SNVUY, 


2424 





Account 
No. 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2425 


STATEMENT OF PROFIT AND LOSS AND EARNED SURPLUS 
Trans World Airlines, Inc.—System—Period ended Dec. 31, 1955 (final statement) 





Description 


PROFIT AND Loss 


OPERATING REVENUES 
Transportation: 

Passenger .. ; 

Mail, C nited States___- 

Mail, aan. De 

Express... 

Freight. ____- 

Excess baggage.- 

Total scheduled transportation revenues 
Nonscheduled transport services 
Other transportation___- 


Total, transportation - - 


| Federal subsidy 


Incidental rey enues, net (schedule B-1)_. 
Total, operating revenues 
OPERATING EXPENSES 
Flying operations__ 


Direct maintenance, ‘flight ‘equipment_. 
Depreciatian, flight ‘equipment. sae 


Ground operations 


Ground and indirect maintenance -- - - ._- aiacseneantaeaemnenie | 


Passenger service 

Traffic and sales 

Advertising and publicity... .____- ; 
General and administrative oe 
Depreciation, ground equipment__-__---_-_- 


Total, operating expenses 
Net operating income 


Net nonoperating income (schedule B-1)__.--....-..-..------| 


Net income before income taxes 
Income taxes ? 


Net profit or loss for period 
EARNED SURPLUS 


Earned surplus—beginning of period 

Profit or loss for period 

Adjustment to earned surplus (schedule A-1) 
Net changes in surplus reserves (schedule A-3) 
Dividends (schedule A-1) 

Earned surplus—close of period 





12 months 
to date 


$189, 
x 


2, 
3, 


s 
2 
214, , 807 
1, 304, 057 


237, 175 
215, 764, 039 
~~", 529, 313 


217, , 293, = 


63, 071, 525 
23, 861, 957 
18, 328, 903 


105, 262, 385 





723, 519 


1 226, 237 


497, 282 
257, 308 


239, 974 | 


53, 136, 519 | 


23, 592, 471 
13, 101, 045 
14, 599, 712 
23, 810, 856 
8, 271, 205 
15, 165, 099 
1, 936, 572 


100, 476, 960 

205, 739, 345 
"A B54, 007 
? 247; 982 


11, 306, 025 
5, 911, 540 


5, 394, 485 








' Negative fizure. 
2 Includes deferred United States income taxes, emergency facilities: Quarter, $569,521; 12 months to date, 


£2,04 2,000. 
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Trans World Airlines, Inc-—Domestic trunkline—Period ended Dec. 31, 1955 
(final statement ) 


Description Quarter 12 months 
to date 


PROFIT AND Loss 


OPERATING REVENUES 
Transportation: 
Passenger 5, $142, 042, 086 
Mail, United States 1, 199, 024 3, 433, 083 

Mail, foreign cuacenedienaukuanalns: abiasaaeees 
. 1, 034, 587 3, 272, 512 
1, 451, 553 5, 194, 174 
308, 791 1. 374, 735 


Total scheduled transportation revenues 40, 539, 018 155, 316, 590 
Nonscheduled transport services 123, 782 525, 812 
Other transportation 54, 945 226, O11 


Total, transportation 40, 717, 745 156, 068, 413 
Federal subsidy... ‘a LiarbEssmbenehecahangind eden : a Aine deharet a eae 
Incidental revenues, net (schedule B- -1). scsdicliattamiainiabiseaanmaiat : "121, 833 488, 179 


Total operating revenues 40, 839, 578 156, 556, 592 
OPERATING EXPENSES = 


Flying operations 11, 375, 721 44, 798, 470 
Direct maintenance, flight equipment 7, 411, 613 19, 165, 164 
Depreciation, flight equipment 548, 578 14, 147, 073 


19, 335, 912 78, 110, 707 
= 


IIL, ..3 .0.50tnd ci hae ensiminobannetoaianes 4, 259, 317 16, 435, 414 
Ground and indirect maintenance 2, 470, 420 9, 771, 344 
Passenger service 2, 982, 620 10, 638, 179 
Traffic and sales 4, 060, 566 15, 086, 389 
Advertising and publicity 1, 469, 920 5, 352, 976 
General and administrative 2, 558, 408 9, 552, 587 
Depreciation, ground equipment 386, 091 1, 497, 943 


18, 187, 342 68, 334, 832 
Total operating expenses. 37, 523, 254 146, 445, 539 


Net operating income 3, 316, 324 10, 111, 053 
Net nonoperating income (schedule B-1) 1170, 827 1314 


3, 145, 497 10, 110, 739 
1, 621, 950 5, 298, 806 


1, 523, 547 4, 811, 933 


INegative figure. 
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Trans World Airlines, Inc.—Foreign carrier—Period ended Dec. 31, 1955 
(final statement) 


Description Quarter 12 months 
to date 


PROFIT AND LOss 


OPERATING REVENUES 


Transportation: 
Passenger : $9, 161, 774 | : . 472 

1, 476, 045 526, 666 
637, 511 327, 312 


~~” "936, 542 , 638. 160 
Excess baggage 262, 577 | , 125, 607 


Total scheduled transportation revenues 12, 475, 349 , 906, 217 
Nonscheduled transport services 197, 013 8, 245 
Other transportation 5, 801 | 


Total transportation ; 12, 678, 163 
Federal subsidy sania 7 
342, 297 


13, 020, 460 60, 736, 760 





OPERATING EXPENSES 


TU ee 4, 549, 330 18, 273, 055 
Direct maintenance, flight equipment 1, 578, 978 4, 696, 793 
Depreciation, flight equipment : 901, 565 4, 181, 830 





7, 02 29, 873 7, 151, 678 


6100 | Ground operations 1, 898, 869 , 157, 057 
6200 | Ground and indirect maintenance : 886, 079 , 329, 701 
6300 | Passenger service a 1, 030, 435 , 961 533 
6400 | Traffic and sales-_-.--- 2 oe ae reece 2, 059, 454 , 724, 467 
6500 | Advertising and publicity een elds sein Sabie aoc andes emai 1, 003, 018 , 918, 229 
6600 | General and administrative 1, 586, 216 , 612, 512 
6900 iation, i 119, 321 438, 629 
8, 583, 392 32, 142, 128 


Total, operating expenses.............-. pi leanne AS, 613, 265. 59, 293 806 





Net operating income--.--- Seca ea - 12, 592, 805 1, 442, 954 
Net nonoperating income (schedule B- 1)_ 1 55, 410 1 247, 668 


Net income before income taxes... ....-...-- 1 2, 648, 215 1, 195, 286 
Income taxes 1 1, 364, 642 612, 734 


Net profit or loss for period 1 1, 283, 573 582, 552 





1 Negative figure, 





2428 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


QUARTERLY FLIGHT AND TRAFFTIO STATISTICS 


Trans World Airlines, Inc-—Domestic trunk, all services—Period ended 
Dec. 31, 1955 


Item Quarter 12 months 
to date 


Aircraft miles: 
Passenger, popety and United States mail: 
Regular tr 


Passenger and property only 
crOperey only 


Total revenue-miles flown 
Nonrevenue- 


Cm NOGto wre 


_ 
o 


Passenger traffic: 
Number of revenue passengers carried 
Revenue passenger-miles (in thousands) 
Nonrevenue passenger-miles (in thousands) 


Total prmnennentine (in thousands) 
Available seat-miles operated (in thousands) 
Revenue passenger load factor 


Ton-miles on revenue flights: 
Passenger Camas free baggage) 


—_ 
~I 


Total revenue ton-miles , 067, 
Net revenue ‘ 84 20, 128, 412 


341, 195, 417 
96, 


18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 


Percent revenue to available: tom-milles.._........._- oe 
Use of aircraft: 

Number of aircraft days assigned 

Average revenue hours of use per day per aircraft. -____- 


Aircraft hours: 


BS 


136 
37 Extension and development flights 
138 Other nonrevenue flights 


39 Total nonrevenue hours 
40 
44 Tons of revenue a proms and freight carried 


145 Aircraft engine fuel consumed (gallons) 
1 46 Aircraft engine oil consumed (gallons) 





1 This schedule excludes statistics allocated to Foreign Service as follows: 


Line No. 12-month 
amount 


2 Corrections authorized Mar. 28, 1956. 
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Trans World Airlines, Inc.—Foreign air carrier, all services—Period ended 
Dee. 31, 1955 


Code Item 12 months 
to date 


Aircraft miles: 
Passenger, prapenty and United States mail: 
Regular trips 18, 406, 161 
Extra sections - saubbauaicee anata 143, 526 
Property and United States mail only: 
Regular trips 430, 528 
Extra sections : 56, 759 
Passenger and property only ; 2 804, 960 
Property onl eins 4, 238 
Nontransport.........-....------ - ad iiicaiihie nce rubdiactags 


Total revenue miles flown ---_-----_..--.-.-_----- 2S 19, 846, 172 
Nonrevenue miles : 861, 724 


Total miles flown SisesewesEans 5, 125, 180 20, 707, 896 


Passenger traffic: 
Number of revenue passengers carried 4 50, 140 4 242, 099 
Revenue passenger-mile (in thousands) 127, 653 627, 936 
Nonrevenue passenger-miles (in thousands) 11, 333 31, 426 


Total er-miles (in thousands) -- inciaecsaeliae 138, 986 | 659, 362 
Available seat-miles operated (in thousands)... i stebsanee ‘ 228, 708 956, 250 
Revenue passenger load factor. .................--------- 55. 81 65. 67 


Ton-miles on revenue flights: 
Passenger (including free baggage) - ..........-..-.----- ‘ 12, 979, 524 63, 706, 914 
United States mail: 

nits bin aig detiake ve >sp cack} ¢eabeapatinkcial : 8, 938, 321 
IE es sccdichicapussntatcine eens Liaahenetnecmeeaoeded 
Foreign mail 


Cem NOUew we 





Excess baggage 


Total revenue ton-miles 18, 957, 425 
Nonrevenue sel Sua 2, 102, 225 


Total revenue and nonrevenue ton-miles-_---.---_-_-- 21, 059, 650 
: 28, 202, 459 118, 472, 420 
Percent revenue to available ton-miles 67. 70. 86 
Operating performance factor: 
Scheduled miles 
Scheduled miles flown 
I Seer 
Use of aircraft: 
Number of aircraft days assigned 
Average revenue hours of use per day per aircraft _- 
Aircraft hours: 
RS cs soe 
Nonrevenue hours: 
Ferry flights 
Personne] training flights 
Extension and development flights 
Other nonrevenue flights___..__.___.__- 


27 
28 
29 
30 
31 


Total nonrevenue hours 


CN es 3 eer eile le ous 5. 


Number of employees: 
ased in continental United States 
Based outside continental United States 


& 8S 8SER & BB 


Total number of employees 


Miscellaneous: 

Tons of revenue sequen enk:S and re carried__..._- 
345 Aircraft engine fue gallons) 
246 Aircraft engine oil consumed (enllons) 


1 Includes 25,597 miles on which 3,307 ton-miles of United States mail was transported. 
2 Includes 72,568 miles on which 5, 272 ton-miles of United States mial was transported. 
? This schedule.includes statistics "allocated from domestic service.as-follows: 





& & BS 








12 months 


‘ Corrections authorized Mar. 28, 1956. 





2430 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


Trans Wortp AIR.LINEs, INc., SysTEM—DIVIDENDS DECLARED FOR THE YEAR 
ENDED DECEMBER 31, 1955 


If dividends were payable in any manner other than cash, explain in a foot- 
note; if an obligation of any character has been incurred for the purpose of 
replenishing the treasury of the carrier after the payment of any dividend, give 
the full particulars in a footnote. 

None. 


List of stockholders as at Dec. 31, 1955 


: Percent- 
| Beneficial) ,, 

‘ ; “| Number and class of | age of 
Name and address interest; shares held total out- 


| vee standing 


Hughes Tool Co., 2200 Gulf Bldg., Houston, Tex_-_.__....---- Yes_....| Common, 2,476,142-- 74. 256 
Merrill Lynch, Pierce, Fenner & Beane, 70 Pine St., New | N Common, 204,400_... 6.13 
York, N. Y. (the above stockholder of record will not divulge 
the beneficial owners of the stock held by it). 


Untrep Ar Lines, INc., CoRPORATE AND SECURITIES Data, YEAR ENDED 
DECEMBER 31, 1955 


(1) Give the exact name by which the air carrier was known in law at the 
close of the year. 

United Air Lines, Inc. 

(2) Give the date of incorporation of the air carrier. 

July 20, 1934. 

(3) State or other sovereign power under which incorporated. 

Delaware. 

(4) Date of termination of charter. 

Perpetual. 

(5) Date and place of annual meetings. 

Second Tuesday in April at 5959 South Cicero Avenue, Chicago, Ill. 

(6) Give hereunder a complete statement, including dates, of all consolida- 
tions, mergers, reorganizations, changes in corporate name, etc., occurring during 
the year. If, during the year, an original charter of incorporation or a modifi- 
eation of an existing charter was granted, give the name of each Government, 
State, or Territory, and reference to each statute under which the grant was 
made. 

None. 

(7) As to any options outstanding at the close of the fiscal year to purchase 
securities of the air carrier from the air carrier: (a@) State the amount, with 
the title of the issue, called for by such options; (6) outline briefly the prices, 
expiration dates, and other material conditions on which such options may be 
exercised; (c) give the name and address of each person holding such options 
ealling for more than 5 percent of the total amount subject to option, and give 
the amount called for by the options of each such person; and (d) for each 
class of such options not previously reported state the consideration for the 
granting thereof. 

(a) Under the terms of the stock-option plan adopted in 1953, options 
for 150,000 shares of common stock, $10 par value, were issued. As of 
December 31, 1955, 67,560 shares so optional were outstanding. 

(b) Remaining options may be exercised at a price of $22.875 for 62,760 
shares, $33.50 for 3,150 shares, and $41.25 for 1,650 shares with options 
exercisable after September 21, 1955, or 2 years after granting date, which- 
ever shall occur later and expiring on December 31, 1959. Options are 
nontransferable except to the estate of optionee in case of death. Optionees 
must remain in the employ of United Airlines, Inc., for at least 2 years 
after the date upon which the options were granted. In the event of a 
cessation of employment of an optionee after September 21, 1955, the option 
will expire in 3 months. 

(c) W. A. Patterson, 5959 South Cicero Avenue, Chicago, Ill, 10,000 
shares of common stock. 
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List of persons, partnerships, corporations, other than company directors who 
are paid more than $10,000 annually for professional or technical services in 
1955 


Name and address servi , Period | Compensation 
jcovered 


Platt, Continental Illinois Bank Bldg., | 
Chicago, Ill. | 
Skidmore, Owings & Merrill, 100 West Monroe} Architect and engineering._-- 

St., Chicago, Il. service. | 
John R. Steelman, 15th and G Sts. NW., Wash- | Consultation service __-__-. . 11, 000. 00 
ington 5, D. C. | 
Arthur Andersen & Co., 120 North La Salle St., | Audit service_...._.___._- be 5 32, 975. 00 
Chicago, Il. 
James eae Reilly, 1625 K St. NW., Wash- | Washington legal counsel______| ! 30, 500. 00 
ington, D. C. | 
Meryle nee Ruckeyser, ’ West Pine- | Legal service__-_-_- eteiaet | 11, 000. 00 
brook Dr., New Rochelle, N. | | 
Trippet, Newcomer, Yoakum & “Thomas, 458 Legal fees ae .| 12, 160. 00 
South Spring St., Los Angeles, Calif. 
Theiss, Olson, Mecklenburger, Von Holst & | Legal fees on patents SE 10, 626. 00 

ama 77 West Washington St., Chicago, | 
Holman, Nicklewait, Marion, Black & Perkins, | Legal service re engineers | 11, 005. 00 
1006 Hoge Bldg., Seattle, Wash. strike. 
Rohrer, Hibler & Replogle, 135 South La Salle | Legal service----_..-..---.---- 12, 000. 00 

St., Chicago, Ill. 
oaem oe Hewitt & Associates, Liberty- | Consultation service | 20, 234. 00 
ville, | 
Barrington Associates, Inc., 230 Park Ave., New | Management consultation 32, 184. 04 
York, N. Y. | service (sales department). | 
Raymond Loewy Associates, Inc., 444 North | Designing services 110, 946. 85 
Michigan Ave., Chicago, Ill. 
Production Management Engineering Asso- | Engineering services ------.----| 16, 831. 25 
ciates, Inc., 235 Montgomery St., San Fran- 
cisco, Calif. | 
men Sharon Building, San Francisco, |__...do__-._--.---- : 5 11, 299. 36 
alif. | 
Harriman Ripley & Co___..------ | Agent fee in connection with | 180, 000. 00 
debenture purchase. | 


Mayer, Friedlich, Spiess, Tierney, Brown & Legal service... ._---- : 1955 | $261, 990. 00 
| 


11, 595. 65 








United Air Lines, Inc., Final Balance Sheet, as of Dec. 31, 19565 
ASSETS 


| 


| 
Account 
No. | 





| Current assets: 

| Cash, working funds, and special Gepentts: 
1010 Cash Y test Deion -| $13,921, 945 
1020 | Working fund advances-_--------- Se a ee eae 2 Le: on. ; 89, 475 
1030 | Special deposits Caadesaged ae orgie 


Marketable and short-term securities: 
U. 8. Government securities -_._- 
Other securities 


ee get eee fey ee sea 1, 358, 546 


Notes receivable a 1, 703, 303 
Current receivables: 
FC db ath an otha nngiacabid eeshacns cdubasnewn chin de~s ae 2, 952, 114 
Foreign governments ediibdina teen thts demedieee i L ke cele oeecainiens 
Traffic. ... Ms x cpapinieks age acs re 765 
Affiliated companies... 
Subscriptions to capital stock ___--- i.e. ae 
Interest and dividends receivable..........-_........----.--.---.------- 
Re er I ins 0d agit no npsteeue sake onde: ob<s+ecnn 1, 707, 475 


Total notes and accounts receivable PERLE Soc aenn mab ee ete 26, 720, 490 
Less reserve for bad debts 1 226, 538 


Notes and accounts receivable, net..............--.-.--.--.---------.- 26, 493, 952 


1 Denotes negative figure. 
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United Air Lines, Inc., Final Balance Sheet, as of Dec. 31, 1955—Continued 











ASSETS 
— eee eens aaa at a siti ” agent ies 
Account | Amount 
No. 
. sins se as sapiens, assassin liiataiitellies 
Materials and supplies: 
1310 Motor fuels ws ‘ $218, 081 
1320 | Lubricating oils__- 44, 168 
1330 Raw materials and miscellaneous supplies-_ -- 2, 493, 161 
De eee tscbetexencn was: 2, 755, 410 
1410 | Short-term prepayments. 1, - 407 
1420 | Other current and accrued assets__.......-...---- 27, 666 
Total current assets-__. 67, 621, 951 
Investments and special funds: 
1510 Investments in and advances to affiliates ___- 353, 397 
1520 | Investments in and advances to separately operated divisions 
1530 | PUOTRDOUR, GUN. oasis ciiesccaksonsinaeaas : 40, 639 
1540 Special funds: 
Uninsured losses 
1550 Other. 174, 914 
Total__. 568, 950 
| ————=—=>=>_ = 
| Operating property and equipment: 
1600 | Flight equipment (including spare pn = : 162, 074, 379 
2600 | Less reserve for depreciation ____ 1 75, 756, 367 
1600 | Ground property and equipment_ 41, 389, 890 
2600 | Less reserve for depreciation __ 1 17, 340, 400 
1600 | Land 176, 491 
1600 | Construction work in progress __ 19, 627, 896 
Operating property and equipment, net "130, 171, Ks 
1700 | | *eemopevntine property and equipment_- ; 18, 892 
27 Less reserve for depreciation __ __--_- : 1 433 
Nonoperating property and equipment, net 18, 458 
| Deferred charges: [oe 
1820 Long-term prepayments __ 605, 627 
1830 Extension and development __ ‘ 
1840 | Unamortized discount and expense on debt 190, 032 
1850 | Other deferred charges___. F 848, 269 
Total 1, 643, 928 
| Intangibles: : 
1910 Property acquisition adjustment 
Other intangible assets 





1920 | 
Total 
Capital stock discount and expense: 


Capital stock discount 
Capital stock expense 


1950 | 
1960 | 


Total 


Total assets 


LIABILITIES AND CAPITAL 


| Current liabilities: 


2010 Notes payable____- $1, 542, 000 
| Accounts payable: 
2020 General eer 7, 130, 036 
2030 Collections as agent ne s : ta 3, 150, 521 
2040 Airline traffic accounts - - - - .- i 2 bss sabia 11, 400, 161 
2050 Affiliated companies_____- 115, 087 
Total_. a eaten da anda 23, 337, 805 
2110 | Accrued salaries and wages -. acai a ti i ae og ke 7, 198, 359 
2120 | Accrued interest_...............- ss oe af 591, 894 
2130 | Accrued taxes... ............... spss. eipseina italien dactinns ie oa ias ae ada lathe 10, 138, 225 
2140 | Dividends declared__._......-- ciccledekielicade cule unsaatet aime aie ae 
2150 | PE NS REE ILE, LEED SEE OM 5, 748, 550 
2160 | Unearned transportation revenue_______-_.-- ics Sibel Ni hates crea 6, 847, 275 
2170 Other current amd eoormed HaDiMties.... .... 220... cn ccnccccenccccccceeeees 1, 284, 925 


' I OR dotina.nidcddittnnierndakticiaddthapsnameumadabsuaii’ 55, 147, 033 


1 Denotes negative figure. 
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United Air Lines, Inc., Final Balance Sheet, as of Dec. 31, 1955—Continued 
LIABILITIES AND CAPITAL—Continued 





Angas Amount 
vo. 


Long-term debt: 
Long-term debt $37, 012, 000 
a I i eed. ee aia 
Advances from separately operated divisions 


Total 


Deferred credits: 
Installments on capital stock 
Unamortized premium on debt. 
Other deferred credits 


Operating reserves: 
Reserve for aircraft overhaul 
TRON TO Te GO Ns ink o.oo isin nn cece cee cncwncceenccces 
Ne Bie ins cette déscbnonbnarsscinedsodnniek 
Other operating reserves_.......-.-...----.----- 


Total 


Capital stock: 
Preferred stock outstanding 
Preferred stock, no par value, outstanding shares_-..........-.-..--.-------]-------------- 
Common stock, $10 par value per share, outstanding, 3,806,227.5 shares....-- 38, 062, 275 
Common stock, no par value, outstanding 
Capital stock subscribed and unissued.......-.---------- 


32, 062, 275 


CR I on ibs comin eeeakdneetaaerietcneenaickdenneniahabeians “7, 144, 417 


Surplus: 
I II. cicacabictescniats sininp aan in acres la ic ci seo rtentes eeRDnA LE 26, 988, 265 


Earned surplus: 
Reserve for uninsured losses 
Other surplus reserves 
Unappropriated earned surplus 23, 672, 499 
Profit or loss, year to date 11, 244, 577 


Total earned surplus : 37, 365, 186 
Total surplus. 71, 497, 868 


Total liabilities and capital 290, 025, 176 
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Account 
No. 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


STATEMENT OF PROFIT AND Loss AND EARNED SuRPLUS 


United Air Lines, Inc.—System—Dec, 31, 1955 (final) 


Description 


PROFIT AND LOss 


OPERATING REVENUES 
Transportation: 


as eel aeiel 


Mail, United States 
Mail, foreign 
Express....._. ie tia 
Freight - 

Excess baggage 


Total scheduled transportation revenues_.-.-.- 


Nonscheduled transport services 
Other transportation 


Total transportation 
Federal subsidy-. 
Incidental revenues—net (schedule B-1) 
Total operating revenues 
OPERATING EXPENSES 
Flying operations_. 
Direct maintenance—flight equipment 
Depreciation—flight equipment 
Total 
Ground operations 
Ground and indirect maintenance 
Passenger service 
Traffic and sales 


Advertising and publicity 
General and administrative 


Total operating expenses 


Net operating income 
Net nonoperating income (schedule B-1) 


Net income before income taxes 
Income taxes 


Net profit or loss for period 
EARNED SURPLUS 


Earned surplus, beginning of period 


| Profit or loss for period - 


Adjustments to earned surplus (schedule A-1) 
Net changes in surplus reserves (schedule A-3) 
Dividends (schedule A-1) 

Earned surplus, close of period 


1 Denotes negative figure. 


Quarter | 


$49, 059, 702 


1, 435, 171 
1, 923, 968 
526, 519 


55, 526, 927 
7,515 
50, 256 


55, 814, 698 


56, , 308, 124 


14, 198, 578 
o, 640, 781 
4, 184, 802 


25, 024, 161 


12 months 
to date 


207, 812, 224 
7, 491, 417 


17, 735, 765 


100, 038, 213 


29, 350, 410 
17, 598, 651 
15, 938, 314 
22, 823, 510 

5, 239, 576 
16, 587, 640 

3, 268, 271 


110, 806, 372 
210, 844, 585 


23, 245, 998 
1 740, 748 


22, 505, 250 
11, 260, 673 


11, 244, 577 


31, 565, 250 
11, 244, 577 


37, 365, 186 
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United Air Lines, Inc.—Trunk—Dec. 31, 1955 (final) 


Description | Quarter | 12months 
| | to date 


PROFIT AND Loss 


OPERATING REVENUES 
3100 | Transportation: 
3101 Passenger 
3102 Mail, United States 
3103 Mail, foreign 
3105 
3106 
3107 


Total scheduled transportation revenues 


Nonscheduled transport services 
Other transportation 


Total transportation 
PO i ivvn ncn ancien asaamensinaakhadbsistsietiahohen 
Incidental revenues, net (schedule B-1) 


Total operating revenues 





OPERATING EXPENSES 


Flying operations , 
Direct maintenance, flight equipment___. 32, 840, 903 
Depreciation, flight equipment 16, 880, 365 


95, 093, 635 


Ground operations... ___.._- ee 28, 577, 462 
Ground and indirect maintenance os CEN a 16, 802, 801 
I I licerteno ns scernsancessaoe 3, 15, 050, 629 
Traffic and sales , 37 21, 654, 942 
Advertising and publicity_..................- : 4, 970, 629 
General and administrative. __. nao othe ai ) 15, 875, 715 
Depreciation—ground equipment__-_-____. 805, 708 | 3, 195, 715 





ERE cnbditinccccccansenncetannwavencauneanl 27, 468, 459 | 106, 127, 803 


Total operating expenses 51, 252, 038 | 201, 221, 528 
Net operating income... 2, 369, 000° 20, 906, 518 
| 








Net nonoperating income (schedule B-1) 1 274, 193 1 680, 647 


Net income before income taxes . 2, 004, 807 | 20, 225, 871 
| Income taxes 933, 825 10, 086, 119 


Net profit or loss for period 1, 160, 982 | 10, 139, 752 





Denotes negative figure, 


77632—57 —pt. 1, vol. 4-11 
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3100 | 


3101 
3102 
3103 
3105 


3106 | 
3107 | 


3108 
3109 


3900 
4100 
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United Air Lines, Inc.—Foreign—Dec. 31, 1955 (final) 


Description 


Quarter 








PROFIT AND Loss 


OPERATING REVENUES 

Transportation: 

Passenger -. ‘ 

Mail, United States_. 

Mail, foreign __- 

Express_. 

Freight... _- —— 

Excess baggage - _- 


Total scheduled transportation revenues. - 


Nonscheduled transport services_ 
Other transportation __- 


Total transportation 
Federal subsidy --- oad 
Incidental revenues, net (schedule B-1) -__-- 


Total operating revenues___..-__-- 
OPERATING EXPENSES 


Flying operations____- 
Direct maintenance, flight equipment... . 
Depreciation, flight equipment 


Ground operations__- ‘ 

Ground and indirect maintenance _ -- 
-assenger service. .............-- 

Traffic and sales. -- 

Advertising and publicity 

General and administrative__ -- 

Depreciation—ground equipment 


Total operating expenses...__.....-.-- a tities 


Net operating income_--. 
Net nonoperating income (schedule B-1) 


Net income before income taxes 
Income taxes icine 


Net profit or loss for period 


1 Denotes negative figure. 








$2, 385, 153 
192, 594 


36, 243 | 


9, 553 


2, 623, 543 


2, 687, 086 


713, 525 
318, 010 
209, 047 
1, 240, 582 


202, 695 


2, 461, 415 | 


225, 671 








12 months 
to date 


$11, 106, 820 
448, 


2, 992, 627 
1, 096, 551 

855, 400 
4, 944, 578 


772, 948 


4, 678, 479 


9, 623, 057 


2, 339, 480 
1 60, 101 


2, 279, 379 
1, 174, 554 


1, 104, 825 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


QUARTERLY FLIGHT AND TRAFFIC STATISTICS 
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United Air Lines, Inc—Trunk line, all services—Period ended Dec. 31, 1955 


Code 


24 
25 
26 
27 
28 
29 
30 
31 


& 88 


SS #488 


ao 
Noe 


~ 
an 


44 
45 
46 





Item 


Aircraft miles: 

Passenger, property and United States mail: 
Regular trips 
Extra sections 

Property and United States mail only: 
are 2 ne oan 
Extra sections : 

Passenger and property only 

Property only ; 

Nontransport 


Total revenue miles flown. _- 
Nonrevenue miles___.......-- 


Total miles flown 


Passenger traffic: 
Number of revenue passengers carried cana 
Revenue passenger-miles (in thousands) _.--.........--- 
Nonrevenue passenger-miles (in thousands) 


Total passenger-miles (in thousands) -- ; 
Available seat-miles operated - thousands) 
Revenue passenger load factor _- ees 


Ton-miles on revenue flights: 
Passenger (including free baggage) 
United States mail: 

Letter and parcel putt. pe 
Parcel _ ee 
Foreign mail_- 
i 
ci niancicacteisimmepeimait 
Excess baggage. - ----- 


Total revenue ton-miles__..........--- —— 
Nonrevenue 


Total revenue and nonrevenue ton-miles 

Available . - 

Percent revenue to avuilable ton-miles_ 
Operating performance factor: 

Scheduled miles - - - - 

Scheduled miles flown 

Percentage completed 
Use of aircraft: 

Number 2f aircraft days assigned 

Average revenue hours of use per day per aircraft - . 
Aircraft hours: 

Revenue hours 


Nonrevenue hours: 
Ferry flights 
Personnel training flights- is 
Extension and a flights___ 
Other nonrevenue flights 


Total nonrevenue hours 
Total hours 


Number of employees: 
Based in continental United States. ..........-.....--..- 


Based outside continental United States............----- 


T >tal number of employees 
Miscellaneous: 
Tons of revenue express and freight carried 
Aircraft engine fuel consumed (gallons) 
Aircraft engine oil consumed (gallons) 


1 Not available, 





Quarter 


24, 360, 112 
195, 612 


949, 521 


886, 161 
28, 740 


914, 901 
1, 402, 528 
63. 18 


84, 185, 305 


12 months 
to date 


98, 746, 004 
567, 529 


4, 065, 142 
239, 127 
1, 365, 312 


104, 984, 042 


2, 687, 751 


107, 671, 793 


5, 503, 424 

3, 771, 686 

127, 055 

3, 898, 741 

5, 614, 966 

67.17 

358, 310, 193 

25, 103, 908 
(*) 


"42, 791, 971 
39, 553, 351 
3, 952, 343 








104, 963, 232 
4, 689, 879 


109, 653, 111 


185, 940, 947 
56. 45 


26, 839, 946 
25, 671, 694 
95. 65 


15, 585 
7:04 


110, 660 


873 


3, 457 
114, 117 





439, 711, 766 
19, 925, 993 
459, 637, 759 
749, 174. 138 
58. 69 


106, 278, 004 
103, 506, 310 
97. 39 


62, 358 
7:04 


441, 644 


3, 317 
9, 782 


1,319 
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United Air Lines, Inc.—Foreign, all services—Period ended Dec. 31, 1955 


Code Item Quarter 12 months 
to date 


Aircraft miles: 

Passenger, property and United States mail: 
Regular trips 
Extra sections 

Property and United States mail only: 
Regular trips 
Extra sections. ---.._.- 

Passenger and property only--- 

Property only 

Nontransport 


NOQarte nr 


Total revenue miles flown 
Nonrevenue miles 


Total miles flown 


~ 
co ©e 


Passenger traffic: 
Number of revenue passengers carried 








Revenue passenger-miles (in thousands) 
Nonrevenue passenger-miles (in thousands) 


Total passenger-miles (in thousands) _-..........-.--.-.- 
Available seat-miles operated (in thousands) 
Revenue passenger load factor 


Ton-miles on revenue flights: 
Passenger (including free baggage) 
United States mail: 





Excess baggage 


Total revenue ton-miles 
Nonrevenue 


Total revenue and nonrevenue ton-miles 
Available..........- 
Percent revenue to available ton-miles 
Operating formance factor: 
Scheduled miles 
Scheduled miles flown 
Percentage completed 
Use of aircraft: 
Number of aircraft days assigned 
Average revenue hours of use per day per aircraft 


£283 8N 


88 


Aircraft hours: 
Revenue hours 


= 


Nonrevenue hours: 
Ferry flights 
Personnel training flights 
Extension and development flights 
Other nonrevenue flights 


39 Total nonrevenue hours 


40 Total hours 

Number of employees: 
41 | Based in continental United States. --..........-...- ee ee eee ee: ee 
42 Based outside continental Uni 


43 Total number of employees 
Miscellaneous: 
44 Tons of revenue express and freight carried 
, 45 ' Aircraft engine fuel consumed (gallons) 
46 ' Aircraft engine oil consumed (gallons) 24. 651 


DN hi hE NE al ceeeeeecpiaeennineenecimciieinissibad a lnteiciasbiatee Macinethiate Tanal Ie nscdhidilicamiisby 


, + Not available. 
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United Air Lines, Inc., dividends declared for the year ended Dec. 31, 1955 








Date 
Description of stock on which dividend was declared |Annual Amount a 
rate 


Declared Payable 


| 
4% cumulative preferred $100 par_...__...-- Jan. 26,1955 | Mar. 1, 1955 
4% cumulative preferred $100 par ane Apr. 12,1955 | June 1, 1955 
44 cumulative preferred $100 par June 30,1955 | Sept. 1, 1955 
4% cumulative preferred $100 par_...........-...------ b 58 | Aug. 26,1955 | Oct. 10, 1955 
Common stock, $10 par Jan. 26,1955 | Mar. 15, 1955 
Common stock, $10 par Apr. 12,1955 | June 15, 1955 
Common stock, $10 par ninkinbbdinte June 30,1955 | Sept. 15, 1955 
Common stock, $10 par Oct. 25,1955 | Dec. 15, 1955 


| 
| 
Ie cei 
“34.50 | $234,008 
| 








Note.—3 $0.25 dividends declared on common stock; 1 $0.75 dividend declared on common stock. 


List of stockholders as at Deco. 31, 1955 


Beneficial Number and class of | Percent of 
Name and address interest shares held total out- 
(yes or no) standing 


Common steck: Merrill Lynch, Pierce, Fenner & 
Beane, 70 Pine St., New York, N 









MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 
(Airlines) 


THURSDAY, JUNE 14, 1956 


House or REPRESENTATIVES, 
Antitrust SUBCOMMITTEE OF THE 
CoMMITTEE ON THE JUDICIARY. 
Washington, b.¢. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in room 
346, Old House Office Building, Hon. Emanuel Celler (chairman of 
the Judiciary Committee) presiding. 

Present : Representatives Celler, Rodino, Rogers, Quigley, Keating, 
and McCulloch. 

Also present: Herbert N. Maletz, chief counsel; Kenneth R. Har- 
kins, cocounsel ; and Julian H. Singman, assistant counsel. 

The Cuatrrman. The committee will come to order. 

Our first witness today is Mr. Juan T. Trippe, president of Pan 
American World Airways, Inc. 

Mr. Trippe, will you state your name to the stenographer and your 
address and affiliation with the company, and will you identify the 
gentlemen who are with you ? 


STATEMENT OF JUAN T. TRIPPE, PRESIDENT, PAN AMERICAN 
WORLD AIRWAYS, INC. ; ACCOMPANIED BY JOHN C. LESLIE, VICE 
PRESIDENT, PAN AMERICAN WORLD AIRWAYS, INC.; AND JOHN 
C. PIRIE, ASSOCIATE GENERAL COUNSEL 


Mr. Triverr. My name is Juan T. Trippe. I have been president 
of Pan American World Airways, Inc., for the last 29 years since it 
commenced operations. 

On my left is Mr. John Leslie, our vice president, administration, and 
on my right is Mr. John Pirie, our associate general counsel. 

Shall I proceed, Mr. Chairman ? 

The CuarrmMan. Yes; you may proceed. 

Mr. Trierr. Mr. Chairman, I have no prepared statement, but I 
appreciate this opportunity to make an informal statement, and also 
to present a number of charts to the committee. I hope these will serve 
to clear up a number of misconceptions that may exist relating to inter- 
national air transport as compared to domestic air transport, and also 
relating to our company’s relative position in the industry today and 
over the past 29 years. 

Pan American, which its competitors have sought to paint as a giant 
monopoly, is in reality subject to an amount of competition on its in- 
ternational routes which make United States domestic airline opera- 
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tions, protected against unregulated, cheap labor, foreign competition, 
a pink tea party. 

F wish first therefore to answer this ridiculous charge that Pan 
American Airways is a monopoly. 

I have here a series of maps and charts illustrating the direct com- 
petition to which we are subject throughout our system. First I will 
refer to chart 1. 

Mr. Chairman, can the committee see these charts? Are they prop- 
erly located ? 

The CuarrMan. I cannot see them too distinctly. I don’t know 
about the other gentlemen. You might bring them up in front of the 
table you have there. 

Mr. Tripper. Mr. Chairman, this first chart illustrates the amount of 
competition to which we are subject on our Atlantic operations, that 
is services originating here in the continental United States, chiefly 
in New York, and extending to Europe, to the Middle East and to 
India, as well as to South Africa. : 

You will note on the most densely operated routes the trans-Atlantic 
services between the United States and Europe, we are subject to no 
less than 13 foreign-flag competitors. On the route to South Africa, 
which is characterized S the Civil Aeronautics Board as a so-called 
national-interest route—— 

The Cuareman. Mr. Trippe, pardon the interruption. 

Do you have some small copies of these charts that we can put in 
the record ? 

Mr. Trrere. We will have some made, Mr. Chairman. 

The Cuarman. I think it would be well to do that so we can have 
in the record the correlation of what you say with the graphic 
description. 

Mr. Trrepr. Yes; they will be furnished, Mr. Chairman. Refer- 
ring to the route to South Africa, which is in category of a national- 
interest route—in other words a route which our Government has set 
up on the premise that it will have to be subsidized but must be oper- 
ated in the national interest—on that route we have no less than four 
competitors. 

(Norr.—See PAA chart A, see opposite p. 2448.) 

You can see the competition continues through the Middle East and 
to India and Calcutta, which is the eastern terminus of our Atlantic 
operations. The red lines, of course, are our competitors. The single 
blue line is the Pan American Airways service. 

Mr. Chairman, I would like to compare that heaviest traveled route 
in the international field, the service between the United States and 
Europe, with the most densely traveled route in the United States, 
that between New England and Miami. That route, the route alon, 
the Atlantic coast, is twice as heavy a route in terms of density o 
traffic, number of passengers carried per year as is the transatlantic 
international route. And, yet, on the transatlantic international 
route, we have 13 competitors, whereas on the domestic route between 
New England, New York, Philadelphia, Baltimore, and Miami, there 
are but two competitors at the present time. 

The CuHarrMan. In other words, between New York and Miami 
there are only two lines operating ¢ 

Mr. Trirre. That is correct, Mr. Chairman. 
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The Cuarrman. I can testify from my own experience that there 
are far more potential passengers that want to book space than is 
available, and that causes a great deal of inconvenience to many 
of those who are either in Miami or New York and want to get to 
the other city. 

This committee naturally is interested in competition. We don’t 
want monopolies of 1 or monopolies of 2. I do hope CAB would 
take most earnestly into consideration the pending applications, in- 
cluding your own, for additional lines between Miami and New York. 
That is my own personal view. 

Mr. Rogers. Do you have pending an application to operate from 
New York to Miami? 

Mr. Trrrre. We do, sir, but since that is a case before the CAB, 
perhaps it would not be proper for me to discuss it. 

Turning to our second chart, Mr. Chairman, here we show the 
competition in the Pacific area. (See PAA chart B, see opposite p. 
2448, ) 

First of all, take the service between the United States and the 
Orient. There is a long thin route, but there are no less than four 
competitors in addition to SAS, the Scandinavian company, that is 
about to start operation on their polar route between Europe and the 
Far East. 

You will note, Mr. Chairman, that the Pan American services ex- 
tend from the continental United States to Honolulu, to Wake Island, 
to Tokyo, and to Hong Kong and beyond, as well as to Manila, Hong 
Kong, and beyond, and from the continental United States to Hono- 
lulu and on to New Zealand and Australia. 

On the latter route you will see from the chart that we have a total 
of four competitors. On that route we maintain service on a fre- 
quency of but three schedules per week. 

Mr..McCutxnocnu. Mr. Chairman, I would like to inquire if the four 
competitors which the witness has mentioned are American flag com- 
petitors or are they foreign competitors ? 

Mr. Trrere. Sir, on the route to Australasia, our competitors are all 
foreign flag. 

On the route to Honolulu we have two American competitors. On 
the route to Tokyo and the Orient, we have 1 American competitor in 
addition to 2 foreign competitors. 

Mr. McCutxocu. Are any of the foreign competitors subsidized by 
their governments? 

Mr. Triprer. They are. On the route to New Zealand and Australia, 
one competitor is Canadian Pacific Air Lines, generally regarded as 
the largest transportation company in the world. 

The second is the company owned by the Australian Government. 

The services to Honolulu are maintained by United Air Lines op- 
erating between Los Angeles and Honolulu paralleling Pan Ameri- 
can, and also from San Francisco to Honolulu, paralleling Pan 
American. 

On the route between Seattle, Portland, and Honolulu we have com- 
petition from Northwest Airlines. On all these routes we are subject 
to severe competition. 

Mr. McCuttocn. Is my understanding correct that the American 
flagship lines are not now subsidized, that is your line is not subsidized 
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nor are the other American lines which fly the Pacific or any part of 
the lines subsidized ? 

Mr. Triprr. Sir, the service to Australasia is also regarded in the 
category of a national-interest route. If this route were segregated, 
there would be subsidy involved. 

The operations are grouped together. 

There is no subsidy for the operation between the continental United 
States and Honolulu. 

With respect to the service to Tokyo, our service currently is again 
coming into the subsidy category because of the gradual loss of mili- 
tary mails which is largely going on the direct route of Northwest 
Airlines rather than on the round-about route which we still fly because 
of a requirement that on all flights picking up or discharging traffic 
in Tokyo, we are required to make a landing at a mid-Pacific island. 
That has meant that the military mail that we carry in relation to our 
American-flag competitor is gradually tapering off. 

I think the ratio has changed from about 3 to 1 in our favor 2 years 
ago, to about 1 to 3 now. Because of this we have come back into 
the subsidy category. 

The Cuarrman. Mr. Trippe, either now or later for the record will 
you supply information showing what percentage of total business 
you do on each of those routes that you mentioned as compared with 
the total business of all your competitors on each of those routes? 

Mr. Triere. I will be very glad to, sir. 

I don’t know whether we can get the total business of the foreign- 
flag airlines. We will get whatever is available, Mr. Chairman. I 
think we can get a general picture that will be helpful to the com- 
mittee. 

The Carman. Wouldn’t [ATA have that information ? 

Mr. Trrerr. The only agency I believe that would have any such 
figures is ICAO, the government agency in Montreal of which our 
Government is a member. Perhaps if the committee is interested you 
might ask them. That is a governmental group and not an agency 
of the international airlines. 

The CuatrmMan. Will your representative try to get it for us? 

Mr. Trrere. Indeed we will. 

The Coamman. You said ICAO? 

Mr. Trrevz. ICAO. That is a unit of the United Nations of which 
our Government is a member that has to do with international civil 
aviation. 

Mr. Rogers. Now you gave us information about the Orient as to 
subsidies for competing lines. 

Do you have the same information as to the 13 foreign lines that you 
compete with from here to Europe? 

What is the situation there? 

Is there any subsidy in those cases? 

Mr. Tripper. There is no subsidy, sir, on the American-flag services 
hetween the United States and the European gateways. There is 
some on the so-called national-interest routes on the Atlantic services. 

Mr. Rogers. What I am interested in is your competitors. 

You say you do not have any subsidy. 

Now do you know what the situation is as to your competitors? 
Of the 13 foreign lines that are in competition with you, have you any 
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information as to how much subsidy they may be receiving or who may 
control them from foreign governments ! 

Mr. Triere. Sir, the great majority are wholly owned government 
services, the British, the French, the Germans, all our principal 
foreign-flag competitors, are divisions of their governments. To trace 
the economic aid they receive is very difficult. 

We do know that advantages, assistance in terms of securing equip- 
ment and so forth, have been given and will of course continue to be 
given. These companies in effect are divisions of their air ministry. 
They in no sense can be regarded as private enterprise—operating in 
that category as do the American carriers. 

Mr. Rocers. In other words, you have a situation where your com- 
petitors are at least controlled by the government and you are not in 
a position to ascertain whether or not they are making a profit or 
whether they are losing money and whether those governments are 
making it up or not. 

Mr. Tripper. That is right, sir. We have no means of finding out 
what indirect aids of one kind or another are made available to these 
Government-owned companies. 

The companies make annual reports which are available, but they do 
not trace back the indirect aids that they receive. 

Mr. Rocers. That is they make reports to the Government? 

Mr. Trrere. That is correct—to the Government. 

Mr. Rogers. Are they available to you people? 

Mr. Triere. Yes, and also the public. 

Mr. Rogers. And the public. 

Mr. Trrepe. That is correct, sir. 

Now, lastly, Mr. Chairman, we turn to the services in Latin America, 
and here we have a veritable maze of competition—European flag, 
Canadian flag, Latin American companies, owned mostly by their gov- 
ernments, as well as the United States-flag companies of which there 
are a number operating in that area. Also, we are soon to have addi- 
tional service in Latin America coming through from the Orient— 
organized in the Orient that will serve the Latin American field via 
the United States. 

This chart shows the American-flag services. 

(See PAA chart C, see opposite p. 2448.) 

The red lines again show the foreign-flag services. On practically 
every route you will note a tremendous amount of paralleling com- 
petition. Our Latin American services today are subsidized. 

These foreign-flag services, for reasons I will refer to in a minute, 
are not subject to economic regulation by any common regulatory body. 

Foreign mails which many years ago we carried as pioneer operators 
from those countries to the United States is now largely carried by 
the foreign-flag carriers of these respective governments. 

Mr. Keattne. May I interrupt, Mr. Chairman. 

Do you mean that most of these South American or Latin American 
countries do not have any regulatory body comparable to our CAB? 

Mr. Triepe. The larger companies are government-owned—for in- 
stance the government-owned company in Venezuela. It functions 
as a branch of its air ministry. There is no regulatory body in Vene- 
zuela as we understand public utility regulation. The government 
supports the position of that company, whatever it may be. 
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Mr. Keartine. Are there any private enterprise ventures in the Latin 
or South American countries ! 

Mr. Trivre. There are several companies in which our company has 
a minority interest which are operated as private enterprise. 

One I refer to in Brazil, Panair do Brasil, a large company of which 
the majority is owned by Brazilian stockholders—the minority by 
Pan American. 

We have a similar position in the Colombian company, in which the 
government also has a substantial interest. In addition to the com- 
panies organized and flying flags of the Latin American countries, as I 
pointed out, we have direct competition in that area from the European 
lines, from Canada and from other United States flag companies as 
well. 

All of the principal traffic points in Latin America are now served 
by at least two American-flag companies. 

I refer to Rio, to Buenos Aires, to Lima, to Mexico City, to Caracas, 
to Havana. Every point that is of any importance at all has at least 
two American companies competing. In addition there is this veri- 
table barrage of foreign-flag competition unregulated by our Gov- 
ernment and, as I will point out, unregulated as well by any central 
regulatory authority. 

The CHaiman. Mr. Trippe, some of these South American flag 
carriers are controlled by your company; are they not? 

Mr. Tripre. They used to be, Mr. Chairman. 

We used to have 100 percent interest in the company in Mexico and 
also in the company I referred to in Brazil. 

A number of years ago President Roosevelt issued a policy state- 
ment in which he urged a change in this position and that Pan Ameri- 
can become a minority partner. This adjustment was carried out 
in these companies I have mentioned. Today we have no majority 
control in any Latin American airline. 

The policy was again slightly revamped by President Truman; who 
while encouraging the continued ownership by American scheduled 
airlines of a minority interest in these companies, took the position 
that in some instances it would probably be necessary for American 
capital to own the majority interest, particularly in countries where 
local capital was not willing or was not available to develop their own 
domestic civil air service. 

Mr. Keating. But you never took advantage of that? 

In other words, that never took place as to your interest? 

Mr. Trrepe. We have never held majority control since that new 
policy. was outlined. 

Mr. McCutxocn. In this part of the world is the fare between iden- 
tical ports the same for all lines? 

Mr. Trrepr. No; it is not. We have, as I will outline in a minute, 
conferences set up in various areas, as the shipping people have done 
over the years—conference rates subject to approval. 

The rates agreed to in the conferences, if any, are subject to approval 
by all governments concerned. 

Mr. McCutiocnu. And you are going to cover that? 

Mr. Trier: Many airlines, particularly in Latin America, are not 
members of these conferences and operate at nonconference rates and 
not subject to any authority, either our own Government or any other. 
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Mr. McCuttocu. And that point you are going to cover at length 
later in your statement ? ; 

Mr. Trirre. I am going to cover that; yes,sir, 

The Cuarrman. It might be well at that point to indicate the lines 
or rather the South American-flag carriers i which you have an in- 
terest and the amount of that interest. 

Mr. Triere. Yes; that is all available, Mr. Chairman. 

We report that regularly to the Civil Aeronautics Board. 

(See PAA table I, p. 2683, infra.) 

Mr. Chairman, there is another potential source of foreign-flag com- 
petition that I think your committee will be much interested in. 

The Cuarmman. Mr. Trippe, we have before us Pan American 
World Airways System, affiliated and associated companies and other 
investments. 

We got this from the CAB form 41 filed by Pan American as of 
December 31, 1955. According to that, among your associated com- 
panies—I may not pronounce it correctly—Compania de Aviacion, Pan 
American Argentina, S. A., is controlled 97.2 percent. 

Mr. Triere. Mr. Chairman, that is not an operating company. Un- 
der the laws of Argentina we cannot designate an agency company 
to sell tickets unless it is a local company. 

All companies, including the shipping companies, Pan American, 
and other carriers operating in that area, have to have domestic com- 
panies to sell their service, but these are not operating companies. 

Mar. Keartnc. You mean to sell tickets? 

Mr. Trrere. This is just an agency ticket-sales company qualified 
to do business under the laws of that particular country. 

The Cuarrman. What about Compania Mexicana de Aviacion ; there 
it is 41.6 percent,. 

Mr. Triere. That is right; that was originally 100 percent owned, 
Mr. Chairman. 

It was reduced to under 50 percent at the request of our Government 
some years ago. 

The Cuarrman. And the one in Colombia you have down here at 
38——— 

Mr. Tripper. Forty-eight percent, I believe. 

The Cuatrman. There are several others. 

Mr. Trrepp. There again we originally had some eighty-odd per- 
cent control. The company was originally set up under German- 
Austrian auspices. With the help of our Government and the Colom- 
bian Government changes were brought about just before the war 
that resulted in so-called de-Germanization of Nazi pilots who were 
operating near the Canal Zone. I know your committee knows a lot 
: Su that problem. I think it has been discussed a number of times 

efore. 

I wanted to refer, Mr. Chairman, before leaving this matter of 
competition, to additional potential competition that has been author- 
ized by the United States in the international field under the bilateral 
agreements that our Government concludes with other nations. This 
has been a subject that the Subcommittee of the Senate Commerce 
Committee has been looking into for the last few months. It is an 
important point that your committee would probably want to know 
more about. 
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We have not only the foreign-flag services that I have shown on 
the previous maps as operating, but also we have potentially before 
us additional competition not shown. 

For instance, the German Lufthansa, the big German Government 
line, has been given authority to operate between Boston, New York, 
Philadelphia, and all points in the Caribbean and South America. 
They are only operating today between New York and Europe. They 
recently have been given permission to operate from Boston, New 
York, Philadelphia, and every point in the Caribbean Sea and South 
America. 

Mr. Keatine. By the CAB? 

Mr. Tripre. By our Government under a bilateral agreement. 
They cannot carry any local traffic between New York and Miami of 
course; but they can carry to and from the points they serve in the 
United States, the big traffic centers, to provide a direct one-carrier 
service to any point in the Caribbean or South America. 

Mr. Keattne. Can you get one of these planes in New York and go 
to Philadelphia in it and get off in Philadelphia? 

Mr. Trrere. No; you could not do point-to-point local travel in the 
United States. That is restricted by law, sir, but these potential 
new route authorizations are outstanding. A number of foreign- 
flag airlines soon will be providing additional service between our 
great traffic centers and points in Latin America. 

For instance, the British Government company can run from 
Europe to New York, across the United States to California and then 
on to the Orient. That service is not operating today. We know, 
however, it is just a question of time before that service will start. 


We have potentially before us, therefore, a tremendous additional 
amount of service. This map, Mr. Chairman, gives you an indication 
of where the permits meee outstanding would permit foreign- 


flag services to fly in addition to the services presently shown. 

(See PAA chart D, see opposite this page.) 

May I point out also that the lines don’t in any way give you a pic- 
ture of the true volume. For instance, the German Lufthansa could 
operate from Boston, New York, and Philadelphia to all points in 
the Caribbean and South America. We show this, however, as a little 
tiny arrow, about a half inch long, on the map. The Lufthansa can 
actually operate paralleling us, so far as our Government permits are 
concerned, from Boston, New York, or Philadelphia to every single 
country in the Caribbean and South America. 

That is important. The committee would wish to know about it 
in considering the question of competition. We think we are opera- 
ting the most competitive business possible—anywhere in the world. 
We hope your committee, Mr. Chairman, will have a full appreciation 
of the tremendously competitive business in which we operate and 
which will confront us more and more as time progresses. 

I think the four maps to which we have just referred will give you 
a really true picture of the scope of our competition as well as the fact 
that on all our important routes we operate against many foreign-flag 
competitors. I want,if I may, to next compare 

The Cuarrman. Would you mind another question there ? 

Mr. Trrrrr. No, sir. 
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The CHairman. When you speak of bilateral agreements, what do 
you mean by that, agreements of reciprocity between Germany and 
the United States or something like that? 

Mr. Triere. That is correct, Mr. Chairman. 

We have a so-called bilateral agreement—the result of negotiations. 
The American side is handled by our State Department with the Civil 
Aeronautics Board. The foreign government names its foreign office 
and airline as its nominees. Usually there are several nominees. 

The Cuarrman. What did we get in return for those landing rights 
that they have? 

Mr. Trirere. We get rights in their countries, rights which they are 
prepared to give; prescribed rights and authorizations which are avail- 
able to our Government to tender to any American company which it 
sees fit to select. 

The Cuatrman. In your estimation of those rights do we get com- 
parable rights with what we give them ? 

Mr. Tripper. We don’t think so in every case, Mr. Chairman. We 
believe the correct policy to be followed by our Government is to 
continue to develop these agreements; but we don’t think in every 
instance, that our Government has fully secured the proper rights it 
is entitled to in exchange. 

Mr. Keatine. You are not alone among businessmen in feeling that 
way. 

Mr. Triprr. Pardon me? 

Mr. Keattne. You are not alone among American businessmen in 
feeling that way. 

Mr. Tripper. That is correct, sir. Our whole industry feels very 
strongly that way, and has taken that position before the Senate Com- 
merce Subcommittee that has been considering this matter for several 
months. The committee has issued a report, certain extracts of which 
I would like to bring to your attention, if I may, sir, later on. 

Mr. McCutitocn. Mr. Trippe, are those treaties ratified by the 
Senate in each instance? 

Mr. Trirre. No, sir; they are executive agreements made by our 
Government and the foreign government concerned on an executive 
bilateral basis. 

Mr. McCutiocu. And they are not then individually reviewed and 
ratified by the Senate? 

Mr. Tripre. That is correct, sir. 

Mr. McCutxocn. So that if we are not good Yankee traders in 
some instances, there is no review. We are stuck with that treaty? 

Mr. Tripre. That is right, sir. 

Mr. Quieter. Mr. Trippe, in the instance of the treaty with the 
German Government, what was the quid pro quo? 

What did we get exactly for giving them the right to fly from 
Philadelphia and New York to all points in South America? 

Mr. Trivers. We have the right to fly to certain points in Germany 
and then to fly beyond Germany to certain other points. 

Many of our American-flag carriers believe that the Germans re- 
ceived more in the bilateral, in terms of commercial opportunities, 
than did American-flag carriers. The domestic carriers concerned, 
that operate between New England, New York, and Florida, took 
violent exception to the agreement. The American-flag carriers op- 





9454 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


erating internationally to Latin America also took exception to the 
agreement, as well as the carriers operating in the North Atlantic. _ 

Mr. Quictey. Does the CAB assign those new rights to an indi- 
vidual American carrier? 

Mr. Trrepe. As a result of hearings by issuance of certificates ap- 
proved by the President. 

Mr. Quieter. That has not yet been done? 

Mr. Trrere. Yes, that has been done. 

Mr. Quietxy. Did Pan American succeed ? 

Mr. Triere. The German Government was only recently permitted 
to engage in civil aviation. Until that time, the American services 
had been covered by unilateral agreements. The Germans were not 
permitted to fly by the armistice. It is only in the last few years that 
they have had an opportunity to fly at all. 

There was a provision in the peace treaty that prohibited civil 
aviation by the Germans until such time as the occupying powers, 
British, France, and the United States, agreed that they could. That 
permission was recently granted and the Lufthansa, the German Gov- 
ernment airline, is actually operating today in transatlantic service 
as well as certain services beyond Europe. 

We obtained no additional rights. 

Mr. Quieter. As a result of that Pan American got no additional 
rights ? 

Mr. Triepe. That is right. 

Mr. Quictry. But as a result of the treaty they are faced with a 
possibility of additional competition. 

Mr. Tripper. Oh, we are very definitely confronted with additional 
competition throughout Latin American. Not only Pan American, 
but other American flag companies also, including the carriers run- 
ning domestic service between points in the North and Florida where 
their passengers to Latin America now change to other carriers. The 
domestic carriers all have a direct interest in traffic between Northern 
points and Latin America. 

Mr. Quietry. Did any other American carrier gain any additional 
rights or only permission to continue to exercise—— 

Mr. Trirerr. I believe TWA did gain an additional right to fly from 
Germany to Switzerland or Italy. 

I am not clear on just what the details are. 

Mr. Kearine. Mr. Trippe, in your judgment, would it slow up the 
operations and impede the progress of your business and that of other 
carriers if such agreements as our country entered into with Germany 
were made subject to Senate confirmation ? 

Mr. Trrerr. It would be a very lengthy process, I fear. I believe 
the improvement, from the point of view of the carriers, that would be 
most helpful was covered in the report of the Senate subcommittee. 

The subcommittee recommended that the American carriers have 
the opportunity to sit in on negotiations, inasmuch as the foreign 
governments are concerned only with the welfare of their own govern- 
ment airline. That is not the case with respect to the United States. 
We believe the expert knowledge of the carriers should be made avail- 
able to the American negotiating and bargaining team, as is the case 
with those conducting these negotiations for other countries. 
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Mr. Keatine. They have the people interested in the industry right 
at their beck and call and at their shoulders in their negotiations? 

Mr. Triere. Their carrier is government owned, you see, sir; the 
chairman of BOAC, the British company, for instance, is nominated 
by the British Government. He is the representative of the British 
Government. The British Government owns the entire company, so 
that its policy is coordinated and directly tied in with Government 
policy in every respect. 

Mr. McCutxocn. And is it a fact, Mr. Trippe, that every additional 
route that is created or every new airline that comes into your over- 
seas competition makes it more difficult for the American domestic 
lines, your line and TWA, for instance, to be the guiding geniuses in 
fixing fares? 

Mr. Triere. We have more complications, sir, as more carriers serve 
every route, there is no question about that. 

This is illustrated by the attempt to agree to new transatlantic fares 
currently in progress. 

There are at least 12 lines and some 10 governments directly con- 
cerned in the question of what the transatlantic fare level should 
be. It is a very difficult problem. The more carriers that operate 
on a route, the more complicated does the question become. 

The Cuarrman. Mr. Trippe, I would like to ask at that point what 
is the status of your negotiations with the Russians for landing rights 
and when do you receive from the CAB a certificate to operate to 
Russia ? 

Do you care to go into that or do you want to wait? 

Mr. Triere. Mr. Chairman, Pan American has been certificated by 
our Government to operate to Russia. 

We have held that authority for a number of years, but it has not 
been possible to implement it. 

The Soviet Government has taken the position that no American 
services or any allied service, any western service so to speak, could 
operate into their territory, until just recently. 

The CHarrMan. Will you tell us if you care to—if it is something 
that might hurt we don’t want it on the record—but would you care 
to tell us about your negotiations with Russia at the present time? 

Mr. Trrerr. Mr. Chairman, all I should say is that an invitation 
has been extended by the Soviet Government to discuss the question 
of direct service between the United States and Moscow. That has 
been reported to our own Government. Our Government has given 
us authority and its approval to continue these negotiations. 

Mr. Roptno. When was this, Mr. Trippe? 

The Cuatrman. That means though that you are embraced in the 
Government’s negotiations with Russia also, is that right 

Mr. Trrerr. We are discussing the question with the Soviet Gov- 
ernment; that is correct. 

The CrarmaN. If it is an executive agreement that is developed, 
you will have participated in that to some degree ? 

Mr. Trrevr. Pardon me, sir. 

The Cuatrman. If as a result of those deliberations an executive 
agreement results as to reciprocal rights as between the United States 
and Russia, you will have participated to some degree in those nego- 
tiations ? 
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Mr. Trirrr. No, sir; there are no bilateral discussions going on be- 
tween governments at this time. The Soviet Government has been 
unwilling to negotiate with our Government on a Government-to- 
Government level. We are approaching discussions with the Soviet 
Government as a private company, at their invitation, with the ap- 
proval of our Government, to see on what basis it would be possible 
und practical to conduct direct service between the United States 
and Moscow. 

The Cuairman. Do you know if an invitation has been extended by 
Russia or by our State Department to any other American-flag car- 
rier to attempt negotiations with Russia along the lines you suggest ? 

Mr. Tripere. Sir, the invitation came from the Russian Government 
to Pan American because we are the only American-flag line present- 
ly certificated to operate between the United States and Russia. 

The certificate was issued a number of years ago. We have not been 
able to implement it. As a result, service by Pan American has only 
gone as far as Finland. Also, we hold authority to and do serve 
Vienna. 

Mr. Keatine. What year was your certificate granted ? 

Mr. Trrepe. In 1945, I believe, but as I point out it has never been 
implemented. 

We operate under it only as far as Helsinki to the north and to 
West Berlin. There has been no permission until recently for any 
line, representing a western power, to operate behind the Iron Curtain. 

The Cyatrman. Has any other American-flag carrier an applica- 
tion pending before the CAB for the right to operate to Russia ? 

Mr. Trurrr. Not that I know of, sir. 

Mr. Roptno. Had there been overtures on the part of your organi- 
zation preceding the extension of the invitation of the Soviets? 

Mr. Triere. No. 

Mr. Kratine. How did it come about ? 

I don’t want to pry into your business, but did the Russian Gov- 
ernment approach you on this subject ? 

Mr. Trierre. We were advised that, if we applied, the Russian 
Government would be glad to consider the matter. There have been 
no commitments made, of course, on either side. Any agreement we 
make would be, of course, made with the informal approval of our 
own Government. 

The Cuatrman. If as a result of these negotiations an executive 
agreement is developed and you had landing rights in Russia, of 
course the Russians in reciprocity would demand landing rights for 
their planes in the United States ? 

Mr. Trirre. They might, Mr. Chairman. 

There would be no commitment on our Government, as I see it, 
either to grant them or not. 

Our Government would have complete discretion to determine that 
question. 

Mr. Ropino. Mr. Trippe, when you say you were advised, was your 
organization advised or were you advised through the State Depart- 
ment as to the invitation ? 

Mr. Trrepe. Our organization was advised. 

Mr. Roprno. In other words, it was a direct invitation ? 

Mr. Trrerr. That is correct. 
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Mr. Ropino. Advice given to you directly by them ? 

Mr. Trrere. That is correct. 

It was an advice given to us by them. That fact was reported to 
our Government. The State Department formally announced later 
that they acquiesced in our company’s conducting these negotiations. 

Mr. Roptno. And prior to that time there had been no discussions 
with your organization and oflicials of the Soviet Government as to 
your interests im such ¢ 

Mr. Trierr. Not until this past year. 

The Cuatrman. Proceed. 

Mr. Keatine. If you go to Russia I suppose you cannot rev up your 
motors, You just take off. You would have to abide by their rules 
and have these Russian pilots fly without revving up the motor, take 
right off from a standstill, right straight up. 

Don’t you agree to that ¢ 

Mr. Trivrer. No, sir. (Laughter.) 

Next, Mr. Chairman, I would like to compare the United States 
domestic route pattern with the international route pattern in terms 
of traffic density and route frequency. (See PAA chart E, p. 2458, 
infra. ) 

This chart, Mr. Chairman, graphically shows the tremendous 
strength of the domestic routes as compared with the routes which we 
fly in the international field. 

These bars show the number of passengers carried per day over 
each mile of route on the airlines systems of American, TWA, United, 
and EAL, as compared to Pan American. 

For instance, the figure for American shows 1,870 passengers per 
day carried over their average mile of route, as compared to 116 per 
day carried over Pan American’s average mile of route. 

This is important in that it shows the weakness of the route struc- 
ture in the international field in terms of unregulated competition. 

The chart shows that we have tremendously heavy, dense routes in 
the United States domestic service operated by our four largest do- 
mestic companies, as compared to the very limited density of traffic 
over routes operated by Pan American in the international field. 

Obviously the figures are so one-sided that there can be no com- 
parison in terms of the importance and density of the domestic routes 
operated by our four principal companies in the United States with 
those operated by Pan American in the international field. 

The next chart, Mr. Chairman, wiil illustrate the same point, but 
on the basis of frequency of operations per day over the route. (See 
PAA chart F, p. 2459, infra.) 

The 4 bars on the left side of the chart show how many 1-way trips 
per day are flown by our 4 largest domestic carriers. An average of 
52 per day are flown by American over their routes, 43 by TWA, 42 
by United, and 39 by Eastern. 

Compare that to Pan American. 

In our transatlantic services we operate three 1-way flights per day 
over our route. 

In Latin America the figure goes up to five per day over our average 
mile of route. 

Tn the Pacific it is but 2 per day, and in Alaska it is 4 per day. 
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Mr. Keatrnc. Excuse me. When you say 2 per day, you mean | in 
each direction ? 

Mr. Trirre. One in each direction, as shown on the charts. 

That gives you a graphic view of how much traffic there is to divide 
between competitive carriers on domestic routes as compared to com- 
petitive carriers on international routes. 

I think, for instance, that the 4 domestic trunklines, American, 
TWA, United, and Eastern, carry as much traffic over their routes in 
2 days as Pan American does in a month. 

In other words, they have 15 times as much service over their routes 
as does Pan American. 

We have fixed charges, of course, that carry on for every single mile 
of route, just as do they. But the flights over that route, the flights 
over the airway which support these charges, are so much less in num- 
ber for us. In fact, they are in the ratio of only 2 to 30, or 1 to 15, 
as compared to the domestic carriers. 

That is important for the committee to have in mind in determining 
what degree of competition in the international field is proper, also 
whether there is not excessive competition already. 

The CHarrman. Won’t that be remedied somewhat when your cam- 
paign, which is a very credible campaign, for reducing transatlantic 
fares comes into operation and those fears are reduced? Would not 
that encourage to a very major degree the use of your planes and those 
red marks would go up a little higher probably ? 

Mr. Trrerr. We very much hope so, Mr. Chairman. 

We think that the number of passengers that would fly to Europe 
if we are able to put in this third class of service as we propose would 
be increased by 50 percent. 

Still there is a tremendous margin, Mr. Chairman, as compared to 
the tremendous volume of traffic over the domestic routes operated by 
all the domestic carriers. 

Now, Mr. Chairman, the committee will wonder how did this exces- 
sive competition come about in the foreign field. The answer is that 
in the foreign field there is not and obviously cannot be an international 
regulatory authority. 

By contrast, in the domestic field the CAB provides protection 
against uneconomic and wasteful competition. 

Our Government has no power to control the subsidy or other aid 
granted our foreign-flag competitors or to require them to conform 
to labor standards that Americans would think proper. 

On the question of labor, Mr. Chairman, we have a chart in which 
I think you will be interested, showing the differential in wage scales 
in Pan American as compared with our foreign-flag competitors. 
(See PAA chart G, p. 2461, infra.) 

We show here on the left the pilot and copilot of Pan American 
in blue. 

KLM is the next; BOAC the third column. 

The second series of bars shows other flight personnel, flight engi- 
neers, and so forth, the first column again being Pan American; KLM, 
the second, is next to us, among our foreign-flag competitors; BOAC 
the British Government line, is third. You will note that our wage 
level is more than twice as high as our nearest foreign-flag competitor. 

We have 19,000 personnel in Pan American. The average wage 
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scale for Pan American personnel, other than flight personnel, is 
$4,116. For KLM it is $1,706, and for BOAC it is $1,722. ; 

That gives you a graphic idea of the difficulties we have in meeting 
competition of these foreign-flag airlines, as well as the advantage 
they have in these low labor scales. ; 

The Cuatrman. Wouldn’t all the other American international 
carriers face the same difficulty, for example, Braniff, Northwest, 
TWA, and so forth ? 

Mr. Trrere. They do, Mr. Chairman. This is one reason why the 
share of international traffic which Amores lines carry has gone 
down so rapidly in recent years as compared to our foreign-flag 
competition. 

The Cuairman. Of those 19,000 employees, you have some of them 
in foreign ports, do you not ? 

Mr. Trrere. A very small amount of foreign nationals, under 10 
percent. 

The CuarrMan. What percent would be in foreign ports? 

Mr. Triere. I would say of foreign nationals perhaps 10 percent. 
Foreign companies, however, have to employ some Americans at 
higher wage levels here in the United States. It is only fair to point 
that out as well. 

The Cuarmrman, Those 10 percent would receive the wages on the 
foreign level ? 

Mr. Trrere. That is correct ; but that fact is taken into consideration, 
Mr. Chairman, in the bars on this last chart I have shown. 

Mr. Keatinea. These figures in the blue there include both American 
and foreign nationals ? 

Mr. Triere. That is all Pan American personnel. The other bars 
show all KLM and all BOAC personnel as we get it from their reports. 
It is equated out to show the average. 

Mr. McCutiocu. Notwithstanding this wage differential which 
you have testified about, you and the other American-flag carrier have 
proposed to substantially reduce transatlantic fares; is that right ? 

Mr. Trrere. That is right. That has not been agreed to as yet, I 
must point out, but we have proposed it and we are actively working in 
that direction. I will come to that, if I may, in a few minutes. I 
have a brief statement on that which I think your committee will be 
interested in. 

Mr. Chairman, next I would like to answer the red herring that 
Pan American is too big. First, let me point out—— 

Mr. Ropino. What did you call that, Mr. Trippe? 

Mr. Trrere. That Pan American is too big. 

Mr. Keattna. A red herring. That is the word he was interested in. 

Mr. Roprno. I thought there were no longer any red herrings. 

Mr. Trreer. Mr. Chairman, here is a recent advertisement of Air 
France, the French Government line. (See PAA chart H, p. 2463, 
infra.) You will note that they point out that Air France is the 
world’s largest airline, and they show their services to various parts 
of the world. It shows their route structure. We compete with them 
in the North Atlantic. 

Mr. Keatine. Are they the world’s largest airline? 

Mr. Triere. They are in terms of route mileage. I think they have 
214 times the — as compared to Pan American, which is one 
yardstick to measure by. 





berae smiley twedeeed FOO Beertbiv Iwrdtase 


2463 


SEIIACES BVSIBaY LEIP I IE avedoanse SEIIABES NYUBESIEY? 


SIuNVEs BV | 


mM 
= 
jew} 
e 
MD 
~ 
Z 
A 
& 
>) 
< 
_ 
~ 
S 
ea} 
oS 
Z 
_ 
M 
— 
a 
ie} 
_ 
a 
© 
jew} 
~ 
be 
2 
o 
Z 
o 
a 





2464 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


Mr. Keatrtna. I notice they also say they are the world’s most modern 
air fleet. Is that accurate? 

Mr. Tripper. That is their statement. 

Mr. McCutxocu. Does the witness know whether the United States 
Government has subsidized Air France either directly or indirectly 
over the last decade ? 

Mr. Trirre. I believe our Government has considered it proper to 
extend credit to the French line so it could purchase modern, competi- 
tive flight equipment. Frankly, I feel that was the proper thing to 
have done. Earning dollars was a very important matter for France 
in the critical years they have passed through. Our Government, I 
believe, through the Export-Import Bank, has made available credits 
to France, to the Netherlands, and to a number of other foreign govern- 
ments whereby they have been able to purchase modern United States 
flight equipment which is competitive to Pan American in many parts 
of the world. We think that was proper. We take no exception to 
it at all. 

Mr. Keatrina. I think that is a very statesmanlike attitude for you to 
take, Mr. Trippe. 

Mr. Trrere. Thank you, sir. 

The Cuarrman. Mr. Trippe, you say that Air France is the largest 
air company in the world. 

I think that is on the basis of route mileage, you said ? 

Mr. Trrere. That is right, Mr. Chairman. 

The Cuarrman. Well, now, what would be the comparison as be- 
tween Air France and Pan American as to total capital investment ? 

Mr. Trrerer. We have that information in just a minute, Mr. Chair- 
man. That will show up on another chart. 

The Cuarmman. Have you that also with reference to the number 
of planes? 

Mr. Trrere. I am not sure whether it will show the number of planes. 
We do have several other charts, Mr. Chairman, that will illustrate 
other yardsticks of measurement in terms of size, economic strength, 
and so forth, that I believe will answer your question. 

The Cuatrman. Can you give us roughly an estimation as to the 
comparison between your company and Air France as to the number 
of planes, roughly; can you give it ? 

Mr. Trrere. Mr. Chairman, I cannot. I would think that they would 
be about equal, but that would be only a guess. 

The Cuarman. You think it would be about equal ? 

Mr. Triere. I think so. 

The Cuarrman. That means also that the potentiality of passengers 
than can be flown would be about equal as to both companies ? 

Mr. Trrerr. Mr. Chairman, I think that the American lines utilize 
equipment to a greater degree. 

In other words, we fly our equipment more per day than do most 
of our foreign-flag competitors. This is one reason we are able to 
overcome the substantial labor differential to which we referred a 
minute ago. 

The Cruatrman. It is very important I should think for the record 
to have both those comparisons between Air France and yourself, par- 
ticularly since you say Air France is the largest airplane company 
in the world. We should like to have information as to comparative 
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figures on capital investment of both you and Air France and as to 
the number of planes. 

Mr. Triere. Mr. Chairman, I think your point will be answered 
later, but I would point out, Mr. Chairman, this is their advertisement. 
This is not our statement. 

The Cuarrman. I think you said you have not got comparable 
figures on the number of planes. 

If you have not got them presently you will supply them for the 
record ? 

Mr. Trreve. We will if we can, Mr. Chairman. 

Mr. Roptno. Mr. Trippe, and also figures as to the number of pas- 
sengers carried as between yourself and Air France. 

Mr. Trrere. The number of passengers? If we are able to get it. 
We may be able to get that information from ICAO records in 
Montreal. 

(See PAA table IT, p. 2683, infra.) 

Mr. McCuxitocn. Mr. Chairman, I would want to pursue one step 
further the question that I asked a moment ago. 

In addition to the assistance through the Export-Import Bank and 
through lengthy credit terms and so on, do you know whether or not 
Air France has received any technical or economic assistance under 
any of the foreign-aid programs of this country in the last 10 years? 

Mr. Tripre. No, sir, I don’t. In recent years, however, there have 
been a number of technical aid contracts made available to foreign-flag 
airlines in several strategic parts of the world. Personally I believe 
this is one of the best examples of what our Government has done in 
this foreign-aid field. 

In other words, local nationals have been trained in air transporta- 
tion. The program has made it possible for smaller, undeveloped 
nations to set up modern air transportation within their boundaries. 
Turkey, for instance, now has the benefit of a technical-aid program 
from our Government. 

The next chart shows the size in route miles of Pan-American and 
our principal foreign-flag competitors. 

(See PAA chart I, p. 2466, infra.) 

You will note that the Pan American route mileage is 63,000. Scan- 
dinavian Air Lines, a combination of 3 Governments—Sweden, Den- 
mark, and Norway, who together control SAS—presently operates 
about, 81,000 route-miles. 

The British Government through its two operating companies 
operates 120,000 miles—divided, 92,000 miles in BOAC and 28,000 
in BEA. 

The Cuarrman. That includes domestic mileage within Great 
Britain; doesn’t it also? 

Mr. Trirpre. Not in BOAG, sir. 

BEA does include a small domestic mileage, but it is nominal. 

Then we have KLM at 138,000 miles and finally Air France at 175,- 
000 miles. These, as far as I know, are all unduplicated route mile- 
ages—the yardstick generally used in comparing various companies. 

Mr. Chairman, let’s now take up another yardstick of comparison, 
the matter of economic strength. 

Here we have an advertisement of Canadian Pacific Air Lines, a 
division of Canadian Pacific, generally regarded as the world’s great- 
est travel company. 
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(See PAA chart J, p. 2468, infra.) 

We operate in competition with Canadian Pacific Air Lines across 
the Pacific to the Orient and to New Zealand and Australia, as well as 
to South America via Mexico and the Caribbean area. 

I mention this because length of miles is only one yardstick that can 
be used, Mr. Chairman. 

Economic strength, available capital resources are equally impor- 
tant, of course, in considering questions of competitive ability. 

Mr. Keating. Is Canadian Pacific Air Lines a private company or 
government ? 

Mr. Tripper. It is a private company. 

In Canada, sir, there are two airlines that operate abroad. One is 
the government company that operates to Europe and to the east coast 
of South America, and the other is Canadian Pacific, a private com- 
pany that operates to the Orient, to Australasia and to the west coast 
of South America via Mexico. 

Those areas are divided up. In general I don’t think there is any 
competition as between the two Canadian companies in the interna- 
tional field. 

The Cuarrman. Might I ask this, Mr. Trippe? 

In view of your statement that there is such great competition from 
foreign-flag carriers—you mentioned particularly Air France, KLM, 
BOAC, and SAS—how do you account for the fact that there are a 
number of other American-flag carriers who are seeking applicatitons 
to fly the very same routes flown by these carriers under foreign flag? 

Why would Northwest, Braniff, TWA also want to expand their 
flights into those areas plied by these companies if there is such fear 
and great competition. 

Mr. Tripre. Mr. Chairman, that is a question they should answer. 

All that I am trying to point out is the competitive nature of the 
international business as compared with our domestic business; as 
well as the very severe competition to which Pan American is presently 
exposed throughout its entire route structure. 

here are applications. There is a request pending now, I believe, 
for TWA to extend from India through to Manila paralleling Pan 
American and paralleling a number of strong foreign-flag interna- 
tional lines. 

Justifying this application is their problem. 

Mr. Keartine. Mr. Trippe, the American businessman has never 
backed away from competition, and has never been afraid of 
competition. 

There is no significance in the fact that Mr. X wants to jump into 
a field where Mr. Y is now operating. 

That very competitive spirit, what I like to call the American spirit, 
is what has made this country great. 

Mr. Trierve. That is right, sir. 

Mr. Keatine. And the fact that Northwest and these other people 
and Pan American and all of our American companies want to step 
into this field where foreign companies are now operating, even ieeah 
the competition is great, is the spirit that I hope will never die in this 
country. 

Mr. Tree. That is American, sir. 

As a matter of fact, we have presently before the CAB an appli- 
cation to participate in the competitive service between Florida, Phila- 
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delphia, New York, and Boston against two of the strongest United 
States domestic airlines, Eastern Air Lines and National. We very 
much hope that we are going to be permitted to compete in that area. 

Mr. Keatine. Well, the chairman hopes so too. 

The CHarrmMan. I would like to see more competition between 
Florida and New York. 

You go right ahead with your application. The fact that you have 
filed an application has my approval. 

Mr. Tripre. Thank you, sir. 

The Cuamman. But I agree with what the gentleman from New 
York says. 

We have a great respect for fierce competitive spirit as exemplified 
by vour company and other companies. 

Go right to it. 

T don’t think we ought to be afraid of Air France. 

Mr. Trrepr. Sir, there is another chart here you will be interested in. 
(See PAA chart K, p. 2470, infra.) 

This indicates Pan American’s traffic in comparison with the four 
largest United States domestic airlines—American, Eastern, TWA, 
and United. This chart gives you a visual presentation of the traffic 
carried by the five companies in terms of revenue ton-miles during the 
calendar year of 1955, the last year, of course, for which figures are 
available. 

The figures are 388 million for Pan American, 405 million for TWA, 
412 million for Eastern, 464 million for United, and 521 million for 
American. 

I should point out, Mr. Chairman, also, that when I referred to 
Eastern’s total, I included the traffic carried by Colonial. taken over 
by Eastern Air Lines recently. The takeover was on the first of June 
just a few weeks ago. 

Mr. Chairman, one last chart having to do with the red herring that 
Pan American is too big. This chart gives you a picture of Pan 
American, a regulated public utility, in comparison with the telephone 
company, also a regulated public utility. 

(See PAA chart L, p. 2471, infra and PAA table ITT, p. 2677, infra.) 

This chart gives you a graphic picture of just how we compare. Un- 
fortunately we are only 2 percent the size of the telephone company. 
Both are regulated public utilities. It shows the comparison also with 
Consolidated Edison, with the Pennsylvania Railroad and with Gen- 
eral Motors. Weare only 8 percent as large as the Pennsylvania Rail- 
road. 

This chart, Mr. Chairman, includes not only the net stockholders 
investment but the long-term debt as well which we think is proper to 
include in evaluating the economic strength of a given company. 

Mr. Materz. Mr. Trippe, you compared vour operations with those 
of American Telephone. Does the Civil Aeronautics Board control 
fares? 

Mr. Trrrre. It does not directly regulate fares internationally for 
the reasons I am going to refer to in a minute. From a practical point 
of view, however, it does have complete control over Pan American, 
more so than is the case as bet ween the telephone company and its regu- 
latory authority. 

The Civil Aeronautics Board, of course, determines subsidies which 
we receive from year to year, it approves conference agreements on 
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tariffs, and grants exemptions from the antitrust laws when it thinks 
it is proper and in the public interest to do so. Also it has meee 
with respect to fares on our services to the territories to control bot 
the top and bottom limits on all fares to the territories. 

Mr Materz. The CAB has requested Congress to amend the Civil 
Aeronautics Act, has it not, to give the CAB specific authority to ee 
late fares charged by American and international carriers. What 
position does Pan American take with respect to the CAB proposal? 

Mr. Trrere. It is my understanding that our company, and other 
American companies in the field, do not think that this would be a very 
practical change to make in the Civil Aeronautics Act; the reason be- 
ing that our competitors are principally Government companies, and 
if we are going to sit with Government and try to work out fares, we 
want to be able to do so, across the table with our competitors. 

If our Government was determining our fares, it could deal with 
other governments only on a government-to-government level. It 
would not be familiar with the day-to-day operation of the airline 
industry as are the American carriers and our Government-owned 
competitors. We think the situation should continue as it has with 
shipping over the years where the Government does not ask for author- 
ity to control fares but does have authority to approve any agreements 
as between international sea carriers—the surface carriers. 

The Cuarrman. I do not take any position on the matter but appar- 
ently from what you say you would rather have Pan American and 
other companies negotiate directly with other governments ? 

Mr. Trierr. No, sir. 

The Cuatrman. You say these companies 

Mr. Trierr. No, I didn’t make myself clear, I am afraid. The 
proper procedure is for the American carriers who compete with 
governments as airlines to have the opportunity to discuss on an airline 
level these matters, subject, of course, to final approval by our Gov- 
ernment and by the other governments. 

If our Government was to attempt to work out arrangements on 
fares, we would find that they were dealing directly with other gov- 
ernments who actually are in the airline business themselves. They 
are experts. They know all about the day-to-day competitive prob- 
lems, while the American carriers would be little Orphan Annies sit- 
ting in the corner and not in any way brought into the fare discussions. 
This is the same problem I have referred to, to a lesser degree, in con- 
nection with the bilaterals. 

The Cuarrman. Just a minute. That didn’t work out so well for 
your company in 1951 when you proposed to decrease transatlantic 
fares. The IATA, International Air Transport Association, objected 
and it didn’t work out so well, That was in 1951. 

Mr. Trirre. As I will point out in a minute, every government has 
a right to control the entry of airlines of other nations. It can specify 
under what conditions, for instance, what fares will be charged when 
they come into their jurisdiction. I will point that out next if I may. 

The Cuarrman. Counsel wants to ask 1 or 2 questions. 

Mr. Matrrz. Isn’t this the present mechanism for fixing interna- 
tional fares: The members of IATA get together and agree upon 
rates for particular routes; after an agreement is reached, the IATA 
resolution with respect to the fare is then presented to the various 
governments for approval or disapproval; is that right ? 
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Mr. Tiere. Mr. Counsel, if you will permit me, I would like to make 
a statement on this question of international fares which I am about 
tocome to. Then I am prepared to answer any question that you ask 
on that matter. I think it might save the committee’s time. 

Mr. Maerz. Very well. . : 

Mr. Trrere. I want to take up next airline fares—international air- 
line fares versus domestic airline fares. 

Here also we have essentially the same situation referred to before, 
due to the fact that we have no international regulatory body to set 
fares. 

As a consequence, just as in the case of marine transport, interna- 
tional air fares are handled by the conference procedure. Govern- 
ments have not retained direct control over seaborne passenger and 
cargo rates. 

e Cuarrman. Let me interrupt a minute. The testimony was 
read into the record here that IATA was a cartel. CAB has indi- 
eated that. Do you agree with that? 

Mr. Tripper. Definitely not and for the reasons that were referred 
to before your committee. I think IATA in every respect is com- 
pletely different from a cartel. 

The Cuarrman. You are president now of IATA ? 

Mr. Trrpre. That is correct, for this year. The presidency changes 
from year to year. This happens to be a year that an American is 
designated as president. 

Mr. Keating. Did the CAB call it a cartel ? 

The Cuatrman. Do you recall the testimony of the CAB, Mr. 
Trippe, wherein [ATA was called a cartel ? 

Mr. Trrere. Was I here? 

The CuHatmrman. You were not here, but do you recall anything in 
that connection ? 

Mr. Triere. Mr. Chairman, I definitely take the position that it is 
not a cartel, in any sense of the word. I did hear that the Director 
General of IATA testified before your committee. I think he said 
that cartels try to stifle competition by dividing markets, by the allot- 
ment of regions, by controlling production, by fixing prices, by shut- 
ting out competition, and a tendency to do all this behind closed doors. 

hat definitely is not the case with respect to IATA. In no sense, 
therefore, could it be said to be a cartel. 

Mr. Keattna. My recollection of the testimony here was that who- 
ever talked about cartels was answering what we lawyers sometimes 
term a leading question from our chairman. 

Mr. Trirre. Well, I was not here, Mr. Chairman, but I feel—— 

The Cuarrman. I am having the record checked. We will produce 
it. My memory is very distinct on that. 

Mr. Matetz. Mr. Trippe, do you recall that the CAB submitted a 
statement to the House Interstate Commerce Committee in which it 
referred to [ATA asa cartel ? 

Mr. Triere. No, I donot, Mr. Counsel. I am not aware that they so 
referred to it. I believe if they had, and were now to look into the 

‘matter carefully, they would come to a completely different view. 

Mr. Matetz. Does not [ATA actually fix rates 

Mr. Trrere. If you will bear with me 1 more minute I could cover 
the matter and I think answer the question you have just asked. 
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Mr. Maerz. But you have no recollection, excuse me. 

Mr. Triere. I pointed out we have no international regulatory body 
in the foreign field. 

Mr. Maerz. Let me repeat this question. You have no recollection 
whatsoever of the statement submitted by the CAB to the House Inter- 
state Commerce Committee referring specifically to LATA as a cartel, 
is that right ? 

Mr. Trirre. No, I haven’t. And as I say, I believe if they reviewed 
their position they would come to a completely different point of view. 
I am convinced, in fact I am sure, it is not a cartel. I have something 
to do with IATA as the chairman has just pointed out. 

The Cuatrman. Proceed, Mr. Trippe. 

Mr. Triere. Mr. Chairman, I point out that governments, includin 
our Government, have retained no control over seaborne passenger an 
cargo rates in connection with the use of the harbors of the world which 
in peacetime are open to all friendly nations. 

On the other hand, in international air transport every government, 
in granting commercial operating rights, has retained the right to con- 
tro] fares of airlines of other countries landing in its territory. 

We have, I think, a summary of this position which was very clearly 
brought out in the recent report of the subcommittee of the Senate Com- 
mittee on Interstate and Foreign Commerce dealing with this par- 
ticular problem, and here I quote from page 6 of the Senate subcom- 
mittee report dated April 10, 1956, as follows: 

The legal basis for operating international airlines is totally different from that 
in the maritime field. It is universally recognized that each sovereign nation 
controls its airspace and can admit, or refuse to admit, aircraft of other nations 
as it sees fit. 

On the other hand, the doctrine of “freedom of the seas” was expanded, years 
ago, to include freedom of the ports. By and large, steamships can do business 
in the harbors throughout the world without commercial limitation or regulation 
by the local governments. Commercial aircraft cannot do this. 

Mr. Chairman, we may or may not like the views of foreign govern- 
ments with regard to air fares, but we respect their sovereignty just as 
we insist that they respect ours. 

Let me give you a few instances of where governments have taken 
this issue directly into their hands. For instance, just after the end of 
the war we sought to reduce our passenger tariffs transatlantic between 
the United States and Great Britain. The rate before the war was $375 
and we sought to reduce the fare to $275. 

The CuarrmMan. Was that in 1951? 

Mr. Triepre. That was in 1945, Mr. Chairman. And we were told by 
the British Government that Pan American planes coming into London 
carrying passengers at $275, rather than $375, the then going fare, 
would be confiscated. And, of course, they have a right to do so. 

Mr. Keatine. Who has the right? 

Mr. Trierz. The British Government. They could hold our ships 
and we’d have the opportunity to go into the courts and pay any fines 
or otherwise conform to what they thought was the proper way to 
operate into their country. 

We have the same rights, Mr. Chairman. Our Government can say 
to the British and the French, “If you come into our country, you come 
in under the conditions that we outline.” 

These are outlined, and I think properly outlined in bilateral execu- 
tive agreements that presently are in effect between our Government 
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and Great Britain and France. They cover what are known as the 
Bermuda principles which we feel are the most realistic and proper 
arrangements yet set up to cover international air commerce and air- 
craft that fly between nations, each of which maintain control, as a 
matter of sovereign rights, on all foreign flag aircraft that enter into 
local jurisdiction. 

Mr. Rogers. Do you mean by that because they do exercise sovereign 
rights that they also maintain the right to say to you, in this competitive 
situation, “We are going to determine what your fares are going to be, 
if you don’t comply ¢” 

Mr. Triere. They can’t determine what our rates will be, but they 
can say after a given date, “You will not come into our area. We 
will have no more Pan American aircraft flying into our jurisdiction.” 

The Indian Government, for instance, about a year ago, terminated 
the bilateral between India and the United States. We then had to 
fly through India by sufferance, by an informal arrangement with 
India. That applied also to the services conducted through India by 
TWA. They take the position in India that we cannot pick up and 
discharge traffic at Indian ports on certain flights we make through 
India. They have restricted the number of flights on which we are per- 
mitted to carry traffic through and beyond India. They have that 
sovereign right. 

Mr. Keating. That is to help their Indian company ? 

Mr. Triere. As they see it. We don’t think it is helpful to India, 
the economy of India in the long run; but that is their position, sir. 
The Venezuelan Government have taken a similar position, about 
a year ago. They took the position that if we wanted to fly through 
Venezuela en route between the United States and Brazil, they were 
happy to have us come in with first-class passengers but they didn’t 
want us to bring tourist-class passengers at lower rates into Vene- 
zuela, either from the United States or on through services. 

We have to respect their rights. 

The CuarrmMan. This is what I mean when I speak of a cartel. A 
‘artel is a combination of units, that seeks concertedly to control pro- 
duction, or have high fixed prices. These are just two criteria; there 
are others. 

Mr. Keattna. But the president of this does not like it ? 

Mr. Trirere. That isn’t IATA. These are actions taken by govern- 
ments in their own name. They are exercising their sovereign rights 
just as our Government, if it sees fit, can do. 

The Cuarmman. Mr. Trippe, if an organization like IATA fixes 
prices, fixes rates, that in and of itself makes it something in the 
nature of a cartel, does it not ? 

Mr. Trierr. Mr. Chairman, it does not fix rates. It attempts to 
reach an agreement as between the operators as to what is a prac- 
tical figure but it does not set rates. The rates are all subject to 
approval by every government concerned. 

And our Government, if it does not like the action taken by IATA, 
can just say, “Gentlemen, that program you have discussed is null 
and void.” 

That is the precedent that our Government has followed with 
respect to maritime commerce from time immemorial. There is no 
way we know of where there is not a common regulatory agency that 
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these matters can be settled except through the conference procedure. 

The Cuarrman. I don’t know whether there is any better method. 
I don’t know. In my opinion we have to characterize it as a cartel. 
For example, at one of the previous hearings, I asked this question of 
Mr. Roth, who was a representative of the CAB, present at that time. 

Mr. Keatine. Not a member ? 

The Cuamman. Not a member. 

Mr. Keatina. Not a lawyer? 

The Cuarrman. But a very important official. 

Mr. Keattne. A rate man. 

The Cuarrman. Yes, sir. Chief of the ratemaking. 

a you say that the IATA, International Air Transport Association, is a 
cartel? 

Mr. Rorn. In my opinion it is. 

Mr. Trrere. Mr. Chairman, I disagree with him completely. Per- 
haps he might characterize the North Atlantic Shipping Conference as 
a cartel. They also have no authority to determine rates that our 
Government does not think are proper. 

The CHatrMan. Reasonable minds may differ but then you differ 
with the CAB in its report to the Interstate Commerce Committee of 
the House wherein it aba characterized LATA as a cartel. 


Mr. Tripper. Mr. Chairman, as I said before, I am confident if the 
CAB reviewed that situation and considered all aspects that it would 
not maintain that IATA was a cartel because frankly it isn’t, sir. 
And I believe I know a little bit about it, being an officer of the organ- 
ization during the current year. 

The Cuatrman. Maybe Congress has to address itself to that situa- 


tion and, if it is a cartel and that is the best way to work out rates, 
then we may have to immunize it from the operation of the antitrust 
laws. 

Mr. Trrerr. The CAB can grant exemptions only if it thinks it is 
proper and in the public interest to do so. Otherwise, no American 
companies could sit in the IATA traffic conferences. The same would 
apply to our American-flag shipping companies. They could not join 
the shipping conferences that have carried on for a great many decades, 
and fix all rates for our ocean commerce both passenger and cargo. 

The Cuarrman. Maybe the word “cartel” is not such a dirty word 
after all. 

Mr. Keatina. Of course, in foreign countries it is an accepted word. 
Our whole economic theory and system is at variance in the antitrust 
field with the European countries. 

Mr. Trrere. That is right. 

Mr. Keattne. We rather look upon cartel as a dirty word in this 
country. Other countries do not. 

Mr. Trrere. I can illustrate further by pointing out that cartels are 
agreements that limit production or limit service, that attempt to fix 

rices, and that attempt to pool revenues. For instance, certain air- 
fiat in the past have actually done that in Europe. It is recognized 
as a proper way of doing business there. 

Many European airlines in the past have entered into cartel-type 
agreements as among themselves. But Pan American, and so far as I 
know no other American line, ever entered into such a cartel-type 
agreement. 
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Certainly any agreement reached in IATA cannot, in my opinion 
be referred to as a cartel-type agreement. It is a conference agree- 
ment subject to approval by our Government and all governments 
concerned. 

Mr, McCutxiocw. You have been seeking to get the right to fly, 
as I understand it, every route that appears to be profitable in the 
future ; have you not ? et 

Mr. Trrerr. Not every route. We have a number of applications 

nding. One I have referred to is for the east coast—F lorida service. 

hat is presently before the CAB for consideration. 

Mr. Roane. Hodeielnte is made to cartels, and to the fact that you 
have not joined into any of them. Have you, as a result of your failure 
to join them, been limited as to the amount of fares you could charge 
or otherwise put at a disadvantage against your competition in that 
particular area when you come in contact with them ? 

Mr. Tripre. No, sir. I think it has increased the competitive diffi- 
culties we have had to meet in areas where other lines have joined in 
such agreements. 

For instance—and this is perfectly proper from the European point 
of view—the British and the South African Governments, each of 
which have an airline of their own, have come to an understanding 
in terms of frequencies of service, fare levels, and the pooling of 
revenues on through traffic between their two respective countries. 
Here are two governments which have made such arrangements as 
between their respective airlines. To some degree it makes those two 
airlines more or less a single entity with which we have to compete. 
It does increase the degree of competition that we meet in various 
areas where these types of arrangements have been set up against us. 

But, to my knowledge, since our company was organized, we have 
never joined any cartel-type of agreement. 

Mr. Rocers. When such bilateral agreements are made between our 
Government and other governments are such matters as fares and 
tariffs fixed by agreement; or, as you indicated a moment ago, is this 
left up to the particular government? That is to say, may either of 
the signatories charge the other country’s airlines whatever it wishes 
for entry privileges or prohibit entry altogether if it feels that it 
might be ruinous? Is that the way it operates? 

Mr. Trrere. Sir, these bilateral agreements I referred to have been 
set up largely following the so-called Bermuda-type principles that 
cover our air commerce in the international field. I think all of the 
agreements, or nearly all, the United States has entered into are of the 
so-called Bermuda type. We think those are practical and the best 
type of machinery that can be set up to cover American-flag flying 
in the international field, where we deal with these over sovereign 
governments. 

Mr. Rocerrs. Do you know of any instances where any of the com- 
panies do not comply with the Bermuda-type agreement ? 

Mr. Trrere. In the Bermuda-type agreements there is an oppor- 
tunity for a carrier or its government to obtain arbitration if they 
think a proposed rate is improper, too low or too high. They can 
go to arbitration, but in the final analysis each sovereign government 
can determine whether a foreign-flag carrier can continue to operate 
in its jurisdiction. 
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In other words, it is completely different from international sip 
ping. That is the point I would emphasize. We have all of the frail- 
ties of an international transportation business where there is no com- 
mon regulatory authority ; and on the other hand, we have no freedom 
of airports throughout the world. We cannot operate into the weer 
den Airport outside of London except under conditions imposed by the 
British Government from time to time. We take the same view with 
respect to all airports under American jurisdiction which are open 
to foreign-flag lines. 

Mr. Matetz. Mr. Trippe, in 1951, didn’t Pan American seek to 
reduce transatlantic fares; for example, to establish a fare between 
New York and London from $225 to $250, for one way ? 

Mr. Triere. Did we attempt to lower them ? 

Mr. Matetz. Yes, to between $225 and $250. 

Mr. Triepz. I am sorry, I didn’t get the question. 

Mr. Maerz. Would you repeat the question ? 

(Question read.) 

Mr. Maerz. Did you not propose a one-way fare from New York 
to London which would range between $225 to $250? 

Mr. Trrere. Which was reduced or raised ? 

Mr. Maerz. Didn’t you propose that fare? 

Mr. Trier. I can’t recall in 1951 whether the fare was $250. What 
is your point, did we try to reduce it ? 

fr. Materz. No, I am asking you this: Did you not seek to establish 
a $250 fare one way from New York to London, in 1951? 


Mr. Trrere. We may have. I wouldn’t know, frankly, because you 
know these matters are handled by our traffic experts. We well may 


have for all I know. 

Mr. Materz. Is it your recollection that that proposed fare reduc- 
tion was blocked by IATA ? 

Mr. Tripre. There again I wouldn’t know. If we proposed it that 
year and the conference finally didn’t approve, then I would say that 
was the case. I don’t know for a fact that that happened. 

The Cuatrman. That is what I asked you before. The IATA ob- 
jected to the fare that you suggested. 

Mr. Triere. There was no agreement, Mr. Chairman, in the confer- 
ence. You see, the British Government through its company may 
have said, “We don’t propose to go along, if you want to come to Eng- 
land you must be guided by our views.” That is the position in air 
commerce internationally. That is not the position in seaborne trans- 
port. In seaborne transport, if there is no agreement the American 
carrier can continue to operate into the foreign port. We cannot do 
that in the air. That is a very important point the committee should 
have in mind in considering this whole question of fare level and 
economic control in the international field. 

Mr. Maerz. Mr. Trippe, is it not correct that Pan American for a 
number of years, at least up to 1951, had sought to inaugurate tourist- 
class air service to Europe at a round-trip tourist-class fare of $405? 

Mr. Trivre. Mr. Counsel, I don’t know what the exact fare pro- 
posed was. We sought for many years to try to persuade other car- 
riers and their governments to permit us to offer to the public a tourist- 
class fare. It took several years before we persuaded them that that 
was the proper procedure and in their interest as well as in the inter- 
ests of the faving public. 
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Mr. Materz. You took that position specifically, did you not, in an 
address before the Foreign Trade Association of Philadelphia on 
September 25, 1951? 

Mr. Triere. I don’t recall it but if you have my address, I must have 
so done. 

Mr. Materz. Why didn’t Pan American go ahead and inaugurate 
this $405 round-trip tourist fare, and not wait for permission from 
IATA? 

Mr. Tries. Mr. Counsel, I have just stated a few minutes ago that 
we sought to do that as far back as 1945. We were told by the British 
Government that if our planes arrived in London carrying pas- 
sengers at a lower fare than authorized by the British Government, 
our aircraft would be confiscated. Naturally we did not do it. That 
same situation probably prevailed at whatever date you now have 
reference to. 

Mr. Matetz. Did IATA take that position or did the British Gov- 
ernment take that position ? 

Mr. Triere. The British Government took the position in 1945. The 
British Government took that position. 

Mr. Maerz. Did they write you a letter specifically to that effect? 

Mr. Trrere. They told us, and I believe they told the State Depart- 
ment as well. 

Mr. Materz. How did they tell you that? Was it oral or did they 
write a letter to you saying they would confiscate your planes if you 
inaugurated a $405 fare? 

Mr. Trierz. That I don’t recall. It was a great many years ago. 
However, the position was taken by the Birition Goverkionsitt directly 
to our company and confirmed to our State Department that if we 
sought to operate transatlantic services at that reduced fare level 
we aaeiilh our equipment would be taken and tied up when it 
arrived in London. 

Mr. Matetz. Do you have any memorandum ? 

Mr. Triere. We could do the same in this country. I do not say that 
it was improper. 

Mr. Maerz. Do you have a memorandum or any correspondence 
with the British Government or with the State Department that you 
can provide to the committee indicating that that was the position of 
the British Government ? 

Mr. Tripre. I think so; of course. 

Mr. Maerz. Would you make that available to us? 

Mr. Tripre. Of course, I think that is a matter of public record. 

Mr. Keattnea. In the trade you call that making representations? 

Mr. Trirre. Right, sir. 

Mr. Maerz. Did you say you would make that available? 

Mr. Tripre. We will make it available, if we have it. I believe we 
do 


(See PAA exhibit A, p. 2690, infra.) 

Mr. Trrrre. One final point on this fare level in the foreign field. 
Again I would like to refer to the Director General of the [ATA who 
has already testified before your committee. He pointed out the low 
volume of earnings in the international field. 

Mr. Keatrna. He said anybody who called [ATA a cartel was a 
criminal or an idiot. Then he withdrew it. 
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The Cuamman. He asked that be stricken from the record because 
I told him that he was leveling that accusation against officials of the 
CAB. He was very much concerned and he asked that that term be 
stricken from the record. 

Mr. Triere. Sir, let me just give you two sentences that will cover 
my point. And I am quoting Sir William Hildred, the Director 
General : 

It would not be right for me to make any comment except to say that the facts 
do not support the suggestion that there are enormous profits written up. I do 
not know any industry today operating at one-third of 1 percent. The only part 
of the industry which is profitable is the highly organized domestic industry in 
the United States which works on a much bigger profit margin. 

These figures, one-third of 1 percent net profit for the international 
industry, 1 think are important. Your committee could well have 
them in mind in considering this question of the fare levels and all 
other problems relating to competition in the international field. 

It is a very ailisvand wontaane from the domestic field where we have 
a regulatory agency that does police uneconomic competition among 
the airlines which are in fact public utilities. 

In the international field, it is more or less the law of the jungle. 
We have to carry on as best we can. We—TI think I speak for all the 
American-flag companies in the international field—we do as well or 
perhaps a little better, than our foreign-flag competitors notwith- 
standing the differential in labor rates. 

Anyone that visualizes the international field as an area in which 
airlines that serve it are making large profits is completely wrong. 
One reason, of course, that the business continues at these very low 
profits, less than one-third of 1 percent, is that such a large part of it 
is Government-owned. Where Government credits are made avail- 
able to the airlines, they don’t have to make a return. 

There is private capital invested in only a few of the companies 
operating in the international field. 

The Cuatrman. Mr. Trippe, do you anticipate that if your sugges- 
tion is adopted for lower fares like your present proposal for tourist 
fares to be reduced from $522, I think, to $391.50 across the Atlantic 
then you would do more business and make more money ? 

Mr. Trrere. We think so, Mr. Chairman—in the long run. We in 
Pan American have always been an advocate of fare ieknchiden We 
have not merely talked about lower fares, we have worked hard to bring 
them down. We have favored mass transportation at low costs 
rather than high fares for the favored few. 

Our company is proud of the public support which has been given 
tourist-class service which we sponsored in 1948. I might point out, 
Mr. Chairman, that today Pan American on the North Atlantic is 
carrying 68 percent of its total traffic in tourist-class category. This 
will give you an idea of how important this lower cost service has 

ome. 

Mr. Keating. What in general is the difference—the seats are not 
quite as wide and no berths in them ? 

Mr. Triere. In tourist class ? 

Mr. Keatine. Yes; no meals? 

Mr. Tries. It is a tourist type of service. There are 5 seats—5 
abreast, as against 4 in first class. The seats are spaced a little closer 
together. There are noelaborate meals. There are no berth facilities 
available and, of course, no free wines or liquor which foreign-flag 
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companies first proposed some years ago in first-class service and 
which the American carriers have had to follow. 

All those are not available in tourist-class service. . 

Mr. Keatine. They are going to stop serving any alcoholic bever- 
ages on any airlines, as I understand it. There is a bill that has 
siresdy been reported. 

The CuarrMan. It will run into my opposition, I can assure you. 
[ Laughter. | wry 

Mr. Tripre. Mr. Chairman, the point you bring out, I think, is well 
taken. The tourist class has developed a mass market. Our company 
is better for it than we would have been if we had never inaugurated 
it a few yearsago. I think that applies to all of the transatlantic air 
carriers. 

The CHarrman. Would you at this point—I think you are to be 
reatly commended for it—at this point put in the record the present 
ares across the Atlantic and your proposed reductions ? : 

Mr. Triepe. Mr. Chairman, if you will permit I would like to in- 
clude in the record a copy of our two-page announcement of this pro- 
posal so that the committee could have before it exact details of the 
proposal. The new class of service we have proposed would reduce 
the round-trip costs a little over $100 per round trip between the 
United States and Europe, say Paris or London, for instance. 

I would like briefly to refer, if I may, to the last two paragraphs in 
this release. I won’t take the time of the committee to cover the whole 


statement. : 
The Cuatrman. The release will be accepted in the record. 


(The release is as follows :) 


PAA Proposes ProgRaAM FOR New Low-Fare Crass or AIR SERVICE 


A program for a new low-fare overseas air service, which would cut the cost of 
a New York-Paris round trip by $100 if adopted, was proposed today by Juan T. 
Trippe, president of Pan American World Airways. The new fares would be 15 te 
20 percent less than the present tourist fares, and 40 to 50 percent below present 
first-class fares. 

The new low-fare service would be operated in pressurized high-speed clippers 
with the same experienced flight crews and the same standards of safety and 
dependability as on Pan American’s first-class service. 

New seat designs, however, would provide an acceptable degree of comfort al- 
though spaced only 34 inches apart. Galleys would be reduced in size. Free 
meals would be eliminated. Coffee, milk, sandwiches, and fruit would be avail- 
able, but at passsenger expense. No alcoholic beverages would be carried. Inter- 
mediate fueling stops would be scheduled for maximum payload. 

International airlines now operate only two classes of service, first and tourist. 
Pan American’s program contemplates the overseas airlines adopting the same 
three classes of service as the ocean shipping lines have found convenient to the 
public for many years—first class, cabin, and tourist. The present tourist would 
become cabin class, and the new low-fare air service would become tourist. On 
heavy traffic routes all three classes of service would be offered. On other 
routes only two classes would be required—first class and cabin, or first and 
tourist. 

Present international fares have been approved by the United States Govern- 
ment and the numerous foreign governments concerned through September 30 
of this year. The new low-fare service to foreign countries, however, could 
probably not become effective until next April after necessary approvals have 
been granted by the many interested foreign governments. 

Pan American will present the new low-fare program to the next traffic con- 
ferences of the International Air Transport Association at Cannes, France, on 
May 29. Final decisions will be taken by the interested governments. 

Typical round-trip fares under the new program from New York to Paris would 
be $458 as compared with the present $558 for tourist and $828 for first class. 
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New York to Rome, round trip, would be $541 compared to $648.40 for tourist 
and $960 first class. New York to Beirut round trip would be $734 as compared 
with $869.80 and $1,304.10. 

Pan American is planning low-fare service between the continental United 
States and Puerto Rico where the Civil Aeronautics Board has sole jurisdiction 
and the approval of foreign governments is not required. 

In addition to three classes of scheduled transatlantic service for individually 
ticketed passengers, Pan American, of course, would continue its promotion of 
“whole plane” charters for special groups of travelers—such as student organiza- 
tions, clubs, and fraternal societies. Clippers in the new configuration could be 
chartered from New York to London, for example, at a price which would cost 
each member of the group approximately $120 when all seats were occupied. 

“We believe,” Mr. Trippe stated, “based on Pan American studies, that the 
number of Americans traveling abroad by air would increase 50 percent soon 
after the new low-fare service becomes available. Tourist expenditures abroad 
are now by far the most important factor in American foreign trade. In 
fact, tourist expenditures abroad last year permitted friendly governments to 
earn a billion and a half dollars with which to purchase American manufactured 
goods and farm products. 

“Low-fare air service,” Mr. Trippe continued, “will put over-ocean air travel 
within the financial reach of 45 million Americans who now cannot afford foreign 
travel at the present tariffs. Teachers, students, and skilled workers—whether 
from city or farm—and from all sections of the country, will travel abroad as 
never before. America also will become available for the first time to millions of 
travelers from other countries. 

“Low-fare air service and a great expansion of tourist travel abroad would 
become, in the critical years ahead, the most important single contribution to the 
growing economic strength and mutual understanding of the free world.” 


Mr. Trrere. There are many foreigners who now cannot afford to 
visit us because their currencies are of such low value as compared to 
the American dollar. We hope that this program will be approved, 
by interested foreign governments—IATA is not going to finally de- 
cide this matter—it will be decided by the foreign governments. (See 
PAA exhibit B, p. 2691, infra.) 

You may have noticed in the press, at the beginning of the IATA 
Traflic Conference, currently sitting at Cannes, France, that a repre- 
sentative of the French Government got up and stated that he repre- 
sented 14 European governments, and that he wanted to put the Con- 
ference on notice that these governments did not feel the time had yet 
come, when such a third category of class of air travel across the At- 
lantic could be permitted; that it would work to the disadvantage of 
their companies. 

Our representatives at that conference are seeking diligently to sell 
the rest of the conferees that this is not the case; that in a few years 
they will be carrying so many more passengers at the reduced rates 
proposed and that the air carriers will gain in the long run—and also 
the public will gain. 

This is a problem, Mr. Chairman, that is finally settled by govern- 
ments. It is not settled by the air carriers themselves or the IATA. 

In one sense, the foreign air carriers are the governments. For ex- 
ample, the position BOAC takes at the conference is the position of 
the British Government. 

Mr. Keattna. There is the best illustration I have run into lately 
of the advantages of private free competition, as against Government 
monopoly and Government-owned companies. Here you are trying 
to give better service to the public at lower costs, and you are con- 
fronted with this animosity and objection from government-owned 
companies that can’t see beyond their noses and cannot see that prin- 
ciple you enunciate which is so true, that if you do a bigger volume 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2483 


of business you are going to come out better in the long run than if 
you try to contract your activities and charge way up at the top of 
all that the traffic will bear. 

I think that the American companies, yours and the others that are 
pushing this thing are to be cobmagediek for trying to do it. I have 
delved into it a little bit in the past years with some government bu- 
reaucracies in other countries and I know what you are up against. 

There is an inertia there that causes them, as this Frenchman did, 
to get their backs up and you can’t seem to move them. I think you 
should keep plugging at it. It is helpful and all of the time you are 
doing it you are selling the United States everywhere. 

Mr. Trrere. That is true. Again I point out that the statement I 
referred to was made by the Air Minister of France through his 
ee France’s Chief of Civil Aviation. 

Mr. Keatina. He is the one that said 

Mr. Triere. He stated that there had been a meeting just before 
the conference of some 14 of the European governments; that they 
were taking the position I mentioned a moment ago and wanted to put 
the conference on notice as to the position of their governments. They 
have that right. We have that right as a government, you see, to de- 
termine what is going tobe done. (See PAA exhibit C, p. 2696, infra.) 

_ Mr. Chairman, it takes time. I am very hopeful that while we may 
not secure all that we wish at this time, in the course of a year or so 
our friends in the airlines—our competitors—will agree that this 
third category of travel is a good thing for them and that it is good 
for their governments and their people. 

They are going to earn a great many more dollars from friendly 
tourists if we open the door to transatlantic travel, to 45 million more 
Americans that today can’t afford to fly to Europe and back. 

Mr. Quieter. As a practical matter, does any one of these countries 
exercise complete veto over the whole program? For example, if 
BOAC takes the same position in 1956 that they took in 1951, does 
that kill the whole thing so far as everybody is concerned or would 
it be possible that Pan American could say, “All right, if we must 
charge the high fares to fly to London we will charge them. The 
Italian Government is willing to let us have this third-class tourist 
fare. We will fly passengers to Italy at the low rate.” 

Mr. Tripre. The fares are all so interrelated in international air 
commerce. It is very difficult. For instance, I don’t believe our 
Government would want to take a position completely different from 
what the Canadian Government may wish to do. We are hopeful 
that the Canadian Government and their gemgney may see fit to sup- 
port our position. That would be very helpful. ri 2 

We had an indication from a press release that Canadian airlines 
were sympathetic. That means, as we see it, that the Canadian Gov- 
ernment would feel as we do about a new lower class fare. 

Mr. Kearttne. They have a little IATA over in Europe, that meet 
ahead of the big IATA meeting and get together on the deal. You 
ought to start one over in this country with the Canadians. 

Mr. Trrere. Sir, this was not an IATA meeting that I referred to. 
It was a meeting of governments, of air ministers, a meeting of people 
who could decide and speak for their governments, not speaking as 
civil carriers even though government owned, that met and issued the 


statement. 
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Mr. Quie.ey. But the answer to my question then is that one airline 
or one government that is the least efficient or the least ambitious 
or the most greedy, sets the fare? 

Mr. Tripre. No, if the majority of the governments of Europe 
agreed that fares should come dow n, I think they would come down. 
1 don’t think one single government could hold out. 

Mr. Quieter. Isn’t it like our jury system; if one juror holds out 
you are stuck ? 

Mr. Tripre. No, sir. It isn’t like that. It can’t be compared to 
our jury system. These conferences go on. I believe the present one 
will continue for 3 weeks. There will be every effort on the part of 
the airline chiefs who, in Europe, really represent their governments. 
They are people nominated by their governments. 

The CuHarrMan. It must be a unanimous vote, though—no matter 
how it is arrived at—it must be a unanimous vote from IATA before 
the rate can be established ? 

Mr. Tripper. That is correct. But it is a matter of compromise. All 
of these issues—what should be the fare for an upper berth; what 
should be the fare for a lower berth—all of those matters come. up. 
Effort is made to compromise one point of view against the other, 
and great progress is made. These are effective meetings because 
they are largely between representatives of government-owned air- 
lines. 

Mr. Quietey. If Pan American went into one of these meetings 
and said: “We can fly people across the Atlantic at a profit at 414 
cents a mile”; if TWA says, “W can’t do it for 414 cents, but we can do 
it for 5 cents; ;” and Air France says, “Well, we are sorry, we don’t 


have your efficienc a or your operation, we can’t do it for less than 6 


conte ; and BOAC comes along and says, “We could do it for 3 cents 
but we will not do it for less than : cents.” 

Won’t that fare end up er 

Mr. Tripper. No, sir; it will be a matter of compromise. I don’t 
believe one gov ernment could stand out by itself. It is a matter of 
give and take. The British could not say, “We are going to make 
ourselves a little island in Europe that will not receive service from 
the United States and Canada.” It is a matter of give and take and 
compromise. That is why these meetings last so many weeks. 

Out of it usually comes progress. It is slow but that is inherent 
in an international transportation industry such as we are in. 

(See PAA exhibit D, p. 2696, infra.) 

Mr. Quietry. They didn’t exactly compromise in 1951, did they? 

Mr. Triprr. Yes; they did. Like the situation I referred to in the 
case of tourist fares, initially they said “No”; we came back and we 

came back again, and finally we picked up support. Finally, we had 

unanimous agreement. The next year, with extension of t e tourist 
services to other areas, they came down and again in the years after 
that. Everybody is happy that we now have tourist fares on the 
North Atlantic and throughout the world. There is no question about 
that. 

Mr. Keating. You always meet in Cannes? 

Mr. Triere. Pardon me? 

Mr. Keratrne. Do you always meet in Cannes? 

Mr. Triere. No. 

- r. Keatrne. I suggest some other spot might speed up the pro- 
ceedings. 
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Mr. Tripre. Perhaps Nome, Alaska, in the wintertime. (Laughter.) 

Mr. McCuiiocs. Dia I understand you correctly, to say that your 
company first proposed lower transatlantic fares in 1945? 

Mr. Trrere. That is correct. 

Mr. McCutxocu. And those proposed reductions were very substan- 
tial, as I recall it? 

Mr. Trrere. That is correct. 

Mr. McCutiocn. Your proposal did not meet the approval of Great 
Britain, notwithstanding the fact that there was an unfavorable trade 
balance at that time and there has been an unfavorable trade balance in 
all of the years since, with possibly 1 or 2 exceptions, and did I under- 
stand counsel to say that another proposal was made to reduce those 
fares in 1951? 

Mr. Maerz. Yes, sir. 

Mr. McCutiocu. You failed to get approval of Britain for those 
reduced fares? 

Mr. Tripper. Sir, the question of all up interest of the British Gov- 
ernment is one which I suppose prevails in these ultimate decisions. 
Naturally, the British Government has to be guided to some degree by 
the wishes of the British-flag airline. It isa department of the Govern- 
ment. 

In some cases the Government may overrule it. It may say, “We are 
more interested in getting tourists’ dollars to improve our dollar bal- 
ances than we are being guided entirely by the wishes of our airline 
at a given time.” 

I would say 

Mr. McCutrzocn. That is the very pomt I wish to make. From 


1945 to date, neither the British Government nor the British airline 
or whoever is responsible have looked with favor upon your proposal 
to reduce fares to Britain; have they ? 

Mr. Trreve. Mr. McCulloch, I don’t think that would be quite a fair 
characterization because they have since oe The British Gov- 


ernment has been among the leaders in‘ Europe in appreciating the 
benefits to their people in bringing about greater air travel and ~ 
fares, in the international field. 

I would say they were among the leaders in Europe. 

Mr. McCutiocn. I have no particular desire to point a finger at 
Britain. 

Mr. Trreer. Right. 

Mr. McCoutxocn. I look with a friendly attitude to Britain. Since 
you do not care to, and I can see why you do not care to point the finger 
at Britain, then I will take in all of Europe. The countries of Europe 
haven’t seen fit to approve your proposal for reducing fares in either 
instance; have they ? 

Let me say it this way. Maybe you can help me if you will. The 
group that finally apptores these fares has not approved them in either 
instance, have they 

Mr. Trrppe. Sir, it is a little slower process than perhaps we are 
used to in this country—to bring about innovations. The tourist fares 
were finally approved. To be sure, it took several years to bring that 
about. 

I am confident that we are going to have further reductions, perhaps 
along the lines we have suggested. It may take more time than would 
be the case if we were dealing with a domestic problem; where there 
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was only 1 government concerned, 1 regulatory agency, and not 20 or 
25 sovereign nations, each with its own separate individual views. 
What is necessary here is a need to compose different views and reach 
agreements. 

Mr. McCutuocn. Generally speaking, your proposal was not 
brought into actuality within a reasonable time, was it, as we measure 
reasonable times in America ? 

Mr. Tripre. Sir, I would not want to say that it was an unreasonable 
time. It takes a lot of time to put a new tariff structure into effect 
in any international transportation business. 

There are so many problems involved—completely different from 
domestic—not only all of the technical problems, building flight equip- 
ment, designing aircraft to acceptable safety standards but also the 
whole international tariff structure which is very complicated. Every 
change in fares on a given route affects other fares all around the 
world. 

For instance, you would not appreciate that a change in the North 
Atlantic fares has direct impact on fares across the Pacific, because 
people coming from Australia might want to come to the United States 
via London or Paris or may want to come to the United States via 
Honolulu. Any change in fare in any part of the world has a.bearing 
on fares in other parts of the world where a totally different group of 

governments are concerned, 

You see the difficulties and the complications. 

Mr. McCuttocu. I can well see why Mr. Trippe does not wish to 
give a pone answer to the questions that I have proposed. And in 
view of that fact, I would just like to make this observation. 


It is particularly significant to me that your comuany made this 


application in 1945, with the result that is in the record. It is also 
particularly significant to me that you made this application in 1951 
or thereabouts, of which counsel has testified, and the result is as the 
record indicates. 

All the while Britain and practically all of the other European na- 
tions having an unfavorable trade balance with the United States and 
during all that time ready, willing, and anxious to take economic 
and technical aid from the United States in hundreds of millions of 
dollars and in some instances billions of dollars, and all of the while 
passing up for one reason or another the opportunity to get I believe 
you used the figure of a billion dollars in American tourist money. 

That is significant to me. I hope that the governments that are 
involved os the airlines which are involved at your hearing at 
Cannes—is it—— 

Mr. Keatrine. That is where it is. 

Mr. Tripper. Yes; at Cannes. 

Mr. McCuxiocn (continuing)—will give that fact consideration 
when they are considering the proposals that your company and TWA 
have made. 

Mr. Keattne. The Congress ought to give it consideration in their 
foreign aid bills, too. 

Mr. McCutxocn. I think I have, Mr. Keating. [Laughter.] 

= Quieter. Mr. Trippe, could I ask you one series of questions 
here? 

Do I understand that Pan American has already made application 
to the CAB for this third type of fare, reduced fare, across the At- 
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lantic? You did that approximately a month or 6 weeks ago; 
am I right ? 

Mr. 'T'rrprr. Mr. Quigley, we didn’t make application to the CAB. 
We put it up as a company program, and hoped to get support for it 
from governments that are going to have to pass on it. 

We don’t file, because it is an international fare. All of these gov- 
ernments have jurisdiction. We cannot apply to a single regulatory 
body. We have to throw it out as a company program and hope that 
we will get sufficient support ultimately to make it effective and strive 
in every way to bring that about as quickly as possible. 

Mr. Quieter. That particular proposed fare change is not now pend- 
ing before the CAB ? 

r. Trrpre. It couldn’t be pending, you see, Mr. Quigley, because 
the jurisdiction is in other governments, in other sovereignties as well 
as ours. You see, it is a matter of decision by 25 governments, not 
just our Government, as to whether it will be possible to do that or 
not. 

Mr. Quictey. Then, as a practical matter, that will never be sub- 
mitted to the CAB for approval or rejection 

Mr. Trrere. It will. 

Mr. Quiciey. Unless and until, of course, your representative and 
TWA/’s representative persuade the representatives of the other gov- 
ernments and the other airlines in the present meeting that it should 
be adopted ? 

Mr. Trivrez. I would say, unless the governments concerned, which 
are 25 governments, finally agree that it should be adopted. 

Before the conferences, TWA and ourselves have discussions with 
the CAB and their staff that have to do with these matters. We seek 
guidance and help from the CAB in terms of the procedure that we 
will follow. 

We get advice and help to the extent we can. We did so this time. 
The CAB announced officially that they supported the proposal that 
Pan American was going to make as a sound aria They sup- 
ported the proposal that TWA had made as a development type of 
proposal that would not be a fundamental change but which they would 
accept as well. 

They, along with all other governments, will finally have a crack 
at this after the Cannes meeting. 

Mr. Keatine. Does TWA favor reduction in fares now ? 

Mr. Trirerz. They have a different type of proposal. They pro- 
posed a special arrangement good for 2 weeks, a round-trip lower fare 
good for 2 weeks. We didn’t think that went far enough. We wanted 
a straight flat fare reduction that would be available throughout the 
year at about 20 percent under the present tourist-class fares. 

The Cuarrman. Mr. Trippe, it is now close to 12:20. How long 
will it take you to make your direct presentation ? 

Mr. Tripre. Mr. Chairman, just a few minutes more. I am prac- 
tically finished. 

The Cuarrman. Because we propose to adjourn shortly and then 
resume at 2:30. And we will sit tomorrow. 

Mr. Trirre. 2: 30 this afternoon, sir ? 

The CuatrMan. Yes. 

Mr. Triere. That is fine. 

The Cuatrman. I understand there may be certain things that will 
require your presence elsewhere. We will sit tomorrow and tomorrow 

77632—57—»pt. 1, vol. 414 
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afternoon. I hope to be able to conclude but if not, it may be neces- 
sary for you to return next week. What days would be agreeable 
to you? e cannot sit on Monday morning. 

Mr. Trreve. As I pointed out to you and members of the committee, 
it has been most difficult for the officers of our company to come down. 
We are engaged in a number of things important to us, many of which 
are also important to our Government. 

We would hope to continue this afternoon as late as the committee 
would wish and tomorrow as late as necessary. We would hope, how- 
ever, to be excused tomorrow as indicated by the chairman. 

The CuHarrman. We will try to finish tomorrow and then we will 
see what happens. Suppose you conclude, if you can, your direct 
statement. 

Mr. Trirre. I could do it right after lunch, or if you prefer, I will 
go ahead now. 

The Cuarrman. You say you only have a few more minutes to go. 
Let us finish it at this morning’s session. 

Mr. Trreps. If there are only 10 minutes left, I doubt I can do it. 

The Cuarrman. Go as far as you can. 

Mr. Trier. All right. 

Mr. Chairman, I have referred to the matter of proposed reduction 
in transatlantic fares which we have discussed. 

Over and above that, we have proposed, to become effective on 
June 20, only a week away, a substantial reduction in the fare between 
the United States and Puerto Rico, which is in overseas commerce 
and where no foreign government approval will have to be had. That 
fare will come down to $52.50. 

There will be three tariff categories between the United States and 
Puerto Rico, beginning June 20. The first-class fares are left at present 
levels. There will be a cabin-class fare which is in general the present 
tourist-class fare. And we will have in addition a new tourist-class 
fare at the rate of $52.50. 

Mr. Chairman, that is a rate of about 314 cents a mile. We think 
it is the lowest airline fare with no restrictions available in scheduled 
air commerce anywhere in the world. 

We are not limiting it to round trip within a certain number of days 
or limiting it to certain days of the week. This is a bona fide tourist 
fare at 314 cents a mile, which we are about to inaugurate between 
the United States and Puerto Rico, beginning the 20th of June. 

I know that your committee, in considering these matters of fares 
and tariffs, will be very glad to know of this new lower class fare. 

We think that the volume of travel between Puerto Rico and the 
United States will increase considerably. We are happy to have been 
able to offer this reduced fare on this 1,600 mile route important to the 
United States, and effective as I say, next week. 

I would like authority to insert about a page and a half statement 
describing the operation of this fare. I believe it would be of interest. 

The Cuatrman. That may be done. I would like to place in the 
record a brochure entitled “Proposed North Atlantic Tourist Class 
Air Service.” We will put that in the record also. 

(The release and brochure are reproduced as subcommittee insert 
No. 1 at p. 2540.) 

The CuarrMANn. Before I forget, I also want to put this statement in 
the record. I put in the record the supplementary statement of the 
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Civil Aeronautics Board with respect to certain legislation pending 
dealing with regulatory authority over rates and fares in foreign air 
transportation. 

I want to state that although I do not want to belabor the record, 
there is the clearest indication that the CAB looks upon the IATA 
as a cartel. 

(The supplementary statement is reproduced as subcommittee insert 
No. 2; at p. 2547.) 

(See PAA exhibit E, p. 2698), infra.) 

The CuHarrman. Proceed. 

Mr. Trrerve. Mr. Chairman, I would like briefly to go back to the 
history of our company, over the past 29 years. 

It was founded in 1927 by 12 young ex-World War military pilots 
who invested on the average $25,000 apiece in the enterprise in order 
to provide the total capital in the amount of $300,000 that we started 
business with. 

The first international operations were between Key West and 
Havana. We also had services in Alaska. 

Mr. Materz. That was the Aviation Corporation of the Americas? 

Mr. Trrere. That name was changed. 

Mr. Materz. Aviation Corporation of the Americas? 

Mr. Trirre. Yes, that is correct. That name was changed to Pan 
American World Airways Corporation. 

Mr. Maerz, That resulted—Pan American World Airways Corp.— 
resulted from a merger of a company known as Pan American, Inc., 
and Aviation Corporation of the Americas, in 1928, is that correct ? 

Mr. Triere. One was a wholly owned operating company to operate 
internationally, to avoid overseas taxes, because our Government then 
had no reciprocal tax treaties covering airlines. 

‘If I have heard you right you referred to our operating company, 
Pan American Airways, Inc. 

Mr. Materz. My question was this, Mr. Trippe. Maybe I didn’t 
make myself clear. 

Is it not correct that the present Pan American Co. resulted from 
a merger of Pan American, Inc., and Aviation Corporation of the 
Americas in 1928? 

Mr. Triere. I thought the merger came in later years. I am sorry, 
that is a lofig time ago. We did merge what was originally Aviation 
Corporation of the Americas and Pan American Airways, Inc., which 
was the operating company, wholly owned operating company. They 
were merged. Today we don’t have subsidiary operating companies 
because the tax problem abroad in foreign countries has largely been 
taken care of by reciprocal tax treaties that our Government has nego- 
tiated with many of the countries that we serve abroad. 

Mr. Marerz. You say Pan American Corp., going back now to 
1928, was a wholly owned subsidiary at that time of the Aviation 
Corporation of the Americas? 

Mr. Trrere. The merger—I thought you referred to the merger 
between Pan American Airways—Aviation Corporation of the Amer- 
icas and Pan American Airways, Inc. That merger came in a later 
year. One was a wholly owned operating company of the parent 
company. 

Mr. Matertz. I think if you will consult your records they will 
indicate that in 1928, there was a merger between Pan American, Inc., 
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and Aviation Corporation of the Americas. Does that refresh your 
recollection—my statement ? 

Mr. Triere. Well, I wouldn’t know, Mr. Counsel. If you have such 
a record, I am sure it must be correct. 

My impression was that it came in later years. 

Mr. Maerz. And you initially were associated with the Aviation 
Corporation of the Americas, and in the process of merging with Pan 
American, Inc., the new entity was known as Pan American World 
Airways; is that right? 

Mr. Trrere. I don’t think so; no, sir. 

Mr. Maerz. Would you supply to the committee the information ! 

Mr. Tripre. We can get that record out before I leave the stand. 
I will be glad to give you the complete details if that is of interest to 
the committee. 

Mr. Keating. Were you one of these 12 original people that put 
$25,000 in it? 

Mr. Trirre. I was; yes. 

The CuHarrman. Go ahead. 

Mr. Trrere. Mr. Chairman, the company gained its present position 
in the international field, first by pioneering throughout Latin Amer- 
ica. We extended from Florida to Cuba, down through .the -West 
Indies, as-far.as Trinidad.and the Dutch Guiana, in 1929, extensions 
were also made from Brownsville, Tex., the other original terminus 
in the United States, through Mexico and Central America to the 
canal and across the north coast of South America. Later, the sys- 
tem was extended so that at the end of 6 years, it served every single 
country in Latin America. 

During that period, Mr. Chairman, our European competitors were 
not asleep. They not only extended their services from Europe across 
the South Atlantic to serve Latin America through ‘that principal 
trade route, but they were extending out through the Middle East and 
to the Orient, the rich market of the Orient, from which we were 
separated by 5,000 miles of ocean. 

We started back in the early 1930’s to organize the first trans- 

acific service. We had hoped to operate through Alaska and Siberia. 

he then Colonel—now General—Lindbergh, our technical adviser, 
made the first flight in 1931 from the United States to, Alaska, and 
through Soviet territory and Japanese territory to China, surveying 
that so-called great circle route for our company. 

We commenced active operations in Alaska in 1932, and as I say, 
we hoped to extend those operations through to the Orient and China 
in 1934 and 1935. 

We had an agreement with the Amtorg Trading Corp., then the 
agency for the Soviet Government, whereby we would organize for 
the Soviet Government a chain of airports from the Bering Sea 
through their territory in Siberia. The agreement contemplated that 
we would have the right to operate over that airway to connect the 
United States with our affiliate in China, China National Airways, a 
corporation owned 45 percent by Pan American and 55 percent by the 
Chinese National Government. 
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Unfortunately, Mr. Chairman, at that time also, difficulties pre- 
vailed between our Government and the Soviet Government. There 
was the question of working out a solution for American debts then 
outstanding. Our Government asked that we not implement that con- 
tract at the time. 

Mr. Hull was the Secretary of State. A year later there was a 
settlement of the debt situation. We were told that we could proceed. 
Then unfortunately the Soviet Government changed its mind. We 
were advised it would be impossible to operate through Soviet terri- 
tory. We were prohibited, therefore from arranging a route from 
the United States through Alaska and, with our affiliated operations 
in China, to the Orient. 

The relations between our Government and Japan were deteriorating 
in those days. The only practical route available to an American- 
flag airline was the roundabout route across the Pacific, using 
steppingstones in the control of our Government, Honolulu, Midway, 
Wake, and Guam en route to Manila and Hong Kong. That service 
was set up in 1936. It was the first airline to operate over a major 
ocean route. It was flown by an airplane built in the United States 
in charge of an American captain and an American flight crew—by 
an American company, flying the United States flag. 

We were proud that the first overocean service for mail, passengers, 
and cargo was set up under our house flag. 

Several years later service was extended to New Zealand and Aus- 
tralia. I won’t go into the details, unless the committee is interested. 
Also before the outbreak of the European war, World War II, we 
pioneered air service across the Atlantic to Europe, operating over the 
southern route via Lisbon to France and over the northern route via 
New Foundland and Ireland to Great Britain. 

Then war came and most of our service went into direct operation 
for the military, including our services to Europe and our services 
across the Pacific. Only a small part of our operations were left in 
the form of commercial operations. 

I am happy to be able to say that over half of all of the military 
work entrusted by our Government to the American-flag civil airlines 
was entrusted to Pan American during the war years. 

Mr. Leste. I wonder if I could ask your permission to interrupt my 
president and read into the record the citation that was given at the 
time of the award of merit to Mr. Trippe? 

The Cuatrman. Yes, you may do that. You may put that in the 
record. 

Mr. Triere. I don’t 

Mr. Lestre. My president is very modest. 

The Cuarrman. Put that in the record. That will be all right. 

(The citation and award are as follows:) ; 
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CITATION TO ACCOMPANY THE AWARD OF 
THE MEDAJ, FOR MERIT 
TO 
JUAN T. TRIPPE 


JUAN T. TRIPPE, for exceptionally meri- 
torious conduct in the performance of outstand- 
ing services to the United States between Decem- 
ber 7, 1941 and August, 1945. Mr. Trippe, as 
President of Pan American World Airways, Inc., 
organized and edapted the international airways 
system which he led into such a flexible world- 
wide network of air routes as to serve the fight- 
ing forces of the Army and Navy of the United 
States in every country in the world where serv- 
ices were required. Under his direction, Pan 
American Airways, Inc., and its affiliated com 
panies carried the heads of nations and numerous 
high officials on great missions, vital war car- 
goes of documents, medicines, munitions, foods, 
and critical materiel to the battle fronts, and 
contributed directly and effdctively to every 
major campaign in which the United States forces 
engaged: In carrying out these missions, ‘the 
planes directed by him traveled over ninety mil- 
lion plane miles and completed nineteen thousand 
transoceanic croseings. His organizing capacity 
end high menaging skill, his patriotic and un- 
selfish cooperation with representatives of the 
United States, mede possible his compeny's great 
rpchievement. His leadership of his companies in 
furtherance of his country's military needs was 


in. the highest tradition of Sie Xoo 


UUthan 


iY 


THE WHITE HOUSE 
July 18, 1946, 
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THE UNITED STATES OF AMERICA 


TO ALL WHO SHALL SEE THESE PRESENTS, GREETING: 


THIS IS TO CERTIFY THAT 
THE PRESIDENT OF THE UNITED STATES OF AMERICA 
IN ACCORDANCE WITH THE ORDER ISSUED BY GENERAL 
GEORGE WASHINGTON AT HEADQUARTERS, NEWBURGH, 
NEW YORK, ON AUGUST 7, 1782, AND PURSUANT TO ACT 
OF CONGRESS, HAS AWARDED THE MEDAL 


FOR MERIT 


TO 
JUAN T. TRIPPE 


FOR EXTRAORDINARY FIDELITY AND EXCEPTIONALLY 
MERITORIOUS CONDUCT 


GIVEN UNDER MY HAND IN THE CITY OF WASIIINGTON 
THIS-EIGHTEENTH—DAY OF——.}ULY 1946 


Mr. Triere. Going on after the war, the first around-the-world 
service was set up in 1947. Here again the honor went to an American 
company. We commenced this service 9 years ago and it is still in 
operation. 

We have, Mr. Chairman, a number of other charts that I think would 
be interesting to the committee. 

First, I point out, however, that after the war, American Govern- 
ment policy changed. Up to that time it had been the policy of our 
Government to have Pan American not operate in the domestic field ; 
and also not to permit American domestic carriers to operate in the 
international field. 

President Roosevelt, President Hoover, and President Coolidge had 
all, in their respective administrations, followed this policy. Pan 
American was the only carrier whose mail contracts were not canceled 
in 1934. The question came up whether it was not appropriate for us 
to submit tenders when the domestic contracts were readvertised 
whether the policy which then had been in effect through three admin- 
istrations, would be continued. Domestic airlines were advised in 
1931 and again in 1937 that it was Government policy not to permit 
them to operate in the international field. 

And so at Pearl Harbor we find that the only American-flag system 
was the Pan American system. There was no other American-flag 
system operating in the international field. 
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I would like to insert in the record, or if you prefer I can read, a 
statement in which the Civil Aeronautics Board referred to that his- 
toric Government policy. 

The Cuarrman. You might insert it in the record. 

Mr. Triere. Very well. 

(See PAA exhibit F, p. 2707, infra.) 

Mr. Triere. At that time, Mr. Chairman, the Senate Commerce 
Committee was considering the question, also the House committee as 
well, as to whether it would be in the best interests of the Government 
to bring about a merger of all American airlines then operating. 

The Cuarrman. Is that the so-called chosen instrument bill? 

Mr. Trrere. To set up a community company. 

The Cuarrman. Youshook your head—I don’t know that the stenog- 
rapher got it. Was that the chosen instrument bill? 

ji r. Trrppr. No, sir; it was—well, it may have been referred to as 
that. 

The question was whether the policy should be continued, and Ameri- 
can companies, in a position to ae the American-flag operation 
abroad, should be merged into a single company under a plan set up 
by the Government, just as the Government merged the domestic 
cables, and the domestic telegraph companies, Western Union and 
Mackay, several years ago by legislation. 

We thought it would be in the interest of the Government 

The Cuarrman. If that plan had gone through, all American-flag 
companies operating internationally would have merged and Pan 
American would have had the largest stock interest of all the com- 
panies, isn’t that right ? 

Mr. Trrere. No, sir. No, Mr. Chairman. Pan American would 
have been dissolved. Pan American being the only carrier then op- 
erating in the foreign field—thousands of our stockholders might have 
had an individual opportunity to own stock in that company but Pan 
American as such would not, nor would the directors of Pan American 
have been permitted to constitute a majority of the board. It would 
have gone out of business. 

Mr. Materz. If that so-called chosen instrument bill had been ap- 
proved by the Congress, isn’t it correct that the Pan American stock- 
holders would have held the largest amount of stock in this new 
company ? 

Mr. Triepe. I couldn’t say whether they would or not. We have 
some 40,000 stockholders and whether the assets that they owned in the 
foreign field would have constituted a majority, in terms of the oppor- 
tunities given other transportation interests—I very much doubt it. 

Mr. Maerz. I did not say “majority.” Put it this way: Didn’t that 
so-called chosen-instrument bill contain a formula with respect to the 
proration of stock to the stockholders of the existing companies who 
participated ? 

Mr. Trrerr. I don’t recall that. A plan was to be set up by the 
Government fair to the stockholders of all of the companies described. 
No Pan American stockholder would have been the biggest individual 
stockholder. 

Mr. Materz. I didn’t say that. I am saying that, Is it not correct 
that the Pan American stockholders in the aggregate would have con- 
trolled the largest amount of stock in this new company that would 
have been set up under the bill? 
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Mr. Tripre. Your question is improper because they couldn’t have 
controlled asa group. They would only have been stockholders along 
with all other stockholders. 

The CHarrman. Would they not represent the largest unit of in- 
terest ? 

Mr. Trirre. They were not a unit of interest, Mr. Chairman. And 
of course, no plan was ever set up. 

The Cuarmman. Would the stockholders of Pan American in that 
entity represent the largest stockholding interest, not the majority but 
the largest stockholding interest ? 

Mr. Trirre. The largest. stockholder would probably have been Mr. 
Hughes as the dominant stockholder. Mr. Howard Hughes would 
have been by far the largest individual stockholder. 

The Cuatrman. I am not speaking of the individual but you take 
all of the stockholders of Pan American, TWA stockholders, what- 
ever the company’s name might be, but in that combination, the stock- 
holders classified as Pan American stockholders would have the largest 
stockholding interest of all of these other groups? 

Mr. Trirre. I don’t believe there is any such classification, Mr. 
Chairman. I will show you why in a minute. We have got a chart 
here showing the location of Pan American stockholders. We haven’t 
any central group. It is spread in every State in the Union. I don’t 
see how they could control as a group. 

The Cuarrman. I am taking all of the interests of all of the Pan 
American stockholders that would be in that combination, for the 
chosen instrument company, and I will ask you this question: 

Wouldn’t they represent the largest amount of stockholding interest 
in that new company ¢ 

Mr. Tripper. Mr. Chairman, I can’t answer that because no plan was 
ever set up or approved. ‘They may or may not have been. No one 
knows what the value of the Pan American assets that would have 
gone would have been, what ratio would have been offered other car- 
rier interests, and so forth. I couldn’t say. 

Mr. Maerz. Do you recall testifying before the Senate Commerce 
Committee in favor of that bill? 

Mr. Trrere. I did. 

Mr. Materz. Is it not correct that under the formula proposed in 
that bill, the Pan American stockholders in the aggregate would have 
controlled approximately 25 percent of the stock in the new company ¢ 

Mr. Trrere. I am sorry I can’t—— 

Mr. Maerz. Can’t you answer that question ¢ 

Mr. Tripper. I can’t confirm that. 

Mr. Maerz. Is that statement I made approximately correct? 

Mr. Tripper. I wouldn’t know, sir. [Iam sorry. I could look it up 
and then report if it is of interest. I don’t think, as I say, that they 
would control. They would be only small individual stockholders. 

The Cuarrman. How much would they be? 

Mr. Triere. Pan American as such would contro] nothing in the 
new company. 

The Caarrman. What is that? 

Mr. Triere. Pan American as such would control nothing. It 
would have been out of business. 
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The Carman. I am not saying that Pan American would control 
anything. I am asking and counsel is asking, what percentage of the 
stock of the new company would the Pan American s olders 
control ? 

Mr. Trierz. Mr. Chairman, I’d be glad to look that up and then 
reply this afternoon if it is agreeable. 

e Cuarrman, All right. 

Mr. Harkins. I am not addressing myself to the chosen-instrument 
project. I would like to have you furnish for the record—I realize 
you do not have this information now—you have stated that you have 
over 4,000 stockholders; is that correct ? 

Mr. Trrere. I believe some 40,000. 

Mr. Harxrns. Will you supply to this committee the proportion 
of the total outstanding stock in your corporation that is owned by 
the 10 individuals having the largest number of shares? 

The CuarrmMan. You mean 10 largest stockholders? 

Mr. Harxrns. And the proportion of the total outstanding stock 
that they control. Could you do that? 

Mr. Triere. If we can. Like every publicly owned company our 
stock is owned by people who keep it in the name of brokers. And 
we have no way to find out whether the stock in the broker’s name is 
owned by 1 person or 5 persons. 

The Cuarrman. Let us have it as your records disclose it. 

Mr. Trierz. To our knowledge, nobody owns more than 2 percent 
of our stock. I have charts that illustrate that. Perhaps that will 
cover the point you are interested in. 

The Cuarrman. I think we should—from your records, let us have 
your - largest stockholders and stockholding interest, from your 
record. 

Mr. Trrere. I believe these charts may answer the point you raise 
because we show the breakdown of stockholders. We will come to 
that in just a few minutes. 

The Cuarrman. We will have to adjourn now. It is getting late. 
We will resume at 2: 30 o’clock. 

(Whereupon, at 12:50 p. m., the committee recessed, to reconvene 
at 2:30 p. m., this day.) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2:30 p. m.) 

The Cuarman. Suppose you proceed, Mr. Trippe. 
Mr. Tripre. Pardon me, Mr. Ghairman? 

The Cuarrman. Suppose you go ahead. 

Mr. Trreve. All right. 


STATEMENT OF JUAN T. TRIPPE—Resumed 


Mr. Tripper. Mr. Chairman, this morning we were discussing Pan 
American’s war services, and Thad pointed out that in World War II 
Pan American itself literally went to war and actually performed 


over half of all the military assignments which our Government 
entrusted to the commercial airlines. 

To meet these responsibilities, the number of our employees was 
increased to over 88,000, or 12 times the peacetime level. 
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Pan American’s commercial operations were necessarily severely 
restricted, however, as compared to the other United States-flag air- 
lines. And because of the modest military fees earned during the 
war years, earnings of the company during these years were rela- 
tively lower. 

Today, Mr. Chairman, Pan American is still entrusted with the 
major part of the Government’s defense work assigned to United 
States civil aviation. 

Now, Mr. Chairman, before leaving Pan American developments 
since the war, I would like to refer to a statement made by our com- 
petitors that Pan American chose by preference the route to the Orient 
hy restrictions requiring a stop at Honolulu or another mid-Pacific 
isle. 

Mr. Chairman, this is not the case. 

The Cuarrman. Isthat a pending case before the CAB? 

Mr. Triere. We have acase pending, Mr. Chairman. 

The CuarrMan. I cannot hear you. 

Mr. Trips. I say we have a case pending, but I think this state- 
ment was made publicly and in recent days, and I would agree not 
to discuss the case, if you prefer, but only to correct this statement, 
made recently and in the public press. 

The CuarrmMan. Go ahead. 

Mr. Triere. Mr. Chairman, as I say, this is not a true statement. 

Our certificate to the Orient, which was approved as a “grandfather 
clause” route when Congress enacted the Civil Aeronautics Act, cov- 
ered services between the United States, Honolulu, Midway, Wake, 
Guam, and Manila, but it did not include a stop at Tokyo because 
Tokyo was unavailable to American-flag airlines when our pioneer 
service crossed the Pacific in 1935. 

We had hoped, as I pointed out this morning, to commence the 
service to the Orient by a more direct route, but this had not been 
possible, first, because of the Soviet Government, and in later years 
the Japanese Government. 

After the war was over and Japan was opened up to American-flag 
aviation, certificates to serve Japan were issued. A 7-year temporary 
certificate was given Northwest Airlines on the route chrongh laska, 
the Kurile Islands, and to Tokyo and beyond, and Pan American was 
given also a 7-year temporary permit to include Tokyo on its trans- 
pacific services, but also on a 7-year temporary basis. 

Mr. Chairman, Northwest at that time was a newcomer in the inter- 
national field, and President Truman did impose a restriction on Pan 
American which required that every time we picked up or left traffic 
at Tokyo—— 

The Cuarrman. Mr. Trippe, I am afraid we are going to get into 
difficulties here, because what you are dwelling on is something that 
is of vital interest now to your competitor; and if you make this state- 
ment and I allow it in the record, that competitor is going to come 
here and is going to demand time, and you might have time or want to 
demand time to rebut that, and I will be sort of trying that case here. 

Now, I do not want to do that. 

Mr. Trreve. Mr. Chairman, my only purpose was to correct the 
record, to state that this was a temporary restriction imposed on Pan 
American, not at our behest, and that we did not choose to take a 
certificate with such a temporary restriction. 
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That was the only purpose that I wanted to serve. 

‘ The CHamman. We have nothing like that in our record, Mr. 
rippe. 
r. Tripper. Pardon me? 

The Cuarrman. We have heard nothing like that in our proceedings. 

Mr. Tripper. I have seen the matter discussed at length in the publi 
press, Mr. Chairman. That is the only reason I brought it up. 

The Cuarrman. You see my point of view, Mr. Trippe? 

Mr. Triepz. Oh, I agree, Mr. Chairman. We would not want to 
discuss any issues of any pending case. But this was on the public 
record, a statement was made in recent days that we had selected a 
route to the Orient with a restriction. I had hoped to have the record 
corrected, because we are discussing the question of competition. 

The Cuarman. Why don’t we do this, in all fairness? I do not 
know whether I want to let it in the record. Suppose you submit a 
statement where you combat all these allegations and we will take it 
under advisement whether we will put it in the record. 

Mr. Trrere. Certainly, Mr. Chairman, I would not. want to cover 
any matter that should come up only in a proceeding before the CAB 
and the President. 

But this was a recent public statement. 

The Cuarmman. It undoubtedly will come up in that case, and I 
want just as much to protect the other fellow as t want to protect you. 

Mr. Triere. We would not want to say anything, Mr. Chairman, 
that should be restricted to pending CAB cases. 

Mr. Chairman, since the war, eight United States domestic airlines, 
American, Delta, Braniff, Eastern, National, Northwest, TWA, and 


United, have all been certificated to parallel Pan American outside the 
continental United States, but as yet Pan American has not been cer- 
tificated to operate in the protected domestic field. 

In this connection, I would like to read to the committee a short 
statement issued by the Senate Commerce Committee on December 1, 
1945, as follows: 


In the meantime, the committee is of the opinion that applications pending 
before the Civil Aeronautics Board for certain domestic express routes linking 
its various gateway airports by our established international air transport system 
should be promptly heard and acted upon. Fair play would indicate that, if 
domestic air carriers are now to participate in the international field, our over- 
seas air carriers, now authorized to operate from the United States only in inter- 
national service, should participate commensurately in the far larger domestic 
field. 


I should point out, Mr. Chairman, that this is a statement made 
some 9 or 10 years ago. There were no cases then pending before the 
Board which are presently still before the Board. 

[ Continuing :] 

Unless an equitable corresponding share in our domestic air commerce is 


authorized, serious injury will be done not only to those who have pioneered in 
the overseas field, but also to America’s position in international air commerce. 


The Cuarrman. I am afraid if you are going to continue with your 
direct statement beyond, say, 5 minutes from now, it will be essential 
for you to come back next week. 

I do not want to cut you off. You, or somebody else, could submit 
the balance of your direct statement some day next week. 

Mr. Trreve. Mr. Chairman, we have several charts here that I can 
just ask you to look at one after the other. I think they will answer 
some questions that came up this morning. 
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Suppose we just show those quickly one after the other, and then 
there is only one more point I want to cover. 

(See PAA chart M, p. 2500, infra.) 

This, Mr. Chairman, represents the operating expenses per revenue 
ton-mile of Pan American and the international operations of com- 
peting American-flag carriers. You will see that on the Atlantic, our 
costs are slightly under those of our American-flag competitor. The 
same applies in the Pacific and the same applies to Latin America. 

The next chart—— 

Mr. Keating. Other than showing that your company is well run, 
does that have any bearing on what we are doing here? 

Mr. Trrepe. It does show that we have a competitive yardstick; in 
other words, that our costs in the international field are comparatively 
competitive with other carriers that have been set up to operate also 
in that field. 

Mr. Keatine. They areless. Your costs are less. 

Mr. Triere. Slightly less; that is right, sir. 

(See PAA chart N, p. 2501, infra.) 

This, Mr. Chairman, represents the return per annum on average 
annual common stock equity of Pan American and the same domestic 
competitors. In reference to TWA, there is a small column to the 
left of the major column. The large column represents the return to 
TWA as a whole entity; the lower column represents the percentage 
of return on their international services only, that is, the rate 
return on TWA’s capital dedicated to its international services. T 
chart shows the earnings that Pan American has received for this 
5-year period, 1951 to 1955, as compared to our principal competitors. 

Mr. Keatrinc. This shows, then, that you do not make as much 
money on your common stock as your competitors ? 

Mr. Tripre. That is correct. 

There is a lesser return, because we operate only in the international 
field, where we are subsidized. 

Mr. Keattne. You do not use this chart in your stockholders’ 
meetings? [Laughter.] 

Mr. Tripre. Pardon me? 

Mr. Keating. You do not use this chart in your stockholders’ 


meetings ? 

Mr. Tum We do not use this chart at the stockholders’ meetings. 
We do show the returns we have made and have over the years, but we 
have not shown them in this form. 

Mr. Keatine. In general, the idea—— 

Mr. Tripre. I use this here to illustrate the fact that we have been 
dependent on mail rates and subsidy fixed by the Board. We operate 
entirely in the international field and have no services in the domestic 
field. Domestic operations historically have been more attractive and 
lucrative because they are protected against foreign-flag competition. 

(See PAA chart O, p. 2502, infra.) 

The next chart is a comparison of the book value of the common 
shares of these companies with the market prices as listed on the 
stock exchanges for the period 1950 through 1955. The solid line 
represents the book value and the shaded line the market value of the 
securities; the first column being American, then United, TWA, 
Eastern, and Pan American. 

Mr. Keatinea. In other words, then, that shows that the market 
value is well above the book value on everybody except Pan American? 
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Mr. Trirre. Except Pan American. 

And again, we are the only one operating solely in the international 
field. Our earnings have been limited to rates of return on our invest- 
ments as prescribed by the Civil Aeronautics Board. 

Mr. Keatrna. Is that supposed to show that your stock should be 
selling for more than it is, then? 

Mr. Trier. To expand in a growth industry but sell new capital 
below breakup value is unsound. 

(See PAA charts, P and Q, pp. 2504, 2505, infra.) 

Mr. Chairman, the question came up concerning our stockholders. 
This is the chart I said we would be looking at later. You see, 45 
percent, or over 20,000 stockholders own from 100 to 999 shares of our 
our stock. Fifty-two percent, or 23,760 stockholders, own less than 
100 shares of our stock, and only 1.8 percent, or 810 stockholders own 
more than 999 shares. 

The CuarrMan. Who is the largest stockholder? 

“% Trippe. And no stockholder owns more than 2 percent of our 
stock. 

The Cuairman. Nobody owns more than 2 percent ? 

Mr. Trirre. Nobody owns more than 2 percent of our stock. 

The Cuamman. Who is the largest stockholder ? 

Mr. Trrere. I don’t know, Mr. Chairman. 

The Cuatmrman. You do not know? 

Mr. Triere. I do not know, no. I think a broker owns the largest 
amount, 

The Cuarrman. What does 2 percent mean? How many shares of 
stock would 2 percent mean ? 

Mr. Tripre. Well, there are outstanding about 6 million shares. 
Two percent would be about 120,000, something in that line. 

Mr. Kratine. That broker is holding that in the street name for 
somebody else; is he not ? 

Mr. Tripper. A street name; that is correct. 

Mr. Kratrna. The biggest stockholder is holding the stock in a 
street name in New York, is he? 

Mr. Tripre. He probably is. I don’t know. But I do know that the 
largest block as shown on our books is registered in a street name. 

he Cuarrman. Would you care to state what percent of the stock 
you own yourself, Mr. Trippe? 

Mr. Trirre. I personally own less than 1 percent. 

Mr. Keatrne. I want to say, I am really impressed with what 
you said this morning, that, for instance, you put in $25,000 into 
this company originally and you have worked hard and you have 


shown in the hearings here — own ability, and that is true of others 


in your organization, and I am sure you are worth over $25,000 now, 
oad I think it is a great saga of American free enterprise. I like to 
see that sort of thing. 

Mr. Triere. Thank you, Mr. Keating. 

Mr. McCutiocw. And I might say it can be tactfully suggested to 
participants in this Cannes meeting that it might be of interest to all 
people of the world if they would give more attention to such a saga 
or such a story. 

Mr. Frreer. Thank you, sir. 

Mr. Chairman, I am through with the exception of one matter. 

I have a brief statement on another matter in which, judging from 
the material requested from our files, the subcommittee appears to 
be interested. 
77632—57—pt. 1, vol. 4——15 
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CHART P 
PAN AMERICAN'S STOCKHOLDERS 


52.8% OR 23,760 
STOCKHOLDERS OWN 


5.4% OR 20,430 ste LESS THAN 100 
“FSTOCKHOLDERS OWN SHARES EACH 


FROM 100 TO 999 is | ii THT 


SHARES EACH 


1.8% OR 810 STOCKHOLDERS 

OWN MORE THAN 999 SHARES 
EACH. NO INDIVIDUAL STOGKHOLDER 
OWNS MORE THAN 2% OF 
OUTSTANDING STOCK 
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I refer to certain people who have recently joined Pan American. 
Drew Pearson in a recent column made some improper and inaccurate 
charges related to this matter. I wish to answer these charges here 
and now. 

. The CuHarrman. We have nothing to do with Mr. Drew Pearson 
ere. 

Mr. Trreee. Mr. Chairman, the information was taken from our 
files at the request of the committee. It has todo Mr. Chairman, with 
young Bud Eisenhower—— 

The Cuarrman. Mr. Trippe—— 

Mr. Tripre (continuing). Robert Murray, and Roger Lewis 

The Cuarrman. Mr, Trippe, we are going to ask you about Mr. 
Roger Lewis, but that has nothing to do with what Mr. Pearson may 
or may not have written. It has nothing to do with that. 

Mr. Keattne. We have had—— 

Mr, Trier. It is exactly the same subject, Mr. Chairman, I do hope 
it will take only 3 or 4 minutes for me to make the statement. 

The Cuarrman. I think you had better wait until we ask the ques- 
tions, and then you can rebut or you can answer it in due course, Mr. 
Trippe, because I think we have to get to the end of your direct state- 
ment, and I hope we have reached that now. 

Mr. Trirre. This would take only 1 or 2 minutes. I am very anxious 
to have a chance to refer to these three gentlemen. 

The Cuarrman. You can hold your fire on that. I want to ask 
you this, then. Is it correct that Mr. Roger Lewis has been an execu- 
tive vice president of Pan American since October 1, 1955? 

Mr. Keattnc. Who is Roger Lewis? 

The Cuarrman. Mr. Roger Lewis. I just asked whether he was a 
vice president. 

Mr. Trrevz. Mr. Chairman, I am prepared to make a complete 
statement concerning Mr. Roger Lewis. 

The Cuarrman. No,no. I just asked the question—— 

Mr. Trrere. I hope you will let me make it. I think it would be 
very helpful—— 

The Cuatrman. Mr. Trippe, this inquiry must be conducted in a 
regular way. Now, I am chairman, and I like to ask questions in a 
regular way. Now, be patient and you will have your chance. 

o ahead. 

Mr. Keatina. There was a question of whether Mr. Roger Lewis 
was a vice president. 

The Cuarrman. Yes. I did not get the answer. 

Mr. Trrpre. He is, Mr. Chairman. 

The Cuatrman. Go ahead. 

Mr. Maerz. Has he been an executive vice president of Pan Ameri- 
can since October 1, 1955 ? 

Mr. Trrpre. He has. I have several paragraphs that will give you 
complete information on Mr. Lewis. 

The CHarrmMan. Wait a minute, sir. Now answer the questions as 
best you can. 

Mr. Trrepe. All right. 

The CHairMan. ie he been, since October 1, 1955, an executive vice 


president ? 
Mr. Trrrre. Yes, he has. 
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Mr. Marerz. Immediately prior to that, Mr. Trippe, was Mr. Roger 
Lewis Assistant Secretary of the Air Force for Materiel, a position 
that he occupied since April 2, 1953? 

Mr. Trirre. I believe he was. 

Mr. Materz. I take it, Mr. Trippe, that you are familiar with the 

fact that as Assistant Secretary of the Air Force, Mr. Lewis was re- 

sponsible, among other things, for direction, guidance, and supervision 
of all matters pertaining to the formulation, review, and execution of 
plans, policy, and programs in the functional fields of procurement, 
planning, and programing. 

Mr. Trivre. I didn’t know that. I knew he was Assistant Secretary 
of the Air Force. I, of course, did not know what his detailed respon- 
sibilities were. 

Mr. Maerz. Mr. Chairman, at this point I offer in evidence a letter 
dated May 29, 1956, addressed to you from Maj. Gen. Joe W. Kelly, 
USAF, Director of Legislative Liaison. 

(The letter referred to is as follows :) 


DEPARTMENT OF THE AIR FORCE, 
Washington, May 29, 1956. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, House of Representatives. 


Deak Mr. CHAIRMAN: In your letter of April 5, 1956, you requested that certain 
Air Force documents be made available for examination by your subcommittee 
counsel. These documents pertain to the award of a contract to Pan American 
World Airways for the operation of the guided missile range at Patrick Air Force 
Base, Fla. 

We have made an extensive examination of Air Force files as the result of 
your request and have been able to discover only a few documents which reflect 
any interest or action by Mr. Lewis in this contract or in the guided missile range 
at Patrick Air Force Base. In order that these documents may be seen in per- 
spective, we have assembled all the pertinent files relating to this contract whether 
or not Mr. Lewis is mentioned in these documents, with the exception of several 
documents which cannot be made available for inspection by counsel for the sub- 
committee because of their privileged character. These files which are being made 
available present a very complete picture of the circumstances surrounding award 
of the contract, as well as the extent of Mr. Lewis’ participation in the project. 

Our own review has indicated to us that the major steps in deciding upon 
contractor operation and in choosing the contractor for this purpose were taken 
either before Mr. Lewis became Assistant Secretary or without his participation. 
The possibility of contractor operation of the guided missile range had been under 
consideration since planning of the facility was initiated in 1948. In March of 
1952, a detailed study was made of operating this facility under contract. The 
then Under Secretary of the Air Force, Mr. Roswell Gilpatric, approved the solici- 
tation of proposals for operation of the range. In November of 1952, six proposals 
were received and evaluated. In January of 1953, the Missile Test Center deter- 
mined, on the basis of the evaluation, that the preferred proposal was that sub- 
mitted by Pan American World Airways and Radio Corporation of America. 
In July of 1953, the Air Force Council recommended and the Chief of Staff ap- 
proved contractor operation of the facility and Headquarters, USAF, authorized 
the Air Research and Development Command to proceed with contract negotia- 
tions. A letter contract was awarded by that Command to Pan American in July 
1953 for range engineering and range operation which represented about 30 per- 
cent of the total effort required in the operation of the Air Force Missile Test 
Center. 

It should be noted that Mr. Lewis was confirmed as Assistant Secretary on 
April 2, 1953, after proposals for operation of the range had been received and 
evaluated. On December 21, 1953, Mr. Lewis authorized the Deputy Chief of 
Staff, Materiel, to proceed with conversion of the letter contract to a definitive 
contract for the operation of the range. Under the division of duties prescribed 
by the Secretary of the Air Force, Mr. Lewis, as Assistant Secretary for Ma- 
teriel is responsible among other things for direction, guidance, and supervision 
over all matters pertaining to the formulation, review, and execution of plans, 
policies, and programs in the functional fields of procurement planning and pro- 
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graming, and transportation, communication, and other service activities. In 
discharging his responsibility in these areas, the Assistant Secretary for Ma- 
teriel would normally participate in approval of the program for contract opera- 
tion of the missile test range. This would be true in the case of Mr. Lewis not- 
withstanding that the program was initiated prior to his assuming the office. 
F These files which you have requested will be made available at your conven- 
ence. 

Sincerely yours, 


Pa 


4 


Jor W. KELty, 
Major General, USAF, Director, Legislative Liaison. 

Mr. Keatrna. What is the date of that? 

Mr. Matetz, May 29, 1956, Mr. Keating. 

General Kelly states as follows: 

Under the division of duties prescribed by the Secretary of the Air Force Mr. 
Lewis as Assistant Secretary for Materiel is responsible, among other things, 
for direction, guidance, and supervision over all matters pertaining to the 
formulation, review, and execution of the plans, policies, and programs in the 
functional fields of procurement, planning, and programing and transportation, 
communication, and other service activities. 

Now, is it not a fact that Pan American has a cost-plus-fixed-fee 
contract with the Air Force for the operation and range engineering 
of a guided-missile range at the Patrick Air Force Base in Florida? 

Mr. Triere. It is, and a contract largely concluded with the pre- 
vious administration, before Mr. Lewis was appointed. 

Mr. Materrz. Is it not true that Pan American’s function is pri- 
marily to supply management to run the project ? 

Mr. Trrere. That is correct. We were invited by the Pentagon, 
along with a number of others, to make proposals having to do with 
the operation of the guided missile range. 

Mr. Keatine. When was that? When were you invited? 

Mr. Trirere. Some 4 or 5 years ago, at least. My guess would be 
5 years ago. 

Mr. Maerz. Is it correct that Pan American received a letter con- 
tract for this project in July 1953? 

Mr. Tripre. I would think about that date. I can’t be sure of the 
exact date. 

Mr. Marevz. Is it, or is it not correct that from July 1953, to the 
present date about $34,420,000 has been expended by the Air Force on 
this contract, of which about $1,135,000 represents Pan American’s 
fee and the rest is attributable to Pan American’s costs on the projects ? 

Mr. Trrepr. I don’t have the exact figures. I would think in gen- 
eral that was the case, and I would point out also, Mr. Chairman, 
that under our mail rates, that fee, so far as Pan American is con- 
cerned, is a direct credit to our subsidy. Our stockholders do not 
keep it, so that all the work we are doing at the guided missile range 
is a contribution, in effect, toward public service. 

Mr. Mauerz. Are you familiar, Mr. Trippe, with the fact that on 
January 28, 1954, Mr. Lewis, as Assistant Secretary of the Air Force, 
formally approved this contract on behalf of the Air Force ? 

Mr. Trrere. I understand it was a contract the sponsor of which 
is the Department of Defense, and not the Air Force. 

Mr. Maerz. Mr. Chairman, I offer in evidence at this point a copy 
of a memorandum signed by Roger Lewis, Department of the Air 
Force, Office of the Assistant Secretary, dated December 21, 1953, for 
the Deputy Chief of Staff, Material, directing the Deputy Chief of 
Staff to proceed with the negotiation of the contract for the operation 
of a guided-missile range at Patrick Air Force Base. 

The Cuairman. Accepted. 
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(The document referred to is as follows:) 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington, December 21, 1958. 


Memorandum for Deputy Chief of Staff, Materiel. 
Subject: Operation of guided missile range. 

Per our conversation in Secretary Wilson’s office on Saturday, attended by 
Secretary Wilson, Deputy Secretary Kyes, Assistant Secretary Quarles, Under 
Secretary Douglas, Generals Partridge and Mundell, you, and myself, will you 
please proceed with the negotiation of a contract for the operation of the guided 
missile range at Patrick Air Force Base? 

In negotiating this agreement, please bear in mind our instructions on the 
following points: 

(a) The contract is to be on a year-to-year basis with clear termination pro- 
visions, such termination provisions to include an understanding with the con- 
tractor that he will aid in the return of the work to the Government. We par- 
ticularly desire to have an understanding that his employees will be encouraged 
to remain on the project in Government service. 

(bv) That the fee for the work be fixed and that the amount be related to the 
contractor’s investment, risk, ete. We should be particularly careful of the 
relationship between the contractor’s fee and the fees allowed his principal sub- 
contractor which would be considered a cost. 

(c) That the contractor be required to establish and maintain a degree of 
security commensurate with the significance of the project. 

In view of the importance which attaches to this contract, I would appreciate 
your reviewing it with me before it is executed. 


(Signed) Roger Lewis. 
Mr. Trirre. May I say, Mr. Chairman, that it is my understanding 
that the instructions to proceed with this contract were given in the 
Office of the Secretary of Defense, not the Secretary of the Air Force. 
Mr. Matrrz. This memorandum, Mr. Trippe, indicates that on 


December 21, 1953, Mr. Lewis authorized the Deputy Chief of Staff, 
Materiel, to proceed with the negotiation of a contract with Pan 
American for the operation of the range... Would you care to examine 
the memorandum ? 

Mr. Trirrz. No. You have it there. I just pointed out that he 
may have been acting under instructions—I understand he was—from 
his superiors, who determined that policy. 

Mr. Materz. Are you also aware that Mr. Lewis was one of the 
Air Force officials responsible for the decision of the Air Force that 
the guided-missile project would be carried out by a private contractor 
rather than by the Air Force itself ? 

Mr. Trrere. No. I would question that. That policy had been 
determined at an earlier date, so far as I know. 

Mr. Materz. I think you are quite right, Mr. Trippe. However, 
although Lt. Gen. Orville R. Cook, Deputy Chief of Staff for Materiel, 
had made that recommendation, it was in turn concurred in by Mr. 
Lewis. Specifically on October 26, 1953, Orville R. Cook, lieutenant 
general, USAF, who was the Deputy Chief of Staff, Materiel, ad- 
dressed a memorandum for Under Secretary Douglas, subject, Con- 
tractor Operation at the Air Force Missile Test Center. 

Mr. Chairman, the information received from the Air Force indi- 
cates that Roger Lewis concurred in General Cook’s endorsement of 
contractor operations as opposed to Air Force, and then Mr. Lewis 
also indicated in his own handwriting, and I quote, “Have some ques- 
tions about contract details, however.” 

And, Mr. Chairman, at this point I offer these two memoranda 
in evidence. 

The Cuarrman. Accepted. 

(The memoranda referred to are as follows:) 
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MEMO ROUTING SLIP |  CONCURRENCES. O8 SIMILAR ACTIONS 


1 MAME OR TITLE 
Mr Roger Lewis 
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Asst. Secretary AF 
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TO MR. DOUGLAS. 
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ROCER LEVIS 
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DEPARTMENT OF THE AIR FORCE, 
HEADQUARTERS UNITED STATES AIR FORCE, 
Washington, D. C., October 26, 1953. 
Memorandum for Under Secretary Douglas. 
Subject: Contractor Operation at the Air Force Missile Test Center. 

1. It is Air Force policy to utilize contractual resources “wherever effective- 
ness, efficiency, or economy will be increased thereby, without impairing mobili- 
zation potential or combat effectiveness’ (AFR 70-6). 

2. The Air Staff favors contractor operation at the Air Force Missile Test 
Center because of the conviction that a more efficient and effective operation 
will result. The contractors are able to obtain better quality and better stability 
in personnel than the Air Force. Both contractors have agreed to a phase in 
rate during fiscal year 1954 that they believe can be met numberswise. Both 
contractors are operating training programs to qualify personnel for the opera- 
tion. They do not depend upon proselyted Air Force personnel to fulfill their 
requirements. They expect to keep their personnel on station for 2 to 3 years 
and to retain them in the contract work for longer periods. The contractors’ 
own experience in operations outside the United States indicates their plan is 
feasible. In addition, the administrative and technical management of these 
two reputable companies is available to support the contract. By contrast, 
Air Force sources are limited to military and civil-service personnel. The over- 
seas tour for the down range stations is 1 year. The reenlistment rate in ARDC 
was 22.5 percent in fiscal year 1953. The use of graded civil-service personnel 
for the down range stations was investigated by the Missile Test Center and found 
to be infeasible. 

3. The fundamental mission of the uniformed personnel of the Air Force is 
to engage in military operations, if the need arises. Our organization, regula- 
tions, and laws are based upon this mission. Operation by contract will release 
a total of 1,642 officer and airman spaces by end of fiscal year 1955. These per- 
sonnel spaces can be used for the combat air units or for other requirements 
of the Air Force. 

4, To date the Air Force investment in guided missiles exceeds $1.45 billion, 
not including public works. The authorized and funded investment in the 
missile test range exceeds $150 million. Ineptness or inefficiency in testing 
could have dire consequences, not only from the cost standpoint, but also in the 
effectiveness of the weapons as finally adopted. From these considerations, it 
appears unrealistic to base decisions upon simple, comparative evaluations of 
cost in military versus contractor operation. Good judgment would indicate 
that higher efficiency in operation of the range should result in economy. We 
cannot, however, demonstrate by normal cost-accounting methods that this is so. 

5. On the basis of the above and with the assurance hereby given, that the 
contractor will be closely supervised and properly restrained, the Air Staff is 
convinced of a more efficient operation by contract. 

6. The Air Force may be subject to criticism for either method of operation. 
The Air Staff must base its decisions and recommendations upon what it believes 
is in the best long-range interests of the Air Force. It is the best judgment of 
the Air Staff that contractor operation at the Missile Test Center is preferable. 

7. I concur with the Air Staff that contractor operation of the range facilities 
is advantageous to the Air Force and the Government, and recommend that 
approval be given for such operation. 

ORVAL R. Cook, 
Lieutenant General, United States Air Force, 
Deputy Chief of Staff, Materiel. 


Mr. Materz. I take it that you are familiar with the fact that in 
June 1954, and again in July of 1955, Pan American’s contract with 
the Air Force was renewed ? 

Mr. Trreeve. No. I don’t know what specific date it was renewed. 
I know it has been renewed. 

Mr. Materz. You are familiar with the fact that the contract was 
renewed in 1954 and 1955? 

Mr. Trrerve. As far as I know, it was; yes. 

Mr. Maerz. Now, as you previously testified, Mr. Lewis became 
associated with Pan American on October 1, 1955, immediately upon 
resigning from the Air Force on September 30, 1955; is that correct? 
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Mr. Trrere. I can’t give you the exact date. If you have it, it must 
be right. 

Mr. Materz. Is it not correct that one of Mr. Lewis’s principal as- 
signments with Pan American includes “supervision”—and I am 
quoting— 
supervision of company projects relating to the national defense, including 
operating supervision of the guided missile range project. 

Mr. Tripper. That is correct. But I don’t think you are reading 
the balance of that paragraph. 

Mr. Materz. I shall in just a moment. 

Mr. Tripper. I hope you will cover it all. 

Mr. Martz. It is also correct, is it not 

Mr. Trierr. May I interrupt ? 

Mr. Maerz. This is a very important question. 

Mr. Kerartine. If counsel is not reading the whole thing 

Mr. Materz. I am just about to read it at this point, Mr. Keating. 

The Cuarrman. It will be read. Just be patient. 

Mr. Materz. It is also correct, is it not, that under the terms of 
his employment it was understood that Mr. Lewis was to have no nego- 
tiations with either the Air Force or the Department of Defense re- 
lating to the guided-missile projects or any project of Pan American’s 
with which he may have had any connection while in Government. 

Mr. Trrppe. That is correct. Before Mr. Lewis became an officer 
of Pan American, we received formal advice from counsel of the 
Air Force and from our own counsel that it would be proper for him 
to carry on for Pan American with the restrictions imposed in the 
directive and he, as far as I know, has fully complied with those 
instructions. 

Mr. Maerz. Mr. Chairman, in order to get this matter in context, 
may I read an excerpt from Mr. Trippe’s letter to Mr. Lewis with 
respect to Mr. Lewis’ assignment? ‘This is a letter dated October 5, 
1955, a letter from Mr. Trippe to Mr. Lewis: 

Your initial assignments will include supervision of company projects relating 
to the national defense, including operating supervision of the Guided Missile 
Range Project. However, all negotiations with either the Air Force or Defense 
Department relating to the Guided Missile Range Project or any other project of 
ours with which you may have had any connection while in the Government 
will continue to be the responsibility of Vice President Gledhill and will be 
exclusively handled by him as in the past. 

Now, if you care, Mr. Trippe, I shall read the other responsibilities. 
There is just one more paragraph in your letter: 

Another responsibility will be to develop company policies and a detailed pro- 
gram for the major expansion of the company’s air cargo business. Additional 
duties and responsibilities of an administrative nature at home or abroad may 
also be assigned to you from time to time. 

I have read from your letter. 

Mr. Trierr. That coincides with my recollection, definitely, Mr. 
Counsel. 

(The letter referred to, and related documents, are as follows :) 

THE ASSISTANT SECRETARY OF THE AIR FORCE, 
Washington, September 7, 1955. 
Mr. JUAN TRIPPE, 
President, Pan American World Airways, 
New York, N. Y. 


Dear JUAN: I returned from my vacation this morning. I must be here a 
few days with Secretary Quarles, who is leaving for Europe at the end of the 
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week, and I now plan to be in New York, Monday, Tuesday, and possibly Wednes- 
day of next week. 

I would like very much at some time convenient to you, to have the further 
private talk you mentioned, and possibly later meet with your senior people as 
you suggested. 

If you could let me know what is most convenient for you, I will schedule 
accordingly. 

Sincerely, 
RocerR LEwIs. 
OctToBER 5, 1955. 
Personal. 


Mr. Roger LEwIs, 
Washington, D.C. 

Dear Rocer: Confirming our recent conversation, I wish to outline herewith 
arrangements covering your association with Pan American World Airways, Inc., 
as follows: 

(1) Effective October 1, 1955, you will be employed by Pan American World 
Airways, Inc., at the rate of $28,000 per year, payable in equal installments on the 
15th and last days of each calendar month. 

(2) In line with the standard practice between the company and its senior 
officials and officers, it is understood that the agreement between the company 
and yourself may be terminated by either party by notice in writing of not less 
than 60 days. Upon such termination all of our respective rights and obligations 
shall cease. 

(3) At the next meeting of our board of directors, I will recommend your 
election as an executive vice president in charge of development and defense 
projects. Your headquarters will be in New York City. Expenses incurred by 
you in moving your home from Washington to New York, not to exceed $2,000, 
will be reimbursed to you. 

(4) Your initial assignments will include supervision of company projects 
relating to the national defense, including operating supervision of the guided 
relating to the national defense, including operating supervision of the Guided 
Missile Range Project. However, all negotiations with either the Air Force or 
defense department relating to the Guided Missile Range Project or any other 
project of ours with which you may have had any connection while in the 
Government will continue to be the responsibility of Vice President Gledhill and 
will be exclusively handled by him as in the’ past. 

(5) Another responsibility will be to develop company policies and a detailed 
program for the major expansion of the company’s air cargo business. Additional 
duties and responsibilities of an administrative nature at home or abroad may 
also be assigned to you from time to time. 

Needless to say, the other senior officers of our company as well as myself 
are gratified at your decision to join the Pan American family and look forward 
to a long and happy association with you. 

If the foregoing properly conforms with your understanding of the arrange- 
ments between the company and yourself, would you please note your acceptance 
at the bottom of the attached copy and return it to me for the company’s files. 

Sincerely, 
PAN AMERICAN WORLD AIRWAYS, INC., 
(Signed) JUAN T. Tripper, President. 
Accepted : 
(Signed) Rocer Lewis. 


NOVEMBER 1, 1955. 


EXECUTIVE SYSTEM MEMORANDUM No. 135 


Mr. Roger Lewis has been elected executive vice president—development and 
defense projects. 
1. In that capacity he will coordinate head office activities with respect to 

(a) The technical assistance program. Amending executive system memo- 
randum No, 132, the director—technical assistance program will report to 
Executive Vice President Lewis. 

(b) The guided missiles range division, with the exception of matters 
having to do with the amendment or renewal of contracts with the United 
States Government relating to this division or any claims between the 
Government and the company relating thereto. Mr. R. 8S. Mitchell, vice 
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president in charge of the division, will report to Executive Vice President 
Lewis, except that with respect to the contract matters with the United 
States Government described above, Mr. Mitchell will report to Vice Presi- 
dent Gledhill, who will continue in charge as head office representative. 

(c) The company mobilization program with the United States Gov- 
ernment. 

(d) The civil reserve airfleet program (CRAF). 

(e) The intercontinental hotels program. 

2. Mr. Lewis will be designated for membership on the board of Pan American- 
Grace Airways, Inc., as a Pan American nominee. 

3. Mr. Lewis will report to the vice president—administration or, in the latter’s 
absence, to the president. 

J.T. Trrere, President. 

Mr. Maerz. In short, as I understand the situation, Mr. Lewis, an 
Assistant Secretary of the Air Force, participated in approving Pan 
American’s guided-missile contract with the Air Force and then was 
employed by Pan American, among other things, to exercise opera- 
tional supervision of this guided-missile range contract; is that not 
right ? 

r. Trrere. No; I don’t think so. 

Two things need clarification, Mr. Counsel. One is, I don’t believe 
he approved the contract, No. 1. 

Mr. Materz. I did not say he approved the contract, Mr. Trippe. 

Mr. Trrere (continuing). Or had issued any instructions to ap- 
prove it. 

Mr. Maerz. May I repeat the question, sir? 

As I understand the situation, Mr. Lewis, as Assistant Secretary of 
the Air Force, participated in approving Pan America’s guided- 
missile range contract 

Mr. Trreee. But my problem is—— 

Mr. Materz. Excuse me. [Continuing:] And then was employed 
by Pan American, among other things, to exercise operational super- 
vision of this guided missile contract. 

Is that right? 

Mr. Trrere. No, Mr. Counsel. I don’t know what you mean by 
“participated in approving.” In the Defense Department a certain 
oflicer approves, and I don’t think—— 

The Cuatrman. I do not—— 

Mr. Keatrna. Let the witness tell what he understands he did. 

The Cuarrman. I would be glad to have him do it, but we had better 
take the memorandum and see what Mr. Lewis did. 

Mr. Materz. May I read this to you? 

Mr. Trrerez. Yes, indeed. 

Mr. Maerz. This is a memorandum from Roger Lewis. This is 
a copy furnished to the committee by the Air Force. The memoran- 
dum is signed, “Roger Lewis.” 

DECEMBER 21, 1953. 
Memorandum for Deputy Chief of Staff, Materiel. 
Subject: Operation of guided-missile range. 


Per our conversation in Secretary Wilson’s office on Saturday, attended by Sec- 
retary Wilson, Deputy Secretary Kyes, Assistant Secretary Quarles, Under Sec- 
retary Douglas, Generals Partridge and Mundell, you, and myself, will you please 
proceed with the negotiation of a contract for the operation of the guided-missile 
range at Patrick Air Force Base. 
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In negotiating this agreement, please bear in mind our instructions on the fol- 
lowing points: 

(a) The contract is to be on a year-to-year basis with clear termination provi- 
sions, such termination provisions to include an understanding with the con- 
tractor that he will aid in the return of the work to the Government. We particu- 
larly desire to have an understanding that his employees will be encouraged to 
remain on the project in Government service. 

(b) That the fee for the work be fixed and that the amount be related to con- 
tractor’s investment, risk, ete. We should be particularly careful of the relation- 
ship between the cuntractor’s fee and the fees allowed his principal subcontractor 
which would be considered a cost. 

(ec) That the contractor be required to establish and maintain a degree of 
security commensurate with the significance of the project. 

In view of the importance which attaches to this contract, I would appreciate 
your reviewing it with me before it is executed. 

Mr. Triprr. Yes, Mr. Counsel. That coincides exactly with my 
understanding, that the contract was approved by the Secretary of 
Defense in his office, and that the Air Force was just a vehicle for 
carryimg it out. 

Mr. Materz. Isn’t it—I must be—— 

Mr. Triprr. Now, Mr. Chairman, I think I could perhaps—— 

The Cuatrman. Isn’t that a participation in negotiation? He was 
instructed to participate in the negotiation. 

Mr. Keatine. He was told by his superiors what to do and he carried 
out orders. 

The CHarrman. That is right. 

Mr. Keatrne. He was an underling down in the chain of command 
somewhere. 

The Cuamman. That is all that has been asked of you, and in that 
way he was—— 

Mr. Tripre. He was in the meeting, Mr. Chairman, from that record. 
I did not know the details of what actually went on until the counsel 
just read it. 

But, Mr. Chairman, if I were permitted a minute, I could easily 
clear up a matter that I think would end this problem completely, from 
the point of view 

The Cuarrman. Just hold it a minute. There is another document. 

Mr. Trrrre (continuing). Of the committee. 

Mr. Maretz. Mr. Chairman, I offer in evidence this memorandum 
dated December 21, signed “Roger Lewis,” which I have just read. 

The Cuarrman. Accepted. 

Mr. Materz. I also offer in evidence, Mr, Chairman, a memorandum 
for Mr. Lewis, Assistant Secretary of the Air Force; subject, Guided 
Missile Range Contract Operation, signed “T. P. Gerrity, brigadier 
general, USAF, Director, Procurement and Production Engineering, 
Office, Deputy Chief of Staff, Materiel.” 

With your permission, Mr. Chairman, I would like to read this 
memorandum. 

Mr. Kratine. This is to Mr. Lewis from some general ? 

Mr. Mauerz. Yes. This is a memorandum for Mr. Lewis: 

1, The attached contract is prepared for review in accordance with your 
memorandum of 21 December 1953. 

2. Further negotiation of this agreement was accomplished in accordance with 
your instructions and a discussion of the individual points and the action taken 
as indicated below. 


(a) (1) The contract has been written on a year-to-year basis ending 30 June 
1954( part IT, page iii, Schedule). 
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(2) The contract contains clear termination provisions with respect to the 
prime contractor and also provides that the Government may make direct settle- 
ment with subcontractors if desirable. These provisions include agreement that 
the contractor will aid in return of the work to the Government in the event of 
termination (page 4, para. 14, General Provisions). 

(3) While it is not possible to effect a contractual clause that the contractor’s 
employees will be encouraged to remain on the project in Government service, 
this problem was discussed with the officials of the contractor. They have agreed 
that they will make their best effort at such time to give fullest support to the 
Government’s takeover. 

(bv) The fixed fee has been further negotiated with the contractor keeping in 
mind the contractor’s advance operation costs prior to reimbursement, risk fac- 
tors, possible disallowances, taxes on the fee, etc. The contractor’s fee has been 
reduced from $265,000 to $215,000. This is the lowest fee the contractor could 
accept and is considered very advantageous to the Government. The subcon- 
tractor’s fee, which is a cost of the contract, is further negotiated and reduced 
$56,000 from their initial proposal to $165,000. An understanding was reached 
that if there is a larger monetary contract next year, the same ratio would not 
apply but rather the fee would be proportionately lower. 

(c) Proper security provisions are included to assure security commensurate 
with the significance of the project (page 13, para. 26, 7, General Provisions). 

3. This contract has been reviewed by specialists in Deputy Chief of Staff, 
Development, and Deputy Chief of Staff, Materiel, as to its details. I recom- 
mend its approval as written. 

Mr. Tripre. Mr. Counsel, was this a report of Mr. Lewis or as made 
by someone to him ? 

Mr. Maerz. No, sir. This was a memorandum from T. P. Gerrity, 
brigadier general, USAF, Director, Procurement and Production En- 
gineering, Office, Deputy Chief of Staff, Materiel, for Mr. Lewis, 
Assistant Secretary of the Air Force, dated January 28, 1953. 

Mr. Trrere. Mr. Chairman, I do not believe that record covers the 
fact that the fee we accepted was suggested by the senior military 
officer in charge. The fees we receive for this type of work accrue 
against subsidy payments from the Government. ‘They do not accrue 
to our stockholders, and we said, “Fix a proper and fair fee.” It 
would have to be a proper and fair one, and the fee that was set up was 
the one suggested by the senior officer with whom we were negotiating. 

I believe it was General Putt, who then had charge of Research and 
Development for the services. 

Mr. Maerz. Mr. Trippe, may I call your attention to General 
Kelly’s letter which has already been received in evidence by the chair- 
man? I quote from his letter: 

In discharging his responsibility in these areas, the Assistant Secretary for 
Materiel would normally participate in approval of a program for contract opera- 
tion of a missile-test range. This would be true in the case of Mr. Lewis not- 
withstanding that the program was initiated prior to his assuming the office. 


My question to you, which I would like to repeat in a moment, was 
predicated on this statement in General Kelly’s letter. 

If I may — the question, is it, or is it not correct that Mr. Lewis, 
as Assistant Secretary of the Air Force, participated in approving 
Pan American’s wubbideniedbavamee contract with the Air Force 
and then was employed by Pan American among other things to exer- 
cise operational supervision of this guided-missile-range contract? 

Mr. Trrre. ion your question, Mr. Counsel ? : 

Mr. Maerz. Isthata correct statement ? 

Mr. Trrere. As I say, my understanding was that the contract was 
approved in the Secretary of Defense’s office, and not in the Air Force. 
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But the record is there, just what happened. That is my under- 
standing. 

Mr. Materz. Now, then, Pan American has an incentive stock-option 
plan for officers 

Mr. Tripre. Now, before we leave this matter, may I make a state- 
ment, Mr. Chairman, which I think will clear it up completely ? 

The Cuarrman. You may make a statement. 

Mr. Tripre. Mr. Chairman, I first met Roger Lewis in the spring 
of 1955, with the presidents of 5 or 6 of the large United States airlines 
who were invited to attend a meeting at the Pentagon with senior Air 
Force officials, including the Secretary, the Under Secretary, and also 
Mr. Lewis. This is the first time I ever met Mr. Lewis. 

Mr. Keating. When was that ? 

Mr. Tripper. That was in the spring of 1955. Others, including 
General Twining, were present. The subject under consideration had 
to do with the Air Force jet-tanker program and its relation to the 
future jet-transport program of the civil airlines. 

I was much impressed with Mr. Lewis’ knowledge and capability, 
and met with him again last June in Washington. This was also 
1955. 

It was not until after he had actually tendered his resignation from 
the Government, some months later, in July, that I first raised with 
him the matter of his future business plans and suggested the possi- 
bility of a connection with Pan American. 

He stated he was going West for a vacation but would be glad, on 
his return, in September—this was last September—to consider an 
opportunity in Pan American along with half a dozen other proposals. 

On his return East, we met early in September in New York. In 
the course of several further meetings in September, we worked out 
an arrangement which I recommended to our directors which was 
approved by them early in October. 

Mr. Lewis accepted a position as a Pan American officer financially 
far less attractive than others he had before him, including one as an 
officer of one of our largest and most successful industrial companies. 

Now, Mr. Chairman, I would like to have the record perfectly clear 
that Mr. Lewis not only had had no discussions with Pan American 
when any part he may have had with this contract was under discus- 
sion, but that actually, he had tendered his resignation in June to the 
Administration before anybody in Pan American—and the only per- 
son that discussed Joining Pan American with him was myself—ever 
talked to him about Pan American. His resignation was in. I see 
nothing in the record of these letters that counsel has read that would 
indicate any action on his part with respect to this contract after the 
time when a position with Pan American was first mentioned to Mr. 
Lewis. 

In fairness to Mr. Lewis and in fairness to the company, the record 
ought to be perfectly clear on that. As I say, he had at least five 
other offers before him last September. We considered ourselves 
very fortunate, indeed, Mr. Chairman, when he agreed to join Pan 
American, and he did so, as I pointed out, only after getting a clear- 
ance from counsel of the Air Force that it was proper. 

I insisted we have a formal opinion from counsel of our company 
also that it was proper. As far as I know, he has since carried on 
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his work with the company completely in conformity with the outline 
of the legal opinion he received from the Air Force and also entirely 
in line with the legal opinion that I received before his employment by 
the company was confirmed by our directors. 

Mr. Materz. Now, then, Pan American has an incentive stock- 
option plan for officers and other key employees; does it not? 

Mr. Triere. It has. 

Mr. Maerz. And under this stock-option plan, it is correct, is it 
not, that certain officers and key employees of Pan American are 
granted an option to purchase an aggregate of over 300,000 shares 
of capital stock of the corporation at the market value of the capital 
stock on the day of the granting of the option ? 

Mr. Triere. That, I think, is correct. 

I might point out, Mr. Counsel, that our plan in Pan American 
contemplates that the option issue at market price, whereas a great 
many plans, as you probably know, are at 85, 90, or 95 percent of 
the market price. I consider our plan a very proper and conserva- 
tive one in relation to other plans issued by companies of our general 
size and business. 

Mr. Maerz. And the option in each case is for a term of 10 years, 
is that correct ? 

Mr. Triprr. That is correct, usually 10 years. 

The Cuatrman. That is, arrangements 

Mr. Tripper. It is not an option. It has to be earned, Mr. Counsel, 
over a period of 10 years. In other words, only a small part of it 
becomes available year to year. The total amount awarded cannot 
be earned until the person in question receiving the option has worked 
for some 10 years for the company. 

The CHatrman. So it is possible that after 10 years, when the 
option is completely exercised, the price would be the price it was 
10 years before; is that it? 

Mr. Tripper. No. It could not all be exercised at the end of 10 
years. It had to be exercised as you went along. 

The CHarrman. I understand that. 

Mr. Trreve. A small part of it that is still remaining at the 10th 
year might 

The Cuarrman. The price is always what it was at the date of the 
rues; whether it is taken up at the first, second, third, or up to 10 
years? 

Mr. Trrepr. Some of it might be for 214 years, some 3 years, and 
so forth, Mr. Chairman. 

Mr. Matrrz. It is correct, is it not, that under the stock-option 
plan, the beneficiary of the stock option cannot exercise more than 
one-eighth of the entire option in any 1 year? 

Mr. Triere. That is the point I was trying to make, Mr. Counsel. 

Mr. Kratine. And he can hold off and not exercise any of it and 
exercise all of it at the end of the 10-year period? 

Mr. Trrerr. No. He has to exercise part of it or lose it. If he 
does not exercise it, it is lost, under the terms of the plan. 

(Excerpts from Pan American’s form 41, dated December 31, 1953, 
and December 31, 1954, showing details of the option plan, are repro- 
duced as subcommittee insert No. 3 at p. 2555.) 
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Mr. Maerz. Now, then, is it not correct that Mr. Lewis on Decem- 
ber 6, 1955, was granted an option to purchase 15,000 shares of Pan 
American stock at a price of $1814 per share, the market value of Pan 
American’s stock on that date? 

Mr. Triprr. I don’t know the market price. He was granted an 
option by a committee of directors appointed to handle that matter, 
of which I am not a member. 

The Cuarrman. It was a stock option of 15,000 shares, was it not? 

Mr. Tripre. It is my recollection that it was. 

The Cuarrman. And the date was December 6, 1955 ? 

Mr. Trreve. That is correct. 

The Cuairman. And the market value of those shares that day was 
$1814 per share? 

Mr. Trirre. Well, it was the average of what the market price was 
on that day, Mr. Chairman. 

Mr. Maerz. Mr. Lewis obtained his stock option after he had been 
with the corporation just a little more than 2 months; is that right ' 

Mr. Trrere. That is correct. 

Mr. Matetz. Is it not correct that as of the present time only three 
other officers in Pan American have options outstanding as sizable as 
Mr. Lewis’? 

Mr. Trirre. I don’t have the list with me, Mr. Counsel. 

Mr. Materz. We do, Mr. Trippe, and this is part of your form 41. 

Mr. Trierr. If it is information furnished by our company, I am 
confident it is correct. I just don’t have the figures before me. Per- 
haps I should say, Mr. Counsel, that you referred to Mr. Lewis as a 
vice president. I think the reference should be an executive vice 
president. 

Mr. Materz. Executive vice president. 

Mr. Triepe. Yes; that is correct. 

Mr. Maerz. This document, Mr. Chairman 

Mr. Trrere (continuing). Of which there are four in the company. 

Mr. Maerz. This document, Mr. Chairman, is entitled “Pan Ameri- 
can World Airways, Inc., Form 41—Corporate and Securities Data, 
Year Ended December 31, 1955.” And this document at page 2 indi- 
cates the following: That the following individuals have the follow- 
ing numbers of shares under this option plan: Mr. Trippe, 65,625 
shares; Henry J. Friendly, 15,000; Wilbur L. Morrison, 15,000; Roger 
Lewis, 15,000 shares. 

Mr. Chairman, I offer this document in evidence at this point. 

The Cuarrman. It will be received. 

(The document referred to is reproduced as subcommittee insert No. 
4, at p. 2557.) 

Mr. Maerz. How long, Mr. Trippe, has Mr. Friendly been with 
the company ¢ 

Mr. Tripre. How long? 

Mr. Materz. Yes. 

Mr. Trrere. Oh, a great number of years, Mr. Counsel, as have I 
and some of our other senior officers. 

Mr. Materz. How long has Mr. Morrison been with the company ? 

Mr. Tripre. Also a great many years. 

Mr. Materz. So therefore, the granting of this 15,000 share option 
to Mr. Lewis was an exceptional situation, was it not? 

77632—-57-—pt. 1, vol. 4-16 
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Mr. Tripre. No, I would not think so at all. I think for an officer 
of his commensurate experience and rank, it was not only proper, but 
well merited. As I say, I consider we were very, very fortunate in 
obtaining Mr. Lewis’ services. 

He accepted an offer of our company as one of our officers in com- 
petition with a number of other offers he had at a very considerable 
personal sacrifice. Amongst them, as I said a minute ago, was one of 
our largest and most successful industrials. 

Mr. Maerz. Mr. Trippe, has any other officer of Pan American 
who was with the corporation for less than 5 years, ever been given an 
option of 15,000 shares, or more ? 

Mr. Tripre. Mr. Counsel, I don’t think that is a fair question be- 
cause the option plan has not been in effect that long, you see. 

Mr. Marerz. Is it not 

Mr. Trierr. The plan went into effect approved by stockholders 
on a given date, and as soon thereafter as it was practicable, officers 
were granted options by a committee of directors, not including my- 
self, in terms of what that committee thought appropriate and proper 
and equitable and just, from the point of view of the stockholders 
of the company. 

I am not on that committee. But you say “to officers who have not 
been with the company 5 years”? I think you have to start with the 
date on which the stockholders approved the plan, and I would 
think that as soon after the plan was made, all officers on this list 
but a few who have joined it since, received recognition by this com- 
mittee of our directors. 

Mr. Maerz. Mr. Trippe, how long has Mr. Balluder been with 
Pan American ? 

Mr. Keatrne. Are you through with the Lewis part of it? 

Mr. Marerz. No, sir. 

How long has Mr. Balluder been with the company ? 

Mr. Trrere. A great many years. 

Mr. Materz. Accor ding to the records which you supplied, which 
your company supplied to the committee, he is a vice president of 
Pan American and has an option of 6,000 shares. 

Is there a Mr. C. M. Young with your company ? 

Mr. Trreee. That is correct. 

Mr. Maerz. And he is an executive vice president, is he not? 

Mr. Tripre. That is correct. 

Mr. Maretz. How long has he been with your company? 

Mr. Trirpr. A great many years. He is up for retirement. There- 
fore, the amount of shares that he received was appropriately re- 
duced. He would not have served the company during the 10 years. 
Both those officers you have mentioned are approaching retirement 
dates, and the committee, in considering the amount of stock options 
which were given to them, naturally h: ud that very much in mind. 

Mr. Materz. Is it your testimony that it was not unusual for Pan 
American to grant a stock option of 15,000 shares to Mr. Lewis after 
he had been in the company a little over 2 months? 

Mr. Trivere. No. I think an officer and executive vice president se- 
lected by the directors, was amply and properly entitled to a stock 
option within 2 months, or earlier, if it had been possible to arrange 
it. 
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Mr. Maerz. I show you data which you provided to the committee 
Which shows the stock options held by all officers and employees of 
Pan American. 

Would you care to examine this list ¢ 

(The lists referred to are reproduced as subcommittee insert No. 5, 
at p. 2578.) 

Mr. Tripre. No. If that was the copy of the one we supplied, I am 
generally familiar with it. 

Mr. Maerz. My question, based on the lists, is whether you can 
point to any officer of Pan American who has received a stock option 
of 15,000 shares who has been with the company for less than 5 
years. There isthe list right there. 

Mr. Trieve. But, Mr. ‘Counsel, you have to relate the 5 years to 
the date on which stockholders ’ approved the plan. The moment 
the plan had been approved and implemented, other officers holding 
commensurate rank and responsibility to Mr. Lewis’ did receive op- 
tions, and very promptly. The plan has now been in effect only a 
few years. Had Mr. Lewis been an officer when it became hatte, 
he would have participated and in line with his responsibilities as an 
executive vice president. 

Mr. Maerz. Even though they had been with the company about 3 
or 4 years? 

Mr. Trirrs. There were not at the time any in that rank who had 
been with the company less than the number of years you refer to. 

Mr. Maerz. Now, during your discussion with Mr. Lewis regard- 
ing the possibility of his joining Pan American, did you discuss : any 
Government matters ¢ 

Mr. Triere. I cannot quite hear you. 

Mr. Maerz. Iamsorry. I will repeat the question. 

During your discussion with Mr. Lewis regarding the possibility 
of his joining Pan American, did you discuss any Government mat- 
ters within his jurisdiction as Assistant Secretary of the Air Force 
which were of interest to your company ? 

Mr. Tripre. None at all; none at all. 

Mr. Maerz. That is all on that. 

Mr. Keating. Is that all on Mr. Lewis? 

Mr. Maerz. Yes. 

Mr. Kearine. Mr. Chairman, I have not interposed any objec- 
tion during this interrogation about Mr. Lewis, but the stated purpose 
of these hearings was to determine whether large scheduled airlines 
had an undue influence on the activities of the CAB. 

I do not understand what pertinency all of this business about 
Mr. Lewis has. I never saw Mr. Lewis and never heard of him and 
an not even know that he was Assistant Secretary of the Air Force 

> anything else, but I would be glad if the chairman or counsel could 
aailamian me as to what this has all been about. 

The CHatrman. In the first place, it was not the intention of the 
Chair or counsel, as far as I know, to raise the question. Mr. Trippe, 
apparently anticipating something of this nature, did raise it, and 
naturally we in our investigation ‘checked on all phases of the mat- 
ter, particularly on awards of contracts to Pan Americ: in, and we had 
that information. 

Mr. Prem. And you had the questions written out. 





2522 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


The Cuatrman. I beg your pardon ? 

Mr. Pirte. And you had the questions written out. 

The Cuatman. Of course we did. But that does not mean that 
we were going to ask the questions here. Many questions prepared 
beforehand are never asked. But Mr. Trippe, in anticipation that a 
question like this would be asked, I think, made a full reply, to say 
the least. If he had not raised the issue, we would not have asked 
these questions. 

Mr. Keatinc. You would not have asked them? You had them all 
prepared to ask them. 

The Cuarrman. We did. But that does not necessarily mean that 
we would ask them. 

Mr. Kearttne. I do not know what bearing that has on the ques- 
tion that we are investigating, and that is whether Pan American 
and all these other airlines have had an undue influence on the 
CAB, which I understand to be the purpose and the rationale of these 
hearings that we are conducting. 

The Cuatrman. In the first place, it has a very direct bearing. We 
could have asked these questions, and it would have been perfectly 
within our right to ask them, but it does not follow that we would 
have asked them if Mr. Trippe had not raised the issue first. 

Mr. Trippe started to raise the question. Now, having raised the 
question, we asked the questions. 

Now, having been asked, I would say that they are perfectly proper 

uestions on the question of awarding contracts on the part of the 
Governsineit. There are some allegations and some developments of 
allegations about the nature of the company called the Pan American 
Airways and their relations with Government operations, and anti- 
trust matters, and they all are relevant and all have a direct bearing 
upon our inquiry here. 

Mr. Keatine. I do not understand what bearing they have on anti- 
trust. 

The Cuatrman. I am sorry that I cannot make it clear to you, but 
I think that it has a very direct bearing. 

Proceed, Mr. Maletz. 

Mr. Tripre. Mr. Chairman, if I might interpose—— 

Mr. McCutxocu. Mr. Chairman— 

Mr. Tripre. They were amongst tlie material that your committee 
counsel asked us for, or else I would not have brought them up. 

The Cuarrman. Mr. Trippe, there are many questions that we sub- 
mit to people. But it does not follow that we will necessarily ask those 
questions at a formal inquiry. 

Mr. Trirre. I see. 

Mr. Keratine. Why do we ask questions of that kind that do not 
have anything to do with the purpose of the inquiry here, which is 
to determine whether these companies have had an undue bearing 
on the deliberations of the CAB? 

The Cuatrman. All those questions have a relevancy, and I am not 
going to allow any more time spent upon the relevancy. I think they 
are relevant. They have been asked, they have been answered, and 
we will now proceed to the next order of business. 

Mr. McCuttocn. Mr. Chairman, before you proceed to your next 
order of business, I would like to ask a couple of questions in this very 
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field, because I think, so far as I am concerned, by reason of infer- 
ences that may have been left, I want to know whether Mr. Roger 
Lewis, with whom I am not acquainted, and with whom I have never 
talked, sold his ability to Pan Am or sold his influence to Pan Am. 

How old is Mr. Lewis? 

Mr. Tripre. I would say, sir, about 48 years old. I am not posi- 
tive. In that age bracket. 

Mr. McCutiocu. How long was he Assistant Secretary of Air? 

Mr. Trivers. I think about 2 years, in my recollection. 

Mr. McCutiocn. What was his industrial activity before he became 
Assistant Secretary of the Air Force? 

Mr. Triere. He had served at Lockheed Aircraft Co. in a senior 
capacity for many years. He was a vice president, a senior vice presi- 
dent, of the largest Canadian airplane company, Canadair, in the 
manufacturing field. He was a vice president of the Curtiss-Wright 
Corp., one of our very largest industrial companies in the aviation 
field. He came to Washington, I believe, with a wealth of experience. 
As I say, our company was most fortunate in that he agreed to join 
Pan American and not 1 of the 5 other companies which he could 
have joined, and some of which would have rewarded him far more 
in terms of salary than was the case with Pan American. We consider 
we are most fortunate. 

Mr. McCulloch, I can only point out again that I never met Mr. 
Lewis until long after the dates referred to m these papers that counsel 
has brought out——— 

Mr. McCutiocu. Do you know where he had his formal education? 

Mr. Trier. Pardon me? 

Mr. McCunxocn. Do you know where he had his formal education ? 

Mr. Trivre. I believe at Stanford University, sir. 

Mr. McCuutocn. Is it unusual for a company the size of your 
company to grant substantial stock options as an inducement for a per- 
son in that executive level to take a position as an officer of the 
corporation ? 

Mr. Trrerve. No, sir. It is a very common practice, I believe. 

Mr. McCutsocu. And did you seek Lewis by reason of his ability 
as you observed it over this period, or did you employ him as an execu- 
tive of your company by reason of the possible influence that he might 
have with the Government ? 

Mr. Trieve. Entirely his ability. 

And, sir, as I have pointed out, his resignation was before the Ad- 
ministration before he was ever approached on behalf of Pan Ameri- 
can. 

Mr. McCutxiocu. And you know that he had several offers in addi- 
tion to those that came from your company ? 

Mr. Trirrr. Five, I understand; two at very considerably higher 
financial reward to him. 

Mr. McCutiocn. Do you know whether or not they were in the 
aircraft industry or the airlines industry ? 

Mr, Trirre. They were large industrials. Both were very large in- 
dustrials, and part of their business was in aviation. : ’ 

Mr. McCutxocnu. That is all. 
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Mr. Kratrne. And do I understand that his duties with you were 
carefully circumscribed by an opinion from the attorney for the De- 
fense Department and also by your own counsel ? 

Mr. Trirre. That is correct; by the attorney from the Air Force, 
not the Defense Department, I think. 

Mr. Keatinc. Well, it would have been very helpful in years gone 
by if as much care had been exercised in taking into private industry 
Government employees who have been working for the Government 
and then who have gone into private industry. And I think the Air 
Force and your company are to be commended for the care which they 
exercised in making sure that his duties in his new connection in no 
way impinged on what he had been doing for the Government. 

I feel strongly about that because I have legislation which has been 
before this committee without any action, dealing with the conflict- 
of-interest statute, to plug certain loopholes, whereby under the ex- 
isting law a man can leave the Government and do almost anything 
so long as he does not pursue a claim, in quotation marks, against. the 
Government. 

Now, I think that should be broadened to take care of anyone who 
Jeaves the Government and then finds himself in a conflicting position 
with his duties in the Government. And I think that this has pointed 
up the necessity for early action by this committee on this legislation 
which I have introduced. 

The Cratrman. I think if we had passed your bill it would have 
prevented a situation very much like that with which we are now 
confronted. I think Mr. Lewis might have been precluded from doing 
this type of work. 

Mr. Kratine. He would not have been precluded from doing what 
he has been set up to do under this bill. He would have been precluded 
from doing anything in this company inconsistent with his duties 
as laid down in the Air Force. 

The Cuatrman. I don’t make any charges against anybody. Let 
the chips fall where they may. These are the facts. Inferences might 
be drawn both ways. It is our duty to present the facts. This is not 
a court of law. This is not a criminal court. We are not trying to 
prove anybody guilty or anybody innocent, but here is a man that 
participated in negotiations in relation to a contract for a guided- 
missile project and lands with the company that was the beneficiary 
of the contract. He becomes an employee of it. Then he supervises 
for his employer the very contract in whose negotiations he 
participated. 

It is a very fine line to be drawn and, as I say, I do not make any 
charges one way or the other. 

Mr. Triere. Mr. Chairman, I just can’t agree with you, sir, that 
he is carrying on negotiations with the Government. Every single 
conceivable—— : 

The Cuarrman. I said he participated in the negotiations for the 
contract. He participated. t do not say he was the actual architect 
of it at all, that he was the man that had the final word, but he did 
participate. 

Mr. Keatine. He carried out the orders of his superiors who had 
made the policy decision. He didn’t participate in the sense of the 
documentary evidence here, in the sense that you used the phrase. 
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The CHatrman. His instructions were—this is Pan American’s 
instructions : 

Your initial assignments will include supervision of company projects relating 
to the national defense, including operating supervision of the Guided Missile 
Range Project. 

Mr. Keatine. Those are his duties now. 

The Cuarrman. That is what Pan American said he was to do. 
It draws a very close line. 

Mr. Trrere. Pardon me, it went on to say, if that is the document 
that you are reading from, that he was precluded from having any 
connection at all with any negotiations or activities with the 
Government. 

Mr. Keatine. That is right. The next sentence starts “However.” 

The CuarrmMan (reading) : 
all negotiations with either the Air Force or Defense Department relating to the 
Guided Missile Range Project or any other project of ours with which you have 
had any connection while in the Government will continue to be the responsibility 
of Vice President Gledhill 

Mr. Pirre. And will be exclusively handled by Vice President 
Gledhill. 

The CuHarrman. It was under his supervision. 

Mr. Triere. Exclusively. 

The Cuatrman. That is what I am saying, only that the perform- 
ance of that contract for your company was under Mr. Lewis’ 
supervision. 

Mr. Kratrne. I hope as much care will be exercised, Mr. Trippe, in 
the future by the Government in circumscribing the duties of a man 
in leaving, which has been done so carefully in this case, which has 
heen so carefully outlined by both the Government and your company. 

Mr. Trrere. And before we leave this finally 

The CuatrrMan. Just a minute. 

Mr. Quiatry. I have several questions along the same line. 

In answer to Mr. McCulloch’s question, I believe you indicated that 
it was common practice of Pan American to use the stock option plan 
as an inducement to obtain executive personnel ? 

Mr. Trrere. No, sir. 

As to industry in general, he was asking—not Pan American, be- 
-ause our plan has only been in effect a few years, you see. 

Mr. Quietey. A few years—how many ye ears ? 

Mr. Trrrre. Well, I could give you the exact date. I think 1953. 
Was that when it became effective? J uly 1953, I am informed. 

Mr. Quieter. In 1953? 

Mr. Tripper. Yes; that is correct. 

Mr. Quiatey. Is this the only instance where an executive was 
brought into the company and one of the inducements for bringing him 
in was the benefit of the stock option ? 

Mr. Tripper. Since the plan was set up that he is the only senior 
officer that has joined our company. Id like to check that fact to be 
sure from our records, but that is my recollection. 

Mr. Kratinc. You know all of your vice presidents, don’t you ? 

Mr. Trirre. Pardon me? 

Mr. Keating. You know all of your vice presidents, don’t you ? 


Mr. Trrere. Yes; I do. 
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Mr. Quiciey. When did he resign as an Assistant Secretary of the 
Air? 

Mr. Tripre. I think early in June. 

Mr. Quietey. When did he actually resign—when did he cease fune- 
tioning—when did he go off the Air Force payroll ? 

Mr. Tripper. I think he left on a holiday. He went right to the west 
coast on a holiday and returned in September, off the Air Force payroll. 

Mr. Quictey. You don’t know when he left ? 

Mr. Trrers. I don’t have the dates. Those we could find out from 
him. I don’t have them but we could get them and put them in the 
record if you are interested in having them. 

Mr. Quiaiey. It might not do any harm to have the actual date 
when he left the Air Corps and went to work for Pan-Am. 

Mr. Tripper. I am told by counsel they are right here. He sent his 
resignation in on July 14, and it was accepted on July 27. 

Mr. Quietey. And became effective when ? 

Mr. Trirre. July 27, it was accepted. 

Mr. Quieter. It became effective ? 

Mr. Tripper. He joined Pan American in October, I think, the ist of 
October. 

Mr. Quieter. My question is, When did it become effective—it was 
accepted on July 27, but when did it become effective ? 

Mr. Trrerr. That I don’t know. We can ask him and supply that 
for the record. 

The Cuarrman. Repeat that last question, Mr. Quigley. 

Mr. Quieter. When did he go off the Government payroll? 

Mr. Trrere. That is what I don’t know. We will ask him and put 
it in the record if you wish. (See PAA exhibit G, below and see 
subsequent correspondence, p. 3100.) 

The effective date of Mr. Roger Lewis’ resignation as Assistant Secretary of 
the Air Force, and his separation from the Government payroll, was September 
30, 1955. 

The CHarman. Do you know Mr. Robert Murray ¢ 

Mr. Trirre. Very well. 

The Cuatrman. He is one of your vice presidents ? 

Mr. Trrere. That is correct. 

The CHatrMan. He wasan Assistant Secretary of Commerce ? 

Mr. Trrere. No, sir; he was Under Secretary of Commerce. 

The Cuatrman. Under Secretary of Commerce. When did he be- 
come a vice president of your company ¢ 

Mr. Trrere. I do not have the date here now. My recollection is 
that it was about April 1, 1956—April 1 or April 2, sometime-in the 
early part of April. 

The Cuatrman. Do you know when he resigned from—when he 
effectively resigned from the Government service? 

Mr. Triprr. It is my recollection around October 1954. 

The CuarrmMan. He went to some other company before he came to 
you; did he not? 

Mr. Triere. He did. 

The Cuarrman. Did he get a stock option from Pan American? 

Mr. Trrere. Not as yet. 

The Cuatrrman. Notas yet ? 

Mr. Trrere. He will, I hope. 

The Cuatrman. Do you care to tell us the amount of share that he 
is to get? 
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Mr. Trivre. Mr. Chairman, options are given by committees—a 
committee of directors. I am not a member of that committee. 

The Cuamman. But as far as 

Mr. Trirrr. I believe they may have already met on it. I don’t 
know whether they have acted or not or whether it has been formulated 
or not. 

The CuatrmMan. So far as you know? 

Mr. Trirrr. So far as I know, he will get a stock option along with 
all other officers of the company. 

The Cuarrman. So far as you know how much will that stock option 
be, so far as you know at this time? 

Mr. Triere. That I am not prepared to say. 

The Cuarrman. All right, will you supply that information ? 

Mr. Trrere. Yes, sir. 

(See PAA exhibit H, below.) 


STOCK OPTION TO ROBERT B. MURRAY, JR. 


Following Mr. Murray’s return from a business trip to the South Pacific, the 
company, on July 12, 1956, executed an option agreement with him relating to 
the purchase of 15,000 shares of Pan American Airways stock in accordance with 
the company’s incentive stock option plan. The company’s stock option com- 
mittee had authorized the option at their meeting of June 5. 

Mr. Quictey. Mr. Trippe, I have a clipping here from the New 
York Times of October 10, 1955, and it reads as follows: 

Roger Lewis has been elected as an executive vice president of Pan American 
World Airways, Inc., in charge of development of defense projects, Mr. Trippe. 
president of Pan American World Airlines, announced yesterday. Mr. Lewis 
served as Assistant Secretary of the Air Force from March 1953 to September 
30, 1955. 

It then goes on to give Mr. Lewis’ other background, including being 
with Curtiss-Wright. Is that date of separation from the Air Force 
September 30, 1955, correct ? 

Mr. Trrere. I don’t know. If that is Pan American’s release it must 
be. Is that a quotation from a Pan American release? 

Mr. Qutctey. It is a New York Times story. It is not in quotes. 

Mr. Trirre. It well may be. I just don’t know. 

The CHarrman. Go ahead. 

Mr. Hargins. Mr. Trippe, with regard to Pan American’s position 
in the industry, the Chairman of the CAB, Mr. Rizley, has previously 
testified before this subcommittee that Pan American Airways had 
about 70 percent of the invested capital of all American carriers in 
foreign and overseas operations. Does that accord with your under- 
standing? 

Mr. Tripre. No; not at all. Is he including—perhaps I do not have 
the import of the question. 

Mr. Harkins. Mr. Reporter, will you read the question again, 
please ? 

(Question read.) 

Mr. Trier. I listed this morning, Mr. Chairman, the American- 
flag companies that were in the overseas field and I would say that 
there must be some mistake in that figure by the ex-Chairman of the 
CAB. 

The CuarrmMAn. Do you get the import of the question? We are 
talking about American carriers in foreign and overseas operation. 
American carriers, not foreign-flag carriers. And, therefore, the ques- 
tion is, the statement made by Chairman Rizley was, and we ask you 
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whether it is correct, that Pan American Airways has about 70 percent 
of the invested capital of all American carriers in foreign and overseas 
operations ¢ 

Mr. Trrerz. Would you consider, Mr. Chairman, it would include 
TWA and American and Eastern and all of those? 

The Cuatrman. All American-flag carriers—— 

Mr. Trier. There is something very fundamentally wrong. 

The Cuarrman. Pardon me, but only that part of capital devoted to 
foreign operations. 

Mr. Tripre. Now, wait a minute, you mean you exclude TWA’s do- 
mestic system ? 

Mr. Hargins. Yes, sir. 

Mr. Tripre. I would not have any way of knowing that. Of course, 
I can’t see any proper yardstick in taking a third of TWA and one- 
eighth of United, but all of Pan American. That wouldn’t make any 
sense; would it ? 

The Cuairman. Well, for want of a better expression, we received 
this information “from the horse’s mouth,” the Chairman of the CAB. 

Mr. Trrere. But, Mr. Chairman, what does he mean ? 

The CuarrmMan. We are asking you about it, whether you can con- 
firm that or whether you have anything to say about it. Go on. 

Mr. Trirpr. I would say, Mr. Chairman, we have a relatively much 
lower proportion of invested capital than he mentioned of the total 
capital of American carriers who operate overseas. I have no way 
of segregating what part of their capital is devoted to domestic and 
what part to overseas services. 

If we go into the domestic business, the same difficulty would apply 
to Pan American in endeavoring to segregate that part of our capital 
devoted to domestic services from the part related to overseas 
operations. 

Mr. Harkins. We are attempting to establish—or the questions are 
directed, Mr. Trippe, to the point of establishing the competitive 
conditions in foreign and overseas operations, and we are trying to 
see if your understanding of the statistics relative to this position 
coincide with the understanding of the CAB. 

Mr. Rizley also stated that last year, that being 1955, Pan American 
carried about 60 percent of the total revenue ton-miles carried by all 
American carriers in foreign and overseas transportation. 

Would that coincide with your thoughts? 

Mr. Tripre. Yes; I think that would be a proper figure but I think 
in addition you should add that we carried zero percent of the domestic 
commerce for that particular year as an American-flag carrier. 

The Cuatrman. That is right. 

Mr. Harkins. Also, Mr. Rizley stated that all other American inter- 
national air carriers combined have less than one-half of the inter- 
national traffic of Pan American. Is that correct? 

Mr. Triprr. Oh, no. Pan American’s gross business last year cer- 
tainly was only a relatively small part of the total international 
business of the world. 

Is that the question, what our part was ? 

The CuarrmMan. He didn’t say that. 

Mr. Trivre. Again, I must have missed it. 

Mr. Harxins. I will read it again: 


Mr. Rizley also stated that all other American international air carriers 
combined have less than one-half of the international traffic of Pan American. 
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Is that correct ? 

Mr. Trirre. That well may be. And a million times-plus the do- 
mestic traflic—of course, I think you must take both sides of the 
yardstick. Also, it is a fact that some significant portion of traffic 
carried domestically by other operators is international traffic—the 
domestic haul of international traffic. 

The Cuamman. We understand that. You are out, more or less, 
in the cold so far as the domestic field is concerned. 

Mr. Trrepe. That is right, Mr. Chairman. We think that you have 
got to look at companies as companies. 

Mr. Keatine. You are trying to get into the domestic field ? 

Mr. Triprr. We are very definitely and we are hopeful. The Sen- 
ate Commerce Committee, as I pointed out earlier, thought we should 
get into it. 

Mr. Keating. And the chairman is trying to get you into it. 

Mr. Tripre. We are very appreciative. 

The CHarrman. You heard what I said this morning. 

Mr. Trrepe. Yes, sir. 

Mr. Harkins. Mr. Rizley also stated that the growth of Pan Ameri- 
can traffic in the year ending September 30, 1955, totaled 62 million 
revenue ton-miles which is equal to the total international traffic of 
Northwest, Braniff, and Delta Airlines combined, is that correct? 

Mr. Trivve. Well, again, Mr. Counsel, we have seen the Pan Ameri- 
can route structure. If he is comparing a service operated by North- 
west in the Pacific to Tokyo and beyond, with total Pan American 
services in Latin America, totally unrelated, or on the Atlantic, and 
left out all of Northwest’s and Braniff’s and Delta’s domestic traffic, 
I would figure it might well be; but I think again you are comparing 
sheep and goats here, and not including all of them at that. 

Mr. Harkins. Is it not also true, Mr. Trippe, that Pan American’s 
net operating profit for the year ending September 30, 1955, equaled 
nearly 60 percent of all net operating profits earned by American 
certificated carriers in foreign and overseas operations? 

Mr. Trieve. I haven’t any idea about that. I don’t believe that 
TWA and other carriers that operate both domestically and inter- 
nationally segregate their earnings. At least, we have looked for it 
in the annual reports of those companies and I don’t think they are 
segregated, so far as I know, in their audited statements. 

Mr. Maerz. Apparently, the CAB does make such a segregation 
because this committee has obtained that precise information from 
the Civil Aeronautics Board. 

Mr. Chairman, at this point, we offer in evidence a document en- 
titled “Net Operating Profit of American Air Carriers in Foreign 
Operations, 12 Months Ending September 30, 1955,” from Civil Aero- 
nautics Board Quarterly Report of Air Carrier Operating Factors, 
September 1955, page 44. 

The CHatrMan. Read some of that. 

Mr. Maerz (reading) : 

All American carriers, $15,326,000; Pan American, $8,753,000; Trans World, 
$2,986,000; United, $1,122,000; Panagra, $845,000; Eastern, $761,000; American, 
$366,000 ; Northwest, $138,000; Braniff, $47,000; National, minus $36,000; Delta, 
minus $264,000. 

Mr. Chairman, I offer this document. 

The Cuarrman. It may be received. 

(The document is as follows :) 
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Net operating profit, American air carriers in foreign operations, 12 months 
ending Sept. 30, 1955 


All’ Asberionn-carigere si. ai de a ee $15, 326, 000 


Pe tl on UL i... 

Eastern 

American 

TT TIEN OL AE NE, 
Braniff 


Source: Civil Aeronautics Board, Quarterly Report of Air Carrier Operating Factors, 
September 1955, p. 44. 

Mr. Materz. Has this information come to your attention? 

Mr. Trippr. It does not. I have no way of knowing about it. | 
would hope, however, that you would permit us to file in the record 
at that point the commensurate figures with respect to the gross busi- 
ness, total earnings and traffic carried in ton-miles of these same com- 
panies for the same stated period so that the whole picture is before 
your committee. 

The Cuarrman. You will have that right. 

Mr. Trrere. Thank you. 

(See PAA tables IV—A through IV-G, pp. 2685 to 2689, infra.) 

Mr. Harxrns. It is also correct, is it not, that Pan American owns 
about 25 percent more net assets than the largest of the other American 
airlines ¢ 

Mr, Triere. I don’t have that information here, sir. 

Mr. Harkins. We have taken figures from the CAB Quarterly Re- 
port of Air Carrier Operating Factors, dated September 1955, pages 
52 and 53. 

Net assets for American air carriers as of September 30, 1955, are 
given as follows: Pan American, $253,411,000; American, $203,012,- 
000; Trans World, $157,518,000; Eastern, $156,894,000. 

(The document read from is as follows :) 


Net assets, American air carriers as of September 30, 1955 


Pan American $253, 411, 000 

I iiss cnihicietitinbatldinncmih tb Ditlosih Ds oli ndeeniadgi 2038, 012, 000 
i 201, 098, 000 

157, 518, 000 

Eastern 156, 894, 000 

DOUG feiss ices ee teretsts eitenaghindne ie dieia pis Gbh-deit hha ens 54, 310, 000 

Northwest 

National 

Braniff 

Panagra 


Note.—All except Pan American and Panagra reflect net assets in domestic as well as 
foreign operations. 


Source: Civil Aeronautics Board, Quarterly Report of Air Carrier Operating Factors 
September 1955, pp. 52, 53. 

Mr. Keatine. What is this, their total assets ? 

Mr. Harkins. Net assets. 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 253] 


Mr. Kratinc. And includes hotels—it is not just airlines—total net 
assets ¢ 

The Cuairman. Everything. 

Mr. Tripper. And, Mr. Chairman, wouldn’t it be proper, also, to 
point out that Pan American operates only in the international field ¢ 
And obviously our investment in ground facilities and so forth is far 
higher commensurately than is the case with the domestic airlines? 

The CHairmMan. That is a sound observation. As we go along, Mr. 
‘Trippe, any explanation you want to make, please feel free to do so. 
If you want to submit additional data, you are free to do that, also. 

Mr. Triere. Thank you, sir. For instance, if it were decided that 
it would be appropriate for us to operate domestically between Florida 
and New York, we would have no further investment involved. The 
facilities are all there. 

I think it is proper to point that out, that our investment is presently 
all in the international field. And to far greater degree in ground 
facilities than is the case, naturally, with the domestic airlines where 
airports and other aids are to some degree provided by the other public 
bodies. 

The Cuarrman. You should make a statement like that. 

Mr. Harkins. It is also correct, is it not, Mr. Trippe, that Pan 
American’s investment in working capital for foreign operations is 
over $43.5 million as contrasted with $3.1 million for its closest Ameri- 
can competitor; is that not correct? 

Mr. Trierr. Mr. Counsel, I don’t know. I know we have a lot of 
awfully slow payment. For instance, in the Philippines, we are 
several years behind in effecting collections. Our working capital 
necessarily has to be far higher than domestic companies where the 
payments are made promptly and where they deal only in dollars. 

We have many areas of the world where funds are completely tied 
up and for long periods of time. That does increase the amount of 
working capital relatively that we have to have available as compared 
to other airlines, particularly those in the domestic business only or 
largely in the domestic business like American and TWA. 

The Cuarrman. Counsel mentioned your “nearest American com- 
petitor”; is that TWA, would you say, in foreign operations? 

Mr. Trivers. I haven’t any idea who that might be. 

The Cuamman. Beg pardon? 

Mr. Tripre. I have no idea who that might be. I do not know 
what part of their working capital is allocated to international busi- 
ness versus domestic. I know, for us, that we have to have far higher 
ratio of working capital than does the domestic industry for the rea- 
sons I have given. 

Mr. Harkins. Mr. Chairman, I offer in the record this extract from 
the CAB Quarterly Report of Air Carrier Operating Factors, Sep- 
tember 1955, page 48, and this table demonstrates that the working 
capital for Pan American foreign operations is approximately 14 
times as great as the working capital of its closest American competi- 
tor TWA in foreign operations. 

(The document referred to is as follows :) 
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Working capital (current assets less current liabilities), all American carriers, 
foreign operations only as of Sept. 30, 1955 

Pan American $43, 541, 000 
Trans World 8, 110, 000 
Eastern 2, 301, 000 
American 1, 183, 000 
Panagra 1, 107, 000 
1, 005, 000 

764, 000 

703, 000 

557, 000 

535, 000 

Source: Civil Aeronautics Board, Quarterly Report of Air Carrier Operating Factors, 
September 1955, p. 58. 

Mr. Triere. You should add, I think, to be fair, what is the total 
working capital of TWA ? 

The Cuarrman. Yes. What is it? 

You say the total working capital ? 

Mr. Trrpre. I mean the commensurate figure for TWA as com- 
pared to Pan American. We think that will be fair for the com- 
mittee to have that. 

The CuatrmMan. We will insert that. We will have that inserted 
in the record. 

(See PAA table V, p. 2689, infra.) 

Mr. Trrere. Thank you. 

Mr. Harkins. This table is for foreign operations only. 

Mr. Trrere. You will put the total working capital of the company 
in? Thank you. 

The CuHarrMan. Have you gotit? Itmay be you can help us. 

Mr. Trrerre. We don’t have it here, sir. 

Mr. Keatina. Are we going to have TWA before us ? 

The Cuarrman. We hope to have TW A—American and TWA. 

Mr. Trrerr. Pardon me, sir. 

The Cuarrman. The query was propounded whether we intended to 
have TWA present. I said we plan to have both TWA and American. 

Mr. Harkins. Mr. Trippe, it is correct, is it not, that during 1955 
Pan American operated a weighted average of 63,155 route-miles as 
compared to 13,130 route-miles for its closest American competitor ? 

Mr. Triprr. Are you taking domestic mileage into éshidderdton 
when you give that ? 

Mr, Harkins. Only their international routes. 

Mr. Trivrr. Pardon ? 

Mr. Harxrns. Only their international routes. We are comparing 
the competitive pictures in international operations. 

Mr. Tripre. Well, again, don’t you have to compare companies? 

Mr. Harkins. Will you answer? 

Mr. Trepp. We see no basis of comparison. 

Mr. HArxrns. Is this statistic, for whatever value it has, accurate? 

Mr. TripPe.' We haven't any idea, sir, how that would work. 

Mr. Matevz. ‘How many route miles does Pan American have? 

Mr. Tripper. Well, as I pointed out about 63,000 compared to 
175,000 for Air France. ‘That was on the chart that we looked at 
earlier. 

Mr. Maerz. The question Mr. Harkins asked then was how many 
route miles, international route miles, does Pan American’s closest 
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American competitor—international route miles now—does Pan 
American’s closest American competitor have. 

Mr. Triere. Sir, I just don’t know. But I again say I would hope 
you would include the total mileage of each carrier’s system when 
you begin to make comparison, and also consider the volume of serv- 
ice—the frequencies—which the different route structures will sustain. 

(See PAA exhibit I, p. 2707, infra.) 

Mr. Harxins. According to estimates made by the CAB in Sep- 
tember 1955, in its publication entitled “Service Mail Pay and Sub- 
sidy for United States Certificated Air Carriers,” total Federal sub- 
sidies to be paid to Pan American for the 5-year period 1951 through 
1955 will probably total more than $120 million. 

Does that accord with your understanding? 

Mr. Triprr. Again, Mr. Counsel, I do not have the figures here. 
Pan American, as I pointed out this morning, runs a large number of 
national-interest routes. 

Our Government determined that they should be operated by Amer- 
ican-flag service in the national interest. When we were certificated 
on those routes, it was with the definite understanding on the part 
of both the Government and the company that subsidies, and sub- 
stantial subsidies, would be needed to continue them in operation over 
the years. 

The Cuarrman. We got these figures from the Civil Aeronautics 
Board. I take it that they are accurate—$120 million subsidy for the 
5-year period. 

Mr. Trrere. We do not think they are right. 

The Cuarrman. Do you think they are wrong? 

Mr. Trirre. Just from the general summary. 

Mr. Harkins. Would you give us the correct figures to put in the 
record ? 

Mr. Triere. We will. 

Mr. Prem. What figure is it that you want? 

The CuarrMan. For the 5-year period, 1951 through 1955, the total 
was $120 million. 

That is the total estimated subsidies to be paid to Pan American. 

Mr. Triprre. The subsidy; we have the figures for 1954 and 1955, 
that it was $1 million in 1955, $22,300,000 in 1954; $22.6 million in 
1953 ; $25 million in 1952; $20.5 million in 1951. 

The Cuarrman. You have it there? 

Mr. Trrere. That is the data that counsel is interested in; we could 
add that up and submit it. 

I am told that it is $91,400,000. 

The, CuatrMan. That does not coincide with what the Civil Aero- 
nautics Board gave us. 

Mr. Truere. These, I am confident, are correct, Mr. Chairman. 

Mr. Kearinc. How did it happen to drop to $1 million this last 
year. That is good news for the taxpayers; is it not? 

Mr. Triere. Well, Mr. Keating, there are a number of reasons but 
the principal one is that. we closed last year with what is known as a 
permanent rate basis with the Civil Aeronautics Board. In other 
words, our forward rates are on a permanent basis, and to achieve that 
status.the Civil Aeronautics Board requested, and we acquiesced, in 
waiving profits that had accrued through the sale of capital, assets, 
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chiefly flight equipment during the year. So that the profits made on 
the sale of that equipment accrued against subsidies. 

The forward rate is about $10 million, I believe, Mr. Keating, as 
fixed by the Civil Aeronautics Board for the entire Pan American 
system, including these national interest routes. The subsidy, in fact, 
is entirely related to the operation of the national interest routes. 

Mr. Keatrne. You are in the second-hand plane business, too ? 

Mr. Trrere. Pardon me? 

Mr. Kearine. You are in the second-hand plane business, too? 

Mr. Tripre. Yes, sir. We were last year. We sold 

Mr. Keatine. What was that ? 

Mr. Trrere. We sold a very considerable number of our early-type 
Constellations and the profit that accrued on those sales was deducted 
against subsidy by the Civil Aeronautics Board before we were per- 
mitted to go on the permanent rate. 

We did not think that was the proper thing for them to do, but we 
were told we had to do that if we were to go on permanent rates, so we 
accepted. 

Mr. Harkins. Mr. Chairman, I offer this document in the record 
entitled “Estimated Subsidy Accruing by Carriers, Fiscal Years 1951— 
52, Fiscal Years 1951 to 1955.” Source, appendix 1, Service Mail Pay 
and Subsidy, United States Certificated Air Carriers, CAB, Sep- 
tember 1955. 

The CuarrMan. It may be inserted in the record. 

(The document is as follows:) 


Estimated subsidy accruing, by carrier, fiscal years 1951-55 
{In thousands] 


Name of carrier | 1951 1952 | 1953 | 1954 


Foreign operations: 
Pan American , 27,014 29, 775 24, 649 5, 
Trans World ‘ . 1, 363 I I aa 
United 


Ne ot 
2,177 
Total all American carriers (foreign 

and domestic) 76, 68, 355 


Source: Appendix I, Service Mail Pay and Subsidy for United States Certificated Air Carriers, CAB, 
September 1955. 


(See PAA exhibit J, p. 2708, infra.) 

Mr. Harxins. Pan American is the only certificated American car- 
rier that is permitted to fly around the world; is that not so? 

Mr. Trrere. We do not quite fly around the world. We do not cross 
the United States. If we find a domestic route, we would have a route 
around the world. 

Mr. Harkins. Aside from that, you have? 

Mr. Trirrr. That is an awful important “but,” sir. 

The Cuarrman. Aside from flying across the United States, you 
skirt around the United States and nonetheless fly around the world? 

Mr. Trierr. Yes, sir. We go from the eastern points around to 
India and meet the services operated from the west coast. 
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The Cuarrman. Are you actually permitted to do that? 

Mr. Tripre. We do not go across this country; no, sir. We have 
no domestic operation. 

The CuairMan. But you go along the coast, or what ? 

Mr. Tripre. No; we operate from the domestic gateway terminals 
on the east coast as far as Karachiin India. The services domiciled on 
the west coast, cross the Pacific and meet up at Karachi, so that there 
is, in fact, a thorough American-flag service around the world, with the 
exception of the domestic sector in the United States. 

The CuairMan. You cannot cross Canada, either, can you? 

Mr. Trivre. No, sir. 

The Cuaatrman. Could you go around the Arctic Circle? 

Mr. Tripre. We have an application pending, but I cannot discuss 
that. 

The Cuarrman. If that is granted you will be able to do that. All 
right, go ahead. 

Mr. Harxins. Pan American is, also, the only American carrier that 
is authorized by the Civil Aeronautics Board and by the President to 
fly to Scandinavia and the Soviet Union; isn’t that right ? 

Mr. Trirpe. That is correct. The certificate was issued in 1946, I 
think, to Pan American, It has not been implemented to the Soviet 
Union as I mentioned this morning. 

Mr. Harkins. And Pan American is the only certificated airline that 
flies to New Zealand, Australia, and Southeast Asia; is that not right? 

Mr. Trivers. That is one of the national interest routes, Mr. Counsel, 
that requires the subsidy. 

Mr. Harkins. That is correct, is it not ? 

Mr. Tripre. That is correct and also I mentioned, you will recall, 
this morning, that it is only a three times per week service. 

Mr. Harkins, In addition to Pan American’s operations, does not 
the Pan American World Airways system include about 12 other air- 
lines, and about 2 dozen other companies of various kinds, including 
the Intercontinental Hotels Corp., which operates 8 hotels in Latin 
America? Isthat not right? 

Mr. Trivre. Well, Mr. Counsel, that is a complicated question. 

First, we have minority investments in the number of foreign-flag 
airlines to which I referred this morning, and we have 100 percent 
ownership in Intercontinental Hotels Corp. which we set up and 
operated at the request of our Government. 

The administration suggested that this be done and asked us to do 
it when this company was set up in order that hotels might be made 
available to build up passenger travel abroad. That was done about 
9 years ago. 

Mr. Harxins. Mr. Chairman, I offer for the record a table entitled 
“Pan American World Airways System Affiliated and Associated 
Companies and Other Investments,” compiled from CAB form 41, 
dated December 31, 1955, with an attachment which contains a list of 
hotels operated by the Intercontinental Hotels Corp. 

The Carman. That may be inserted in the record. 

(The document referred to is reproduced as subcommittee insert No. 
6, at p.. 2583.) 

77632—57—pt. 1, vol. 417 
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(See PAA exhibit K, p. 2712, infra.) 

Mr. Keattne. Do your hotels make or lose money ? 

Mr. Trivre. They did not for about 6 years. Last year they got 
around the corner. This year we are showing a modest return, I think 
about 5 percent on our total hotel investment. 

I might point out while you are discussing the matter of hotels, sir, 
that the development of tourism and even business travel abroad is 
very much dependent upon the availability of hotels that Americans 
will be willing to use. 

We have tourists going to many parts of the world, and they come 
back. When they are dissatisfied with the hotel accommodations and 
living conditions available to them in foreign countries, they are the 
worst ambassadors possible in terms of developing tourist business 
or business travel between countries. In view of this the President 
himself became very much interested in this matter about 10 years 
ago and we were called to Washington and asked whether we would 
not be willing to undertake a program of setting up adequate hotels 
in the overseas field. We pointed out that we were not in that busi- 
ness. We stated that we hoped we would not be asked to go into it 
and that we would be permitted to talk to some of the large hotel 
interests in this country to see whether they would not undertake 
the program. In the following interval of 6 months, we approached 
a number of them. We found that none were willing to do it. The 
hazards of operating abroad on top of the normal hazards of the hotel 
business were such that we got very little interest, so that we were asked 
again by the administration whether we would not be willing to do it. 
We were asked to set up a company to provide technical know-how, to 
plan, design and operate hotels, and where necessary, to take modest 
investments and attempt to get them underway. 

We agreed to do it very grudgingly, I may say, because it was not 
our business. We had hoped that others would have undertaken this 
job, but they were not forthcoming. As counsel has just pointed out, 
we now have a chain set up and operating which, after 6 years, has 
just gotten around into the black ink. 

I think this point that counsel has brought up is a tremendously 
important one in terms of American air commerce abroad, and the 
whole development of tourism in the free world. 

In many parts of the world, New Zealand, Australia, parts of the 
Orient and Japan, and elsewhere, hotel facilities are very marginal 
and limited. Looking ahead, if we are going to get the proper develop- 
ment of the civil air transport and shipping—American-flag ship- 
ping—to those important areas of the world, something has to be done 
further to encourage the development of modern hotels that Americans 
would be willing to utilize and pass the good word about when they 
come home. That is the origin and purpose of the investment counsel 
refers to. 

Mr. Harkins. Mr. Trippe, some of the foreign airlines associated 
with Pan American, and in which Pan American owns a substantial 
aa interest, receive subsidies from foreign governments; do they 
not ¢ 

Mr. Trirrr. I think perhaps one does, only one that I know of. 

Mr. Harkins. Is that Panair do Brazil? 

Mr. Trirre. That is one. 
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Mr. Harxins. That is one? 

Mr. Tripper. Yes. 

Mr. Harxins. And Pan American owns 48 percent of the stock of 
Panair do Brazil; is that not right ? 

Mr. Triere. I think that is the figure; yes. We originally owned 
100 percent of the company, and then quite a few years ago, when 
our Government policy encouraging a less than majority ownership 
in such companies was announced, we invited outside national stock- 
holders to come in. That was done. Now, I believe, 52 percent of 
Panair do Brazil is owned by Brazilian nationals. 

Mr. Harkins. Is it not also true that Panair do Brazil pays divi- 
dends to Pan American Air Lines, which last year amounted to 
$160,000? 

Mr. Trreve. I would not think so. I know that only about twice 
in this long history of some 28 years has Panair do Brazil paid a 
dividend. I do not think any were paid last year. We have only one 
director on the board of that company, and the question of dividends, 
of course, is entirely in the hands of the Brazilian directors. 

Mr. Harkins. According to information taken from your form 41, 
dated December 31, 1955, filed with the Civil Aeronautics Board, 
Panair do Brazil of South America paid to Pan American $161,014. 

Mr. Tripre. I would be very happy if that were the case. 

Mr. Harkins. Do you question that statement ? 

Mr. Tripper. It may well be. I am not familiar with the figure. 

Mr. Harkins. I imagine your form 41 that you filed with the Civil 
Aeronautics Board is accurate ? 

(See p. 2583, and see PAA exhibit L, p. 2713, infra.) 

Mr. Harkins. When Pan American receives a payment of this kind 
from Panair do Prazil, is not Pan American in effect receiving subsidy 
income from the Brazilian Government ? 

Mr. Trrrpe. Is not Pan American receiving a subsidy? No; defi- 
nitely not. 

Mr. Harxtins. Panair do Brazil receives a substantial subsidy from 
the Brazilian Government ; does it not ? 

Mr. Trrrre. It does. I do not think enough. It expects to get 
more. We are stockholders of that company. We are investors. 
There is no way except through dividends that we have an 

The CHamman. Who gets the money in form of dividends from the 
Brazilian subsidy? That goes somewhere—where does it go? 

Mr. Trier. To the Brazilian company’s shareholders along with 
all Brazilian investors entitled to receive dividends. 

The Cuatrman. Could you get them from your Brazilian company ? 

Mr. Tripre. Only as an investor, and modest dividends. They have 
averaged something under 2 percent over the years. And that fact 
reduces United States subsidy, I may point out. 

The CoarrmMan. Naturally it oun. 

Mr. Keattne. I would rather see Brazil pay the subsidy than the 
United States. 

Mr. Harkins. Mr. Trippe, now I am going to turn to another 
question. 

The Cuarrman. Just one question. Is there any possibility of a 
conflict of policies in the event that the Brazilian Government deter- 
mines upon a policy that me be in contravention to the United States 
policy? Is that possible under an arrangement like that ? 
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Mr. Trrerz. Mr. Chairman, we appear as stockholders. We have 
one director that we nominate. Some of these countries have laws that 
prohibit voting any more than only a small percentage of the stock by 
any foreign owner. Take the company in Colombia, Avianca, which is 
the oldest airlines in the Western Hemisphere, and one of the first or 
second oldest airline in the world. Under Colombian law, although 
we own some 38 percent, we are not permitted to vote it. Nobody can 
vote more than about 20 or 25 percent of the stock in votes cast at an 
annual election. In fact, Mr. Chairman, our company has one director 
nominated to the board of these affiliates. The nationals that are in 
charge of these businesses are glad to have them. We are called on for 
technical advice and assistance. 

This is one of the finest examples of point 4 aid that has been under- 
taken—the fact that we have invested capital in foreign airlines, 
first 100 percent of the capital to set up local transportation businesses 
in these countries, and then when they got around the corner and 
stood on their own feet to a certain degree, we invited in local nationals 
to take over the control and management of these companies. 

We are very proud of what we have been able to contribute in this 
manner to the welfare and economic development of a great many 
countries around the world. I think that that position was supported 
by the policy enunciated by the President of the United States twice 
in the last 10 years with respect to these investments in foreign com- 
panies by United States capital. 

The Gaamenash, There cannot be any possibility of conflict of policy, 
because after all you would have to ia down to their policy, since 
you are a minority stockholder. 


Mr. Trirere. Definitely, Mr. Chairman. Also with only one director 
on the board. 

Mr. Harxrns. Mr. Trippe, I would like now to turn to various 
mergers involved in the growth of Pan American, as well as Pan 
American’s attempts to buy up oe companies. 


Mr. Tripre. Mr. Counsel, might I interrupt and correct the figure 
that according to our books was received from Panair do Brazil as a 
dividend in 1955? It was actually $38,000. I knew you would want 
to have that correct figure. 

Mr. Harkins. There seems to be a conflict between that figure and 
the figure that we took from form 41 that you filed with the Civil 
Aeronautics Board. 

Can you explain that conflict ? 

Mr. Prrre. If you will let us see what you have taken yours from, 
we will explain it. 

Mr. Trirre. It is not a major issue, Mr, Counsel, but I just thought 
that you would want that. I did see this figure, and I think it is right. 

The CHatrman. Let counsel fight it out. It is not too important. 

(See PAA exhibit L, below.) 


EXPLANATION OF AMOUNT OF DIVIDENDS RECEIVED FROM PANAIR DO BRASIL 


The total reported sum of $161,014 includes interest in the amount of $123,187 
and dividends of $37,827. Under section 21-17 of the uniform system of accounts 
prescribed by the Civil Aeronautics Board, interest and dividends are reported 
in total in the column in question in schedule A-7 of CAB Form 41. 

Mr. Harrys. Until 1950, Pan American’s chief American competi- 
tor for transatlantic air traffic was American Export Airlines and its 
successor, American Overseas Airways or AOA, was it not—is that 
not correct ? 
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_ Trirre. Its chief competitor or chief American-flag competi- 
tor 

a Harkins. Chief American competitor for transatlantic busi- 
ness 

Mr. Trirre. I think that is correct, sir, along with TWA. 

Mr. Harkins. And it is correct, is it not, that the majority stock 
interest in AOA was owned by American Airlines? 

Mr. Trrere. When they took over. Initially it was owned by Amer- 
ican Export steamship interests. 

Mr. Harxrns. And it is true, is it not, that in 1948 and 1949 dis- 
cussions were held between a Pan American consultant and a direc- 
tor of American Airlines regarding acquisition of American Overseas 
Airways by Pan American? 

Mr. Trivre. The facts were gone into in great detail in hearings 
before the Civil Aeronautics Board. I cannot recall them. What- 
ever the full data is, it is available in those hearings, I am sure, Mr. 
Counsel. 

Mr. Harxrns. That is quite true, Mr. Trippe. I am bringing these 
facts to the attention of the subcommittee. 

And subsequently an agreement was reached whereby Pan American 
purchased a controlling stock interest in American Overseas Air- 
ways; is that not right? After your discussion you reached an agree- 
ment whereby Pan American purchased the controlling stock interest 
in American Overseas Airways; that is true, is it not? 

Mr. Trrere. I do not think so, sir. I think we purchased the 
assets under an arrangement approved by the Civil Aeronautics Board 
and the President. That was my recollection. 

Mr. Harxtns. Mr. Chairman, I offer for the record three docu- 
ments, the first one being a letter dated October 15, 1948, signed by 
John W. Hanes, and addressed to Mr. Charles Cheston. Mr. Hanes 
was consultant for Pan American at that time; is that not right? 

Mr. Trirre. That is correct. He was a former director of the 
company, and I may say, Mr. Counsel, a former official of the Gov- 
ernment here in the Treasury Department, many years ago. 

The Cuatrman. Under Secretary of the Treasury. 

Mr. Trrere. Under Secretary; that is correct. 

Mr. Harkins. And the next document is a document dated Novem- 
ber 19, 1948, signed by John W. Hanes, addressed to Mr. Charles 
see who was a vice president of American Airlines; is that not 
right 

Mr. Trirre. I think he was a director. I do not believe he was a 
vice president. 

Mr. Harkins. You are right. He was a director. 

(These documents as well as excerpts from CAB testimony on this 
merger are reproduced as subcommittee insert No. 7, at p. ray 

Mr. Harkins. And the next document is a document dated Septem- 
ber 14, 1949, signed by C. R. Smith, president of American Overseas 
Airlines, Inc., to stockholders of American Overseas Airlines. All 
these concern the negotiations leading up to the merger. 

I offer this in the record. 

The Cuarrman. It may be accepted. 

(The document is reproduced as subcommittee insert No. 8, at p. 
2589.) 

Mr. Harrys. Now this proposed agreement in May 1950, was dis- 
approved by the Civil Aeronautics Board by a 3 to 2 vote, was it not? 
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Mr. Trips. I do not recall, Mr. Counsel. If that is the record, 
that must be so. 

Mr. Harkins. I offer for the record at this point, Mr. Chairman, 
the opinion of the Civil Aeronautics Board in the North Atlantic 
Transfer case, Docket No. 3589 et al., decided May 17, 1950. And in 
this opinion, the CAB disapproved the mergers, the proposed merger 
of American Overseas and Pan American. 

The Cuarrman. That may be accepted. 

(The document is reproduced as subcommittee insert No. 9, at p. 
2590.) 

(See PAA exhibits M and N, pp. 2713 and 2723, infra.) 

Mr. Harkins. Is it not true, Mr. Trippe, that the chief reason for 
disapproval of the merger was that Pan American, with the ac- 
cretion of AOA, would plainly occupy a position of predominance 
in the United States international air transport which would tend 
to stifle effective competition between American-flag operations across 
the North Atlantic to Europe and the East and thereby, in time, 
prevent or hamper the development and maintenance of an adequate 
air transportation system in those areas of the world ? 

Is that a correct statement for the reason of the Board’s dis- 
approval? 

Mr. Trrere. I do not recall details of the opinion. However, facts 
have not borne out that opinion. It has not been borne out by develop- 
ments. If that is the opinion that you are reading from, of course, I 
accept it as such. 

Mr. Harkins. That is the opinion I was reading from. 

And did not the Board also say with respect to charges of unfair 
and repressive competition by Pan American that were leveled by 
public counsel of the Board: 

We are bound to say that much evidence is present in this record which could 
not lightly be dismissed. However, it is sufficient for present purposes to recog- 
nize that action of the repressive and antisociocratic nature charged is an ex- 
pectable concomitant of undue aggregations of economic power in private enter- 
prises. We take note of these accusations, therefore, solely to lend emphasis to 
our established policy against overweening concentration of competitive forces 
within any segment of the air transport industry. Under current conditions ac- 
tion counter to public policy can be resisted, overcome, discouraged, and perhaps 
inhibited; under conditions of intensified concentration of private economic 
energy, such action might run beyond all power readily to correct or oppose. 


That, Mr. Chairman, was a quotation from page 51 of the Board’s 
opinion disapproving the proposed merger of American Overseas and 
Pan American. 

On June 30 and July 10, 1950, the President addressed letters to 
the Board, did he not, Mr. Trippe, overruling the Board and author- 
izing Pan American to acquire American Overseas Airlines ? 

Mr. Tripre. That was a letter from President Truman? 

Mr. Harkins. That is right, sir. 

Mr. Trirrr. I believe that was the case. 

I think, Mr. Counsel, though, you have referred to the majority opin- 
ion. Would it not be well for your record to refer to the minority 
opinion, too? 

Mr. Harkins. The minority opinion is in the record. 

The Cuarrman. It is in the record. 

Mr. Harkins. If you would care to point to something particular 
in the minority opinion, we will be glad to read it. 

The Cuarrman. We will put the whole thing in. 
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Mr. Truere. The minority held a very different opinion. They 
thought the merger was a very proper thing. I know that the chair- 
man and members of this committee would probably want to know 
there were two sides to the question. 

The Cuarrman. We know. I said we would put the whole—all of 
the opinion in the record. It is in the record. 

Mr. Harxrns. It was a 3-to-2 decision. 

Mr. Chairman, I offer for the record a letter dated June 30, 1950, 
from President Truman to Mr. O’Connell, the Chairman of the Civil 


Aeronautics Board. 
The Cuarrman. It may be put in the record. 
(The letter referred to is as follows :) 


Tue WHITE Hovussz, 
Washington, June 30, 1950. 
Hon. J. J. O’ConNELL, 
Chairman, Civil Aeronautics Board, Washington, D. C. 

My Dear Mr. O’ConneELL: I am returning herewith the Board’s decision in the 
North Atlantic Route Transfer Case. 

I am willing to consider a route structure involving only two United States 
carriers across the Atlantic, provided that their respective routes are sufficiently 
balanced so that they can maintain effective competition on a sound economic 
basis. I am not satisfied that the merger as now proposed would result in such a 
system. I am, therefore, asking the Board to present to me as promptly as pos- 
sible, for my consideration, such route adjustments as should be attached to the 
merger in order to achieve a proper balance between the two remaining carriers. 

Very sincerely yours, 


Harry 8S. TRuMAN,. 


Mr. Harkins. And a subsequent letter dated July 10, 1950, from 
President Truman to Mr. Ryan, relative to his disapproval of the 


Board’s recommendations. I do not think it is necessary to read it. 

The CuarrmaANn. Do you want it read? 

Mr. Harkins. Would you care to have these letters read? 

Mr. Tripre. No, sir. 

I know that the President approved the merger, and I think the 
reasons given have been well borne out. It was a very wise and proper 
decision on the part of the President. 

The Cuarrman. Those letters may be inserted in the record. 

(The letter referred to, dated July 10, 1950, is as follows:) 


JuLy 10, 1950. 
Mr. OswaLtp RYAN, 
Acting Chairman, Civil Aeronautics Board, Washington, D. C. 

My Dear Mr. Ryan: I have considered the letter from you and the other 
Board members in response to my request of June 30, 1950, in the North Atlantic 
Route Transfer case. 

My objective is to accomplish a route pattern in which our Nation may have 
the benefit of competition to the principal traffic points in Europe, and to avoid 
a monopoly on the part of either of the United States carriers. 

It is apparent that, as traffic points, London, Paris, Rome and for the time 
being Frankfurt are the leading European cities, therefore I desire that both 
remaining carriers be authorized to serve each of these points. In the case of 
Rome, which one of the carriers now serves both on its Shannon and its Lisbon 
routes, the other carrier should be similarly authorized. As to Frankfurt, which 
is a principal air traffic point during and principally because of the American 
occupation of Germany, the TWA is to serve Frankfurt until the Board shall 
find that such service is no longer required in the interests of the American 
occupation of Germany. 

This adjustment should result in the fullest accomplishment of the broad na- 
tional objectives which, especially at this critical time, should govern the develop- 
ment of United States air transportation and will provide for vigorous competi- 
tive growth by our airlines. 
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It is most important that this matter be disposed of in the present proceeding 
without further delay in order that the carriers concerned may immediately 
go forward with plans for their needed further development. 

Therefore, I have decided to approve the sale of American Overseas Airlines 
with the route adjustments set forth above. Please submit an order at once. 

Very sincerely yours, 
Harry 8. TRUMAN, 

Mr. Harxrns. In the letters, the President directed that the merger 
be approved provided that Pan American’s and TWA’s routes could 
be adjusted so that the two carriers could maintain effective com- 
petition on a sound economic basis, did he not? 

Mr. Trrere. That is correct, sir. 

Mr. Harxrns. Did you, or any officer, director, consultant or em- 
ployee of Pan American communicate in any way with anyone in 
the White House with respect to this matter ? 

Mr. Tripper. I did not. I was in Argentina at the time on a diffi- 
cult problem that had arisen in that area, so I could not answer. 

Mr. Harxrns. As a result of this merger, did not Pan American 
acquire new routes to Europe over the North Atlantic, and also exclu- 
sive authorization to fly to Reaidinavia and the Soviet Union ? 

Mr. Trirre. I do not believe so; no, sir. We received no new routes 
over the North Atlantic. We received a competitor at London and 
Frankfort, two of our most important ports of call in Europe, but I 
do not believe we received any new route over the North Atlantic. 
We were permitted to serve Scodiilinavia and Finland, which up to 


then, were served by American Overseas. Those certificates were 
transferred to Pan American, but the main result of that decision 
was that TWA got to London and Frankfort, previously served by 


Pan American, and we got to Paris and Rome, served by TWA. 

I think the President’s decision was a very wise and very sound one, 
as borne out by the subsequent developments. 

Mr. Harxrns. I think you misunderstood my a Mr. Trippe. 

As a result of your merger in this instance, did not Pan American 
acquire new routes to Europe over the North Atlantic and also exclu- 
sive authorization to fly to Scandinavia and the Soviet Union ? 

Mr. Tripper. We have the right to go by Iceland, if that is a new 
route. The Civil Aeronautics Board and the Government considers 
that a national interest route. If that is what you refer to, we got 
the right to go to Iceland. 

The Cuarrman. You got the routes of American Overseas Airways 
that they had? 

Mr. Tripre. That is correct—that is different. We previously oper- 
ated over the North Atlantic and so did American Overseas. The 
AOA certificate was consolidated with Pan American’s then existing 
certificates. 

Mr. Harkins. Mr. Trippe, at the time of the American Overseas 
Airlines merger, the only other American competitor of Pan Ameri- 
can for transatlantic traffic was TWA ; is that not right ? 

Mr. Tripre. Yes. That is correct. 

Mr. Harkins. In 1947, did you talk with Mr. Howard Hughes and 
other representatives of TWA with respect to the possible purchase 
by Pan American of the international operations of TWA? 

Mr Tripre. Yes; twice on invitation of Mr. Hughes. I think those 
facts have all been presented at great length at the hearings before 
the Civil Aeronautics Board, Mr. Counsel. 
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Mr. Harxrns. The purpose of the question is to bring this to the 
attention of the subcommittee, to show them that you attempted to 
acquire the international operations of TWA. 

Mr. Trrere. I think that is an improper interpretation. I was in- 
vited to two meetings by Mr. Hughes to discuss the matter. 

Mr. Harkins. Did you also talk to Mr. Parkinson of the Equitable 
Life Assurance Society, TW A’s principal creditor, with respect to pos- 
sible changes in TWA’s international route structure and its manage- 
ment ? 

Mr. Trirre. I definitely remember meeting with Mr. Parkinson. 

Mr. Harkins. And the fact that you discussed this matter with Mr. 
Parkinson indicates that you were actively interested in acquiring 
TWA’s international routes; is that not right ? 

Mr. Trivers. If there was to be any change in the international route 
structure of TWA, we hoped to have an opportunity to participate or 
to bid on it, we certainly did. 

I think, Mr. Counsel, you should also have in mind that at this time, 
perhaps a little before this, that the then Chairman of the Civil Aero- 
nautics Board had invited the entire American flag industry to submit 
proposed mergers—to bring to the Board proposals for mergers with 
a view of strengthening the American flag industry. 

The CuarmmMan. What Chairman was that ? 

Mr. Trierr. I beg your pardon ? 

The Cuarrman. What Chairman was that—who was that? 

Mr. Trrere. Mr. O’Connell. I think he was Chairman at the time. 

And other companies also did. I remember Capt. Eddie Ricken- 
backer proposed formally that he take over at that time six companies, 
as I recall, National, Delta, and Colonial and several others. There 
was nothing wrong, as I see it,in such a proposal. It was on invitation 
of the chief administrative officer of the Civil Aeronautics Board. 

Mr. Harkins. We are not saying anything is wrong about this, Mr. 
Trippe.. What we are trying to develop here is what happened in the 
merger field among competing airlines during this period. 

Your testimony is that the head of the regulatory agency at that time 
was encouraging these competitors to merge; is that not right? 

Mr. Trreve. Yes, because the industry was in such terrible economic 
straits; tremendous losses were being piled up, and it was a question 
whether the Government would have to fork up a large amount of 
subsidy for domestic operations or whether that could be brought down 
to more reasonable sums on an annual basis. 

Mr. Materz. Did you undertake these diseussions with Mr. Hughes 
and Mr. Parkinson as a result of this declaration of policy by Mr. 

~O’Connell, Chairman of the Civil Aeronautics Board ? 

Mr. Trirre. I could not answer that. I do not know what the 
respective dates were. I could go back and try to fix the several dates 
of the conferences and the dates on which he enunciated the policy. 

Mr. Materz. As I understand then, you are not seeking to convey 
the impression that your discussions with Mr. Hughes and Mr. Par- 
kinson with respect to the possible acquisition of TWA by Pan Ameri- 
can had any relationship to any policy pronouncement by the Civil 
Aeronautics Board to encourage mergers? 

Mr. Trrere. It might have. I am not sure, Mr. Counsel. 
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My own opinion was that all of these three American-flag companies 
could not continue on the North Atlantic without substantial subsidy 
costs to the taxpayer. If there was going to be any merger, we wanted 
to be in on it. 

Mr. Harxrys. During your discussions with Mr. Hughes in regard 
to the acquisition of TW A’s international business, did you tell Mr. 
Hughes that Pan American had pending before the CAB an applica- 
tion for a transcontinental route and that you believed Pan American 
would probably be awarded that route ? 

Mr. Trreee. Not that I recall. 

You see, Mr. Counsel, that was a long time ago, and all of those 
matters were gone into in great detail. Whatever I testified to at 
that time I stand on. I had a much better recollection then, naturally, 
than I do now, some 8 or 9 years later. So that whatever was my 
statement at that time, I would like to have recorded as my present 
position. 

Mr. Harkins. The basis for the question, Mr. Trippe, is the sworn 
testimony of Noah Dietrich in the North Atlantic Route Transfer case. 

Mr. Tripre. Of which company ¢ 

Mr. Harkins. Noah Dietrich is the man testifying—he was then a 
director of TWA and, also, vice president of the Hughes Tool Co., I 
believe. On page 3712 of the transcript counsel asked Mr. Dietrich 
the following question: 

Can you tell us whether or not at that time he mentioned the pendency of 
Pan American’s domestic-route application? 

And the “he” referred to there is you, Mr. Trippe. 

Mr. Tripper. Yes. 

Mr. Harkins. And the answer: 

Yes. He said that Pan American had an application before the Civil Aero- 
nautics Board for a transcontinental route, that Pan American had operations 
in the Pacific and in the Atlantic, and that it was a most logical idea that 
they should be permitted to connect up these two operations, that he was firmly 
of the belief that the application would be acted on favorably. He went on 
further to say that in his opinion having obtained such a franchise that in his 
opinion it would be an easy step from that into local service transcontinentally. 

Does that refresh your recollection as to whether you said that? 

Mr. Tripper. It does not. I am wondering if you could say when 
and where that was. 

Mr. Harxins. The date of this conversation would be April 12 or 
13 of 1947. 

Does that refresh your recollection ? 

Mr. Triere. No; it does not. There seems to be some difference 
of views between where and what was said. I will be glad to read 
that and at the hearing in the morning to give you the benefit of my 
recollection. 

The Cuarrman. Do you want to have this? Suppose you take this 
document with you and refresh your recollection. 

Mr. Triere. Good, Mr. Chairman. 

(See PAA exhibit O, p. 2796, infra.) 

(The document referred to and other relevant testimony are repro- 
duced as subcommittee insert No. 10, at p. 2662.) 

Mr. Harkins. In your Pacific division, Mr. Trippe, one of your 
substantial competitors is United Air Lines; is that not correct? 
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Mr. Tripre. They operate service between the mainland and Hono- 
lulu from Los Angeles and San Francisco—not in the international 
field. 

Mr. Harxrns. I see. As a matter of fact, United is the only other 
American certificated carrier authorized to fly between San Fran- 
cisco and Honolulu; is that not right ? 

Mr. Triere. Between those points; yes. 

Mr. Harxrns. In 1949 did you have discussions with Mr. W. A. 
Patterson, president of United Air Lines, in regard to a proposed 
merger between United and Pan American? 

r. Trrppr. Yes. There was some conversation, as I recall it, in the 
Waldorf Hotel in New York that grew out of some discussions between 
some of the directors of the companies. 

Mr. Harkins. Did you tell a director of United Air Lines that Pan 
American expected a domestic route within 30 or 60 days and that you 
were not too sure that either United or Pan American would benefit 
from such a domestic route ¢ 

Mr. Trrpre. I am not sure that Pan American would not benefit. 
No, I think we would benefit. We had an application in, as I recall 
it, Mr. Counsel, for a domestic route. It ok have been beneficial, I 


believe, to Pan American—very beneficial—to have had a domestic 
route. 

Mr. Materz. According to your best recollection, did you tell the 
director of United Air Lines that Pan American expected a domestic 
route within 30 or 60 days, and that you were not too sure that 
either United or Pan American would benefit from such a domestic 
route? Do you recall any such conversation ? 


Mr. Triere. I could not have said that as to Pan American, because, 
a we would have benefited—benefited materially. 

Mr. Maerz. The answer is you did not make any such statement 
to this director of the United Air Lines? 

Mr. Trirre. I do not recall those details at all, but obviously we 
had applied. Mr. Counsel, you have the picture. We did apply 
for domestic routes, and we sought to get them, but did not get them 
at that time. 

Mr. Maerz. The question is not whether or not Pan American would 
benefit from getting a domestic route, but whether you told a director 
of United Airlines that Pan American expected a domestic route 
within 30 or 60 days, and that you, Mr. Trippe, were not too sure that 
either United or Pan American would benefit by getting such domestic 
route. 

Mr. Tripre. I cannot recall any such conversation. I do not see 
how I could have said it, because obviously Pan American would 
have benefited. We were applicants for that route. 

Mr. Materz. Your testimony is that you did not make any such 
statement, is that right—your testimony is that you made no such 
statement ? 

Mr. Triere. I do not recall it. 

Mr. Harxtns. Mr. Chairman, I refer to sworn testimony of Mr. 
W. A. Patterson in the North Atlantic Route Transfer Case, tran- 
script page 3763 ; question of Mr. Patterson: 


Mr. Patterson, about a year ago did you have a meeting with Mr. Juan 
Trippe at the Waldorf Astoria Hotel in New York? 


Mr. Patterson’s answer: 
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Yes; I did. 
Question of Mr. Patterson: 


Will you tell the examiner, please, how that meeting was set up and going 
back and giving the background of this? 


The answer was: 


I do not know the exact date, whether it was a year ago or 18 months ago. 
I have no records. And I don’t recall just what the case was, but one of my 
directors was in Chicago attending a directors’ meeting, and he told me that 
he had met Mr. Trippe at some social function in New York and that Mr. Trippe 
had indicated to him that Pan American expected a domestic route within 30 
or 60 days and that Mr. Trippe was not too sure that any of us would benefit 
from such a domestic route. 

Does that refresh your recollection? 

Mr. Pirte. Are you reading Mr. Trippe’s testimony on the same 
subject? Do you have that there? You seem to have gone into this 
a thoroughly. It is all explained in those same hearings. 

he CuarrmMan. I did not hear this. 

Mr. Pir. Did he read Mr. Trippe’s testimony on the same sub- 
ject in those same hearings? It was all fully gone into and explained. 

The Cuarrman. We want to develop it now. 

Mr. Pirie. He could have developed it by reading it. We do not 
have it here. 

Mr. Harkins. Do you care to supplement the record with pertinent 
abstracts from Mr. Trippe’s testimony 

Mr. Prrm. We will be glad to. 

Mr. Harkins. That you feel are applicable at this point? 

Mr. Pirte. We will be glad to. 

Mr. Harkins. Now, Mr. Trippe—— 

Mr. Trippe. Yes, Mr. Counsel, those matters were all gone into, I 
think, before the Civil Aeronautics Board. Could we have an oppor- 
tunity to put into the record there whatever we know about it as we 
go along? I cannot remember—that happened a long time ago, you 
will appreciate that. 

The Cuatrman. That is understandable. 

Mr. Harkins. Do you recall, Mr. Trippe, whether you indicated 
to this representative of United that there was a possibility that Pan 
American would buy TWA/’s foreign operations? Can you recall 
that detail ? 

Mr. Tripre. I think, Mr. Counsel, everything that I recall was 
covered in great detail at this—in the hearings before the Civil Aero- 
nautics Board. I would be glad to stand on everything I said then 
at this time. 

The Cuarrman. That is where we got it from, from the Civil Aero- 
nautics Board testimony. 

Mr. Tripper. Yes. 

Mr. Harkins. The difficulty with the transcript of this CAB hear- 
ing, Mr. Trippe, is that you testified very early in those proceedings 
and subsequently some of these facts came out on which there is no 
testimony from you directly. And the purpose of these questions is 
to bring out your responses at this time for the benefit of the com- 
mittee. 

After you examine the transcript, you can put in pertinent extracts 
from the previous testimony or supplement our record with the facts 
as you understand them. 
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Mr. Triere. That would be most helpful, Mr. Chairman, if we could 
do that, 

Mr. Harxrns. Now reverting to this meeting with Mr. Patterson, 
do you recall that it took place in the Waldorf Astoria Hotel? 

Mr. Triere. Yes; I definitely do, a meeting, as I recall it, arranged 
by one of Mr. Patterson’s directors. 

Mr. Harx«rns. And do you recall telling Mr. Patterson that you 
felt that Pan American would always be subsidized in the foreign 
field ? 

Mr. Tripre. I may have. As I say, I cannot recall really anything 
about it that happened many years ago. Was that not about 1948 
or 1949 or 1950, somewhere in there? It is over 5 years ago, I am sure. 

Mr. Harkins. That is correct. 

For the record, Mr. Chairman, I will indicate that Mr. Patterson 
testified directly that Mr. Trippe did mention during our conversation 
that he thought it was aoe for Pan American to get some sort of 
domestic affiliations, but he thought that his company would always 
be subsidized in the foreign field. 

Mr. Trirre. Mr. Counsel, you appreciate that already at that time 
we held a number of these national interests routes. If they ave going 
to be operated for the bnefit of our country, subsidy is going to be 

vired to maintain them. 

r. Harkins. Now, with respect to this merger discussion, did Mr. 
Patterson mention to you the fact that such a merger would eliminate 
competition in the Pacific, to Honolulu? 

Mr. Tripper. Mr. Counsel, I just frankly do not recall any details. 
I would be very glad to stand on everything that was said about those 
conversations, because the hearing you refer to, I think, took place 
within a year or so right after then, so that the record of the hearing 
would be, I think, very complete in relation to these matters that you 
are interested in. 

Mr. Harkins. The question was put to Mr. Patterson, transcript 
page 3769 as follows: 

Mr. Patterson, was there any reference made in the course of this discussion 
to the fact that Pan American and United both competed to Honolulu. 

Answer. Yes. That was one thing that I mentioned early in the discussion. 
When Mr. Trippe stated that.it would be his intention that Pan American would 
withdraw from direct activity on the ground on the Pacific coast, I mentioned 
the fact that such a merger would eliminate competition in the Pacific to 
Honolulu. 

Mr. Tripper. Mr. Counsel, that in no sense would create a monopoly. 
Of course, the Board could immediately certificate another carrier, 
if that were in the public interest. 

I frankly do not know or recall now whether I said what you have 
asked or not. 

Mr. Harkins. The merger that you were actively considering or 
discussing would have the effect of eliminating competition—the onl 
competition at that time between San Francisco and Honolulu—is 
that not right ? 

The Cratrman. Is that correct ? 

Mr. Trreve. As I say, I cannot recall it. 

The Cuarrman. If there had been a merger between United and 
Pan American, there would not have been any competition between 
the mainland and Honolulu, would there? 
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Mr. Trirre. Well, I cannot assume, Mr. Chairman, that any merger 
between United and Pan American would ever have permitted that 
to happen. 

The Cuarrman. Are there any other lines? 

Mr. Trirre. No. 

The Cnartrman. Were there at that time any lines other than Pan 
ea and United between San Francisco and Honolulu—at that 
time 

Mr. Trirre. Oh, I don’t think so—no; definitely not. 

Of course, there would have been one very quickly, Mr. Chairman. 
That is my point. 

Mr. Harkins. That would be dependent upon certification by the 
Board; is that not right? 

Mr. Trrepe. Yes; if they felt it was in the public interest, taking 
into consideration the amount of traffic that has been carried by bot 
United and Pan American between San Francisco and Honolulu. 

Mr. Hargrns. Do you recall this conversation, Mr. Trippe: Mr. 
Patterson’s observation that the merger would eliminate competition 
in the Pacific to Honolulu—that United would under the circumstances 
of the merger give up service to Honolulu? Do you recall making 
such a statement? 

Mr. Trrerr. As I say, I do not recall any details of that conversa- 
tion, but, Mr. Counsel, I am positive that those were all gone into in 
great length. And tomorrow I can read them, and I will stand on 
everything I said before. 

Mr. Harkins. The point is, Mr. Trippe, that we have the transcript 
of Mr. Patterson’s testimony on this. 


The Cuarrman. Why do you not do this: Instead of going into 
the questions, to save a lot of time, you get the record, make Ya 


changes in any way you see fit, after you have had the benefit of 
rereading this transcript? That would be the best way to do it. 

Mr. Trirre. That is fine. Wecandothat. If we can do that, that 
would be very fine. 

The Cuairman. Youcan do it then at your leisure. 

Mr. Harkins. Do you recall in this conversation that Mr. Patter- 
son advised you that the people of the Hawaiian Islands would never 
sun or stand for Pan American exclusively serving that area? 

o you recall] that part of the conversation ? 

The Crairman. Thesame reaction. Go ahead. 

Mr. Harkins. And, further, do you recall replying to Mr. Patterson 
that United would have to withdraw from that area should the merger 
go through and that it would be possible for a smaller carrier, such 
as Western Airlines, to be certificated to provide service from the 
Pacific coast to Honolulu? Do you recall that? 

The Cuamman. The same reaction. 

I think we will have to stop at this point. We will adjourn until 
tomorrow morning at 10 o’clock. I think, Mr. Trippe, we will be 
able to conclude tomorrow afternoon. 

Mr. Tripre. Very well. We will sit as late, of course, as the 
committee wishes. 

The Cuarrman. Thank you very much. 

(Thereupon, at 5:05 p. m., Thursday, June 14, 1956, an adjourn- 
ment was taken, to reconvene on Friday, June 15, 1956, at 10 a. m.) 
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(The testimony of W. A. Patterson, referred to above, and the testi- 
mony of J. T. Trippe, on the same subject, are as follows: 


BxcErPts FROM THE Sworn TESTIMONY OF W. A. PATTERSON, IN THE NORTH 
ATLANTIC TRANSFER Case, CAB Docket No. 3589 ET AL. 


(Tr. 3763] Q. Mr. Patterson, about a year ago did you have a meting with 
Mr. Juan Trippe at the Waldorf Astoria Hotel in New York?—A. Yes; I did. 

Q. Would you tell the examiner, please, how that meeting was set up, going 
back and giving the background of it?—A. I don’t know the exact date, whether 
it was a year ago or 18 months ago. I have no record, and I don’t recall just 
what date it was, but one of my directors was in Chicago attending a directors 
meeting, and he told me that he had met Mr. Trippe at some social function in 
New York and that Mr. Trippe had indicated to him that Pan American expected 
a domestic route within 30 or 60 days, and that Mr. Trippe wasn’t too sure that 
any of us would benefit from such a domestic route—that is, if they got a 
domestic route—and that he thought there was a more constructive approach, 
and there was a possibility that Pan American would buy TWA’s foreign oper- 
ation, but he thought it would be worth while if Pan American and United 
would discuss the possible merits of a merger between Pan American and United 
Airlines. 

My director told me that he advised Mr. Trippe that he was not the man to 
talk to on that subject, that I was the person to see. However, he would ask 
me if, on my next trip to New York, I would call Mr. Trippe. My director asked 
me if I would fulfill that commitment the next time I went to New York. 

Two weeks later—I think it was approximately 2 weeks [Tr. 3764] later—I 
arrived in New York and I telephoned Mr. Trippe and told him that my director 
had advised me of his conversation and that I would be very happy to come 
over to his office and talk about it, and he said no, that he would come to the 
Waldorf Hotel. Mr. Trippe wasn’t quite as emphatic with me as he was supposed 
to have been with our director concerning the possibility of their getting a 
domestic route. He indicated to me that that was a possibility, whereas our 
director had gathered that it was something that was definitely going to happen. 

Mr. Trippe also mentioned that that was one reason why he wanted to talk 
to us on this whole domestic situation, because Pan American was in a difficult 
position competing domestically, that his fourth generation of traffic within the 
States as compared to TWA and American, and he also mentioned the fact that 
Pan American had a line of credit with the banks that he realized might be of 
value to United Airlines at that particular time. 

Well, I finally, in order to get the conversation started, asked Mr. Trippe what 
he had in mind, and he didn’t have anything specific, or didn’t have a specific 
plan; nothing in writing. He was talking generalities . But he talked out loud, 
So to speak, on an exchange of stock of Pan American for United. 

I asked him what his ideas were on the relative exchange values. I don’t 
recall exactly what that was except that the minute he mentioned and indicated 
that Pan American was worth more than United on an exchange basis, that 
appeared so ridiculous to me that the figure went in one ear and out [Tr. 3765] 
the other, and at that particular point I wasn’t interested in going any further 
other than engaging in conversation to find out how he could arrive at a greater 
value on. an exchange basis for Pan American. 


[Tr. 3766] I mention that as his explanation for a justification of this pecu- 
liar offer of a fraction of a share of Pan American for a full share of United 
Airlines. I don’t recall what that figure was, but it was just enough to disinterest 
me completely. 

That, in a general way, is the general description as to the conversation. I 
asked if I could think it over for a few hours, and that evening I telephoned 
Mr. Trippe and told him that, No. 1, any merger between United and Pan Ameri- 
can would be unsound regardless of the arithmetic, because it would be too big. 
I thought it very unwise to get into a picture that was that big. 

I told him that I was only speaking as an individual. I hadn’t submitted it 
to or talked. with my board of directors, that if such a merger were for the 
best interests of the stockholders of United Airlines, I had no objection to him 
pursuing his ideas with the stockholders or anyone else, but I didn’t think 
an individual, such as I was, in the particular case, should make a decision that 
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may or may not be for the benefit of the stockholders. But I wanted to tell ‘him 
one thing, and that was that if such a thing went through, I personally, under 
no circumstance, would hay- [Tr. 3767] any connection with it, and I would not 
want to be affiliated in any way whatsoever with it, because I didn’t agree with 
it, I didn’t agree with the philosophy, it would be too big, I didn’t like the idea of 
getting into an arrangement where we would have intercompany transactions 
that would always be exposed to criticism, careful explanation at all times, 
and that it would just be a disagreeable arrangement. 

Mr. Trippe replied by stating, “If you personally feel that way about it, let’s 
forget it.” 

Q. Mr. Patterson, this meeting at the Waldorf was between you and Mr. Trippe, 
was it?—A, Yes. 

Q. Was anyone else present?—-A. There was no one present. My secretary, 
Mr. Murphy, was in another room. He was in and out of the room answering 
the telephone, but he was not sitting in the room at any time during Mr. Trippe’s 
discussion with me. 

Q. Mr. Patterson, in this discussion you had with Mr. Trippe, did Mr. Trippe 
indicate that the payments that would be made to United for the services that 
United was to perform would come out of Pan American’s mail pay? Was 
that what was contemplated?—A. Well, he didn’t tell me where it was coming 
from. All I know is that it was coming from Pan American. Mr. Trippe did 
meution during our conversation that he thought it was sound for Pan American 
to get some sore of domestic affiliation, but he felt that his company would 
always be subsidized in the foreign field. But when it came to paying United 
Airlines, he didn’t state where the money was coming [Tr. 3768] from. 

Q. Did he in that situation make any contrast between Pan American’s situa- 
tion with respect to subsidy and United’s position with respect to subsidy ?—A. 
Yes; he said this: That he felt quite certain that their type of operation would 
always be subsidized, and that there was perfect justification for such .subsidy 
and he thought that the large domestic airlines-would have their ups and downs 
for the next few years, but eventually would be completely free of subsidies. 

{Tr. 3769] Q. Did he give any indication as to whether Pan American regarded 
its relationships with the foreign companies in the Pan-American Airways 
System as advantageous?—A. Only to the extent that he mentioned, as an induce- 
ment to us, that these relationships, in paying for services rendered, worked 
very well in Colombia and Mexico. Those were the two places he mentioned; 
and, frankly, I have no idea of what the arrangement is. 

Q. Mr. Patterson, was any reference made, in the course of this discussion, 
to the fact that Pan American and United both competed to Honolulu?—A. Yes; 
that was one thing that I mentioned early in the discussion. When Mr. Trippe 
stated that it would be his intention that Pan American withdraw from direct 
activity on the ground on the Pacific coast, I mentioned the fact that such a 
merger would eliminate competition in the Pacific, to Honolulu. “Well,” he said, 
“of course, United Airlines, under those circumstances, would give up that 
service.” I said, “I am certain of one thing, and that is that the people of the 
Hawaiian Islands will never permit or stand for Pan American exclusively 
serving that area.” “Well,” he said, “it is obvious that. United would have to 
withdraw, and if that were the position of the Board and the people, wouldn’t 
it be possible for some smaller carrier to be certificated?’ I asked him who he 
had in mind, and he said, “Well, such a company as Western Air.” 

My reaction to that was that anyone who wants to start service in the Pacific 
today has got to have from 7 to 10 million dollars. I knew of Western’s diffi- 
culty, and I [Tr. 3770] didn’t think they could get their hands on 7 to 10 million 
dollars, and I didn’t think it was possible. 

+ * * a + ” af 


Q. Mr. Patterson, did you ever have any other meeting with Mr. Trippe in the 
Waldorf-Astoria Hotel at which a United director was present ?—A, No. 

Q. Did you ever have any subsequent meeting with Mr. Trippe on this sub- 
ject ?—-A, I have never seen Mr. Trippe from that day to this. 

Q. Mr. Patterson, there has been some reference in the record to the fact that 
a banker approached Mr. Trippe and asked him whether he would be interested 
in taking some part of an issue of United’s stock. Do you have any knowledge 
of that?—-A. I have no knowledge of it. The first I heard of it was when it 
was, I believe, published in the Aviation Daily, Certainly no banker ever had 
authority from me. However, under certain conditions of financing, the banker 
wouldn’t need any authority from me. If they were referring to financing done 
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some years ago, the banker was probably worried cencerning the disposition of 
any stock not taken up by our [Tr. 3771] stockholders and may have been looking 
for a market to back himself up. But certainly it wasn’t with the knowledge, 
consent—nor did I ever have any discussion on that with him whatsoever. 


* * * * * - e 


CROSS-EXAMIN ATION 
By Mr. FRIENDLY: 

Q. Mr. Patterson, it was, of course, understood, in your talks with Mr. Trippe, 
that any merger or acquisition of United by Pan American would be subject to 
approval by the Civil Aeronautics Board, was it not?—-A. That was never men- 
tioned. But I have never done anything yet that I didn’t know we would have 
to go to the Board about, so that was just generally assumed by both of us. 
[{Tr. 3772] Frankly, this conversation may sound as though it was very serious. 
Frankly, as far as I was concerned, when I could see what Mr. Trippe was 
thinking about, it was never a very serious discussion, as far as I was concerned, 
but merely the courtesy of sitting down and talking to someone who indicated 
an interest totalk. I never thought about it again after I left the room. 


Excerpts FroM THE Sworn Testrmony or J. T. TrRrpPpE IN THE NorTH ATLANTIC 
Route TRANSFER Case, CAB Docket No. 3589 ET AL. 


[{Tr. 1588] * * * There were some other talks by some of the different United 
people. I sat next to one of the United directors one night at a public dinner, 
in which he inquired if I was interested or whether I thought Pan American 
would be interested in working out some cooperative arrangement with United. 

Q. That is what I was thinking of.—A. But that was not the same person 
at all. As far as the other discussions are concerned, they terminated right 
eat at luncheon, and to the best of my knowledge nothing further came of 

em. 

Q. Well, now, the banker discussion, you say, was several years ago; is that 
right?—A. That is correct. I am not sure. It may have been a year and a 
half or 2 yearsago. I wouldn’t know. 

Q. How about the time you sat next to one of the United directors? Who 
was that director, by the way?—A. Again, I would rather not bring names into 
the discussion unless it is relevant. Nothing further came of that, so what 
difference does it make? 

Mr. KENNEDY. Well, I think this one is relevant, Mr. Examiner. Here is 
a discussion as to a possible cooperative arrangement between United and Pan 
American, I think it is relevant. 


« * * + * s * 


[Tr. 1589] 

By Mr. KENNEDY: 

Q. You sat next to a director of United Airlines?—A. Yes. 

Q. How long ago was it?—A. I do not know. It might have been 2 years 
ago. I cannot place the date. 

Q. It could not have been a year ago, could it?—A. No; I would guess it 
was considerably longer than that. 

Q. You think it was considerably longer?—A. It might have been 16 to 18 
months ago ; it might have been 2 years ago. 

Q. Could you place it in terms of the date of the oral argument in the domestic 
route case? 

Examiner WRENN. Give him the date of that. That was in the latter part of 
the summer of 1947, wasn’t it? 

Mr. KENNEDY. 1948. 

[Tr. 1590] Mr. Frrenpiy. July 1948. 

The Witness. I would imagine it was considerably before that. That is less 
than a year ago. 

Examiner WRENN. Yes. 

The WitNEss. Yes, so then I would say it was considerably before that. 

By Mr. KENNEDY: 

Q: What was the discussion between you and this United Airlines director ?— 
A. It was simply an inquiry on his part as to whether we would be interested in 
some sort of a cooperative arrangement. 

Q. He made the inquiry ?—A. He made the inquiry. 
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Q. Did he outline what sort of a cooperative arrangement he had in mind?— 
A. No, as I recall, no details. 

Q. But it involved a possible merger of United and Pan American?—A. It 
might have. It was vague, like the conversations at dinner parties sometimes 
are. 

Q. Did you ever talk to anyone else in United, Mr. Trippe, on this subject ?— 
A. Well, I think the matter was pursued, and there were some further dis- 
cussions, at one of which I think Mr. Patterson was present. 

Q. When was that discussion?—A. It might have been 2 years ago. I don’t 
remember. 

Q. Who was present besides you and Mr. Patterson?—A. Another United 
director and—I don’t recall any [Tr. 1591] body else. 

Examiner WRENN. What do you mean when you say “another United director?” 

The WitNnEss. The same one I did not want to mention before, and I would 
rather not mention any names unless you feel it is leading somewhere. 

Mr. Kennepy. I think we have gone far enough. We have gotten to the point 
that the president of the company is discussing the same subject and it is obvious 
something has come of it, Mr. Examiner. 

Examiner WrENN. Well, I do not know whether that first conversation came 
at the instance of Mr. Patterson, or what. You have got Mr. Patterson, go ahead 
and ask him the questions as to what came of the arrangement and so forth. 
I still do not see why the name of this particular individual happens to be im- 
portant, unless he was acting as Mr. Patterson’s agent or something like that. 


By Mr. KENNEDY: 

Q. Was he acting as Mr. Patterson’s agent, Mr. Trippe? Did he purport to 
act as Mr. Patterson’s agent?—A. I do not know. In my opinion, he was not. 
I do not know whether he was or not. 

Q. The meeting between Mr. Patterson and yourself and Director X, let’s call 
him, took place after your dinner party at which you sat next to Director X; 
is that right?—A. It would be my recollection that it was substantially after. 

Q. When did that occur? About when? Could you say?—A. Perhaps a year 
or 2 years ago. I have not got [Tr. 1592] the exact date. It was at least a year 
ago, 

Q. Where did it occur?—A. I would say it was at Director X’s room at the 
Waldorf, if I recall. 

Q. In New York City?—A. In New York City. 

Q. And what was the discussion at that time?—A. There was about 5 minutes’ 
discussion that got nowhere, and that was the last we heard of it. That is why 
I think the matter is so irrelevant. 

Q. I want to be clear on that last, Mr. Trippe. That was the last you heard, 
is that correct?—A. That was the last I heard of it, yes—you mean of any 
discussions? 

Q. Yes.—A. That was the last. 

Q. Was that the last discussion you ever had as to a merger of Pan American 
and United, or the acquisition of United by Pan American?—A. That would be 
my recollection, yes. 

Q. You do not recall a conversation of several hours with Mr. Patterson at the 
Waldorf Astoria in New York, about a year ago?—-A. Whether it was a year ago 
or a year and a half or 2 years ago, this was the-—— 

Q. You and I are talking, I think, about different meetings. You are talking 
about one that lasted only 5 minutes, and at which a third person was present. 
I am inquiring about one that lasted several hours—at the Waldrof [Tr. 1593] 
Astoria, at which only you and Mr. Patterson were present?—<A. I do not believe 
the meeting lasted any 2 hours at all, Mr. Kennedy. It may have been more 
than 3 minutes, but the other director left and I did talk with Mr. Patterson 
alone, but my recollection would be that it was of fairly short duration. 

Examiner WRENN. It was all one and the same meeting? 

The WITNEss. I believe so. 


By Mr. KENNEDY: 
Q. That was the only meeting?—A. That would be my recollection. 
a * a e J *. ” 
[Tr. 1596] 
Q. Did you ever call Mr. Patterson and tell him that you were going to get a 


transcontinental route and that he and you would both lose your shirts and you 
ought to get together?—A. Did I ever call him and tell him that? 
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Q. Yes, sir.—A. No, not that I know of. 

Q. Now my colleagues are urging me that we be clear as to what this 
record is. There were only two meetings according to your recollection. 

Mr. FRIENDLY. I think we have been over it five times. 

Examiner WRENN. I think we have been over it about four times. 

Mr. Kennepy. All right, if it is clear. I am giving Mr. Trippe an opportunity 
here —— 

Examiner WRENN. I understand what you are doing there, and if you are 
going to call another witness later it is all right. 

The Wrirness. Mr. Patterson and I had many meetings in New York, 
and to the best of my recollection, the question that you referred to, the matter 
of a corporate arrangement of some kind was at the one I discussed and I don’t 
think it took 2 hours. Now maybe I was wrong. Maybe it took perhaps more 
than a few minutes. But my recollection was that it was fairly short. 


By Mr. KEnNeEpDY: 

Q. Mr. Trippe, maybe I can refresh your recollection by referring to one of the 
things that you and Mr. Patterson [Tr. 1597] might have talked about. You 
and United both operate service to Hawaii which is competitive, and of course a 
merger of United and Pan American would eliminate that competition. Now 
can I ask you whether or not you discussed that subject, whether that would 
refresh your recollection?—A. I think the question of United—all United opera- 
tions may have come up, and we may have discussed the question of what 
economies could be achieved in the way of utilization of their terminal facilities 
on the west coast. They have a very extensive base out there, and that question 
may have come up. But as I say, the matter of mergers and acquisitions have 
occurred between a lot of different people and a lot of companies in past years. 
I can’t keep all the details of the ones that I have participated in definitely 
in mind. But I don’t think this meeting that I have referred to took any 2 hours. 
That would be my recollection. 


« « * a * > @ 
SUBCOMMITTEE INSERT No. 1 


PAA To InTRODUCE First TuHree-CLiass Arr SERVICE ON PuerTO Rico Route 


Pan American World Airways is filing with the Civil Aeronautics Board on 
Monday, May 7, a tariff for a new class of air service between New York and 
Puerto Rico to be effective by June 20 and priced approximately 20 percent below 
.the present tourist service, Willis G. Lipscomb, vice president, traffic and sales, 
announced today. 

The filing represents the first implementation of Pan American’s program, an- 
nounced last week, for the introduction of three classes of air service on heavily 
traveled overseas routes. The Puerto Rico fare, unlike the transatlantic service 
proposed earlier, is not subject to the approval of foreign governments. 

The new low-fare service would be $52.50 one way and $105 round trip. The 
present tourist service would become cabin class at $67.50 one way and $135 
round trip. First class would remain the same at $100 one way and $180 round 
trip. 

Differences would be in the seat spacing, the meals, and other amenities. New 
seat.designs for the low-fare service would provide an acceptable degree of com- 
fort afthough spaced only 34 inches apart. Free meals would be eliminated, 
but refreshments would be available at passenger expense. 

The Puerto Rico service was the proving ground for the original low-fare air 
tourist service, Mr. Lipscomb said. The first all-tourist flights took off from 
New York for San Juan on September 24, 1948, to launch the two-class service 
pattern. Domestic airlines quickly followed suit and Pan American subsequently 
extended the low-fare service around South America and Bermuda. Later, Pan 
American won approval from other members of the International Air Transport 
Association and the interested governments for the introduction of the two-class 
service across the Atlantic in 1952. 

Five months after the introduction of the Puerto Rico tourist service, the num- 
ber of passengers carried on the route had more than trebled. Pan American 
continued to provide first-class service and the number of first-class passengers 
showed a modest increase. 

In 1951, before the tourist service was introduced on the Atlantic, total pas- 
Sengers carried by all airlines was 288,000, In 1955, the total had grown to over 
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600,000 proving, as the Puerto Rico service had also demonstrated, the public 
benefits of the multiple class philosophy. 

The proposed service would be operated with the same standards of safety and 
dependability as on Pan American’s first-class service. 


Prorosep Nortu AtrLANtTIC Tourist CLass AiR SERVICE 


Stories from the New York Times and New York Herald Tribune, and Air 
Transportation and International Trade, an address by Juan T. Trippe, presi- 
dent of Pan American World Airways, before the Foreign Traders Association 
of Philadelphia, September 25, 1951. 


ArR TRANSPORTATION AND INTERNATIONAL TRADE 


Address by Juan T. Trippe, president of Pan American World Airways 
before the Foreign Traders Association of Philadelphia, September 25, 1951 


It is an honor indeed to receive the award of the Foreign Traders Association 
of Philadelphia. It is an honor I accept on behalf of many thousands of Pan 
American men and women—aloft and on the ground—at home and at their posts 
on six continents and around the world. 

Air transport made its first contribution to our commerce only 28 years ago. In 
those days an airline carried only mail. The route extended from New Bruns- 
wick in New Jersey out to Chicago and the west coast. 

I vividly remember the inauguration of the first scheduled flight by the then 
Postmaster General, Harry S. New. 

The airplane was an old DH-4 of World War I vintage, with an old Libetry 
motor clattering away in its nose. The payload consisted of a few letters, which 
you could almost put in your hat. There were no airways. There were no radio 
beams and no other aids to navigation but a compass. There was no weather 
service to guide the pilot. All he had was an eye cocked aloft at the weather and 
a prayer, as he took off on the adventure that was to end in a great new trans- 
portation system. 

Our company’s first service was a winter operation in Alaska. At that time, 25 
years ago, transportation in Alaska during the long winter months was difficult 
indeed. Anybody wanting to go to Fairbanks or Nome, for example, would have 
to make arrangements with a dog team operator. That did not mean that he 
rode in the sled. He paid about 10 cents a mile for the privilege of walking beside 
the dog team and spending his nights in a sleeping bag on the snow. A 200-mile 
trip was an adventure that might take 2 or 3 uncomfortable weeks. 

Little wonder that when the airplane appeared, the passenger was glad to use 
it even though he had to ride with a cold nose in a single engine open cockpit job. 
And although he did have a cold nose, he did not have sore feet and he did not 
have to sleep in the snow, 

That same year, our company was privileged to open the first international air 
service under the American flag. The plane was a three-motored Fokker F-7, the 
first multi-engined transport to fly under the American flag. The route was 
between Key West and Habana—a mere 90 miles over water. But those 90 miles 
otherwise required a 7- or 8-hour choppy boat ride. The new service was an 
immediate success. 

That was in 1927. For the previous 6 or 7 years the great European-flag lines— 
British Imperial Airways, Air France, the Dutch KLM, and Germany’s Luf- 
thansa—had been expanding throughout the world. They had an impressive 
and dominant head start over our country’s infant service. Their routes were 
penetrating beyond continental Europe across the Middle Bast and on to the great 
markets of the Orient. They were already operating in Latin America. 

Six years later, however, our American-flag air system had reached every 
capital in Latin America. A whole continent had been linked to the United 
States by air. But as yet the United States had no air connection with the 
Orient, as did Europe 

The ground organization for transpacific service, however, was already under- 
way. An expeditionary ship sailed from California in 1934, carrying some 
500,000 separate items to build complete airbases on the desert atolls of Midway 
and Wake and at Guam and Manila. 

A year later, the China Clipper was poised on her ramp in San Francisco Bay. 
She was the first four-engined aircraft produced anywhere in the world, designed 
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to fly an ocean route. Under the command of Capt. Eddie Musick, she took off on 
schedule, landing at Honolulu, Midway, Wake, and Guam, and arrived safely at 
Manila. 

We Americans were proud and thrilled that an airplane owned by an American 
company, built here in the United States by American workmen, flown by an 
American captain and an American crew, and operating under the flag of the 
United States, was the first to fly a major ocean in scheduled commerce. 

Four years later in 1938 the North Atlantic was also conquered. Again, the 
inauguration of service was preceded by base construction expeditions and survey 
flights. And, again, it was an American company, an American captain and crew, 
and an American-built plane carrying the American flag that was the first to fly 
the North Atlantic, now crossed by 6,000 air passengers every week. 

Our country’s international air system became an indispensable auxiliary to 
our Armed Forces when the Japs struck at Pearl Harbor. I do not have to recall 
to this audience how the clippers rushed military cargoes to combat areas over- 
seas; how airbases were built on Pacific jungle islands and other strategic points 
abroad, including South America, Africa, and Asia; or how the Hump was suc- 
cessfully flown, linking beleaguered China with her allies. 

After the war, there remained the task of girdling the globe with scheduled air 
transportation. Again, the honor fell to an American plane, with an American 
crew, when the clipper America took off eastbound from New York on June 17, 
1947, to inaugurate the first round-the-world civil air service. 

Today, the contribution of international air service to world commerce can be 
measured in several ways. No part of the world is farther than 36 hours from 
Philadelphia. The airplane has opened new markets. It has created new in- 
dustries at home and abroad. It has made personal salesmanship possible on a 
worldwide basis. 

But perhaps the best measurement of aviation’s contribution to world com- 
merce is to be found in figures like these: 

Today, more than half (54 percent) of all overseas travel to and from the 
United States is by air. 

Today, more than half (52 percent) of all first-class letter mail to and 
from the United States moves by air in spite of the high airmail surtax. 

International air cargo is also growing rapidly, each year showing a 25- 
percent increase. 

All of this has been achieved by international aviation in the face of disturbed 
conditions abroad and despite the substantial contribution of the scheduled air- 
transport industry to the Korean and Berlin airlifts. 

Aviation’s capacity to contribute to world commerce will be further increased 
by the new transport planes of tomorrow—the long-range Douglas DC-6B and the 
L-1049, the new and bigger Lockheed Constellation. These new planes will offer 
increased speeds, more nonstop service and therefore shorter fight schedules. 
More and more discriminating first-class passengers are demanding berths for 
overnight intercontinental flights. As a result more and more modern aircraft 
fiying the world trade routes will provide berth or sleeperette facilities in first- 
class service at slight additional cost. 

Meanwhile, jet engines are already powering Britain’s Comet and Canada’s 
Avro jetliner, two new transport aircraft which have not yet gone into scheduled 
service. Those of you who have read, in the history of foreign trade, how 
British steam drove the Yankee clippers from the seas have wondered if a similar 
fate is to overtake the American flag on the world’s airways. 

Disregarding for the moment certain existing technical problems relating to 
let-down procedure under low ceiling conditions, which can be mastered, jet 
transports which are flying today are not capable of economic ocean operation. 
The 2 or 3 fueling stops required for a transatlantic flight would more than 
offset the advantage of the jet transport’s higher cruising speed aloft. 

But neither American nor British designers and manufacturers are idle. We 
must not measure tomorrow’s jet transport performance by the planes flying 
today. We can hope that, perhaps in 5 years, travel time over the oceans will 
be cut in half by longer-range pure jet or propjet transports which will be rela- 
tively free of both vibration and cabin noise. Europe will then be only 6 hours 
from the United States as compared with 12 hours today. 

In 25 years, as you appreciate, international air transport has become an 
indispensable factor in United States foreign trade. Air transport’s contribu- 
tion in the years ahead however will be even greater. I refer particularly 
to the contribution it will make in reducing the dollar deficit on the world balance 
sheet—through mass world travel by American tourists. 
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Although few people yet realize it, last year’s foreign travel by American 
tourists was a billion dollar business. The billion dollars left abroad by 
American tourists already exceeds the $800 million which American industry has 
invested abroad in each of the past postwar years. It is twice the half-billion 
dollars which the Gray report to the President recommends be given away an- 
nually by the American taxpayer under the point 4 program during these troubled 
times. 

I do not need to tell this group of the importance of increasing foreign pur- 
chasing power by increasing the supply of dollars abroad. 

The report of the ECA Commerce Mission in February of 1950 stated that 
the United States has given away to foreign countries $63 billion out of the 
taxpayer’s pocket between 1914 and 1948. The dollar deficit amounted to $29 
billion for the first 4 postwar years. Even last year, in 1950, with recovery 
progressing in Western Europe, the dollar deficit stood at $3 billion—a figure 
which would have been larger had foreign controls in many countries not cur- 
tailed imports from the United States. 

Foreign travel expenditures by Americans thus have a special significance for 
the American foreign trader—and for the survival of the free world. In 1950, 
as I have pointed out, some 2 million Americans spent approximately $1 billion 
abroad. Gentlemen, the surface has only been scratched. Four million addi- 
tional Americans, who would go abroad if they could, would leave another $14% 
to $2 billion abroad each year—dollars which are pleasure dollars, not tax 
dollars—dollars which can buy American goods, dollars which can strengthen 
the free world. 

The goal of 3 billion American tourist dollars spent abroad annually could 
be reached during the next few years. The airplane is a lethal weapon in war 
but a lifegiving tool in peace—a sword in combat but the proverbial plowshare in 
world commerce. 

Pan American’s conception over the years has been that international air trans- 
port has had the choice—the very clear choice—of remaining a luxury service 
to carry only the well-to-do at first-class tariffs—or to carry the average man 
at what he can afford to pay. Pan American chose the latter course—to carry 
the average man at what he can afford to pay. 

In line with that philosophy, first-class fares were reduced at war’s end and 
studies were initiated into the economics of still lower tourist-class air service 
that would permit mass air transportation on a worldwide scale. This objec- 
tive was not just altruism. Tourist-class air service is simply an application 
of the tested American principle of mass production—achieving a wider and 
wider market by lowering the unit price of the product. 

In September 1948, Pan American inaugurated the world’s first tourist-class 
air service—between New York and Puerto Rico. Tourist-class accommodations 
are less spacious. No hot meals served aloft. But safety standards are not 
compromised. First-class service continues, of course, for those who can 
afford it. 

In the first 5 months of tourist-class service, the number of Pan American 
passengers between New York and Puerto Rico trebled, without adverse effect 
on the first-class services. By March of 1949, our tourist-class service was 
in operation throughout South America. Tourist-class air service has been a 
major factor in boosting air travel to South America. Today, 70 percent of all 
persons traveling between the Americas go by air. 

Unfortunately Pan American has not yet been permitted to inaugurate tourist- 
class air service to Europe, though we have been pressing for authority to offer 
a round-trip tourist-class fare of $405 for many years. Other transatlantic 
airlines and their respective governments are now, however, taking a more kindly 
view of this proposal. We are hopeful that low-cost tourist travel by air will 
be inaugurated in the spring. 

Expansion of foreign travel is limited only by the available time and by the 
pocketbooks of we Americans; the desire for vacation travel abroad is always 
with us. 

The average employee, with 2 or 3 weeks paid vacation, lacks holiday time 
to go to Europe by tourist-class boats and he lacks the money to go first-class 
by air. There are now 10 million American families in the $5,000 a year income 
bracket who enjoy 2 or 3 weeks of paid vacation. Most of them have the vaca- 
tion time and money to go to Burope tourist-class by air. Many will go every 
year or every other year when tourist-class air service is available. 

Two billion added travel dollars voluntarily left abroad by American tourists 
on holiday would be a significant contribution to closing the dollar gap. But 
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mass air travel abroad for the average American would bring about an even 
more important goal—the international education of we Americans. 

Senator Vandenberg once said that his great hobby was foreign travel, not 
merely for pleasure but for self-improvement. Each year he went abroad to 
talk, to study, and to observe, which made him a great chairman of the Senate 
Foreign Relations Committee. 

We are a democracy. Our leaders move no faster than the average American 
voter believes they should. Thus, foreign travel is no longer a luxury. It is 
a necessity if we Americans are to understand the problems, the politics, the re- 
ligions, the ideas, and the ideals of other nations. Our people must become 
world minded if our Nation is to well discharge its new responsibilities as the 
leader of the free world. 


[From the New York Times, September 22, 1951] 


Pan AMERICAN Sets Arr Tourist FARES 


WILL INTRODUCE NORTH ATLANTIC SERVICE AT $225-$250 COST BY APRIL 1—PRICE 
WAR LOOMS 


The first scheduled airline service between the United States and Europe at 
tourist-class rates will be started next April 1 by Pan American World Airways. 
The fare will be between $225 and $250, the airline announced here and in Lon- 
don yesterday. 

Coming at the end of a 2-day conference in London of a special subcommittee of 
the International Air Transport Association’s traffic parley, Pan American’s an- 
nouncement introduced the possibility of a price war in tourist service among 
the airlines flying the “blue ribbon” North Atlantic route. 

In the past, foreign-flag lines have opposed vigorously tourist-class fares. They 
have argued that such service would take passengers from regular service flights 
and that there was insufficient flying equipment to maintain both types of service. 

Recently, Britain and France have taken a kindlier view of tourist fares, fig- 
uring that they might more United States tourists, and thereby more dollars. 
Sabena, the Belgian national airline, and the Italian Airline, not nationally 
owned, also have shown an inclination to favor tourist-class service. 

It is known that the Civil Aeronautics Board looks with favor on a long-term 
trial for Atlantic tourist-class fares. The Board believes that such a service 
can be flown with profit if it were not limited in frequency and passenger poten- 
tial. 

To start a service such as Pan American proposes, it will be necessary to ob- 
tain approval of the countries into which the flights would operate. Whether 
this will be forthcoming, no one would say last night. 

Should such permission be granted, and since Pan American and the IATA have 
not agreed on a uniform price for all lines flying such a service, an open rate 
which means a price war, would obtain on the Atlantic route, airline experts 
agreed. 


[Special to the New York Times] 


Lonpon, September 21.—Delegates of 11 airlines operating across the North 
Atlantic failed today to agree to proposals to start a low-cost tourist air service 
between North America and Europe by October 1952. The proposed service 
would cost a maximum of $250 one way between New York and London, com- 
pared with the $395 fare, effective next October 1. 

Despite strong urgings by Pan American Airways, which long has sought an 
international agreement to develop mass air travel at reduced rates, the new 
plan was blocked by the 10 other operating companies including Trans World 
Airways, the only other United States-flag line. 

The basis of the opposition, according to private reports, was over the matter 
of fares, rather than the principle of tourist air travel. All the Atlantic opera- 
tors, who are also members of the International Air Transport Association, re- 
peatedly have come out in favor of a tourist-type service that could cut present 
high fares by adding more seats to planes and eliminating “frills” without, how- 
ever, lowering safety standards. 

But Pan American’s pleas for agreement on 1-way tourist fares, ranging be- 
tween $225 to $250 1 way, with no restrictions on the number of flights each week, 
was said to have been too much for the other competitors to accept at this time. 
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It was hinted that agreement might be reached on higher fares at the next meet- 
ing of the Atlantic operators in November. 

Most international airplane operators regard the North Atlantic as a “gold 
plate” run. Profits from this much-traveled route go a long way toward paying 
for air services to Africa, the Near East, and other less profitable areas. 


{From the New York Herald Tribune, September 22, 1951] 
Pan AMERICAN SET ON EvROPE Tourist SERVICE 
TO START $250 LONDON RATE ON APRIL 1 REGARDLESS OF ATTITUDE OF OTHER LINES 


(By Ansel BE. Talbert) 


Pan American World Airways announced last night its “irrevocable intention” 
of starting low-cost tourist air passenger service across the North Atlantic 
between Europe and America next April 1 regardless of the attitude of any of 
the world’s other airlines. 

Officials of Pan American said the proposed tourist service would include a 
1-way fare of $250 or less on the New York City-London route and comparable 
low-cost fares to certain other points abroad. The present standard transat- 
latic fare between New York City and London is $375 1-way with graduated 
reductions for offseason travel. A general rise to $395 is being instituted on 
October 1 by the 11 scheduled North Atlantic airlines including Pan American. 


TOURIST SERVICE AN ADDITION 


Pan American’s announcement made it clear that the newly proposed tourist 
service would be in addition to its regular first-class runs for passengers wishing 
to pay for luxury travel. 

The transatlantic tourist fare plans of Pan American were made public just 
after representatives of the North Atlantic air operators announced yesterday 
afternoon, following a meeting in London, their majority decision to postpone 
final action on a proposal to introduce low-cost tourist fares across the Atlantic in 
October 1952. 

The transatlantic operators, all members of the International Air Transport 
Association, world aviation organization of 62 airlines, agreed to a further 
meeting in November. An IATA traffic meeting in Bermuda last May went on 
record in favor of the introduction of tourist-class air service between Europe 
and America in the fall of 1952, but left it up to future subcommittee meetings to 
work out the fare and other details. 

In London last night, Willis G. Lipscomb, vice president of Pan American in 
charge of traffic and sales, who represented his company at the 2-day meeting of 
the North Atlantic operators, indicated that he felt an effort was being made 
by some to stall the tourist-fare proposal. 


SEEKING APPROVAL SINCE 1948 


“Since 1948 we have been fighting for approval within IATA of our program 
for tourist service over the North Atlantic,” Mr. Lipscomb said. ‘We have just 
concluded here a meeting with the other North Atlantic air carriers—a meeting 
whose purpose was to specify a precise fare for the tourist service to begin next 
year across the North Atlantic. This purpose has been defeated.” 

Pan American officials here indicated that although they would be repre- 
sented in the November meeting, at a place not yet selected, their company was 
determined to go it alone outside the world organization if necessary to start the 
proposed tourist service. The date of April 1, 1952, was chosen for the inaugura- 
tion, they said, because all present transatlantic airline fare agreements expire 
by then. 

In theory, the British Government could block Pan American World Airways 
from operating a tourist rate between New York City and London and the French 
Government could block a New York City-Paris tourist fare. 

Both Governments, however, have been making special efforts to encourage 
tourist travel recently and it was believed unlikely that they would oppose 
officially the move proposed by Pan American. Sir Miles Thomas, newly elected 
president of IATA and chairman of the British Overseas Airways Corp., Britain’s 
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national airline, spoke favorably of tourist rates in London a week ago as 1 of the 
2 main commercial aviation developments of the immediate future. 


TWA FAVORS TOURIST RATES 


Pan American’s only American competitor on the North Atlantic routes—Trans 
World Airlines—also is on record as favoring the idea of tourist fares at the 
proper time. Warren Lee Pierson, chairman of the board of TWA said recently 
he was confident a one-way fare of something under $300 between New York 
City and London could be worked out economically by increasing seat density on 
planes and eliminating luxuries. 

Officials of Pan American disclosed here last night that they proposed using 
some of the most modern planes available for the tourist runs. Their double- 
decked Stratocruisers could accommodate between 73 and 84 passengers for 
tourist seating on the New York-London route, they explained. They noted 
that Juan Trippe, Pan American president, had been advocating tourist fares 
since 1943 and had caused the inauguration in 1948 of the New York-Puerto Rico 
tourist runs which had been highly successful without hurting revenues from 
first-class travel. 

Pan American officials said that a major source of tourist-fare purchases 
would be people with paid vacations of 2 or 8 weeks who would like to visit 
Europe if they could afford it and fit the trip into their time-off schedule. 


{From the New York Times, September 23, 1951] 
Are Tourist RaTE WINNING SUPPORT 


SOME NATIONAL LINES, NOTABLY SMALLER ONES IN EUROPE, ARE SHIFTING THEIR 
POSITIONS 


By Frederick Graham 


A slight but noticeable shift in the attitude of some national airlines toward 
proposed tourist-class flights over the North Atlantic was evident in the 2-day 
meeting of the special traffic committee of the International Air Transport Asso- 
ciation that ended Friday in London. 

The direction of the shift, which was said to have been prevalent among 
airlines of the smaller European countries, was toward a more favorable view 
of low-cost airline passenger service between Europe and the United States. 

In most cases, it was learned yesterday, the shift was attributed to nonavia- 
tion reasons. The countries that indicated that they might lean toward tourist- 
class fares on an unlimited-frequency basis had in mind the great number of 
United States visitors and the United States dollars that they would bring. A 
hard core of opposition to such a service at a one-way rate of about $250 and 
with no limit on flight frequency in a given period still existed, however. 


DIFFERENCES OVER FARE 


The more immediate question was the fare. Differences were voiced among 
the various air carriers as to how low it should be set. The British Overseas 
Airways Corp. told the London meeting that its minimum one-way fare between 
a York and London was $275, and it recommended a limit on frequency of 

ghts. 

Trans-Canada Air Lines suggested a minimum fare of $280, and agreed that 
the number of flights should be limited. Trans World Airlines called for a 
higher fare of $290 but indicated willingness to discuss a lower figure. It did 
not suggest limitation of the number of flights. 

When the IATA traffic conference met in Bermuda last May and agreed to 
introduce tourist-class service on the North Atlantic in the fall of 1952, it 
turned over to a subcommittee the task of deciding on an exact fare, to be some- 
where between $225 and $250. 


SEVERAL FACTORS APPEAR 


This “spread” was based on several factors. One was that there would be 
no reduction in the unit cost of operations if a line flew 10 or 20 flights, rather 
than 1 or 2. Another was that the load factor on tourist flights never would 
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exceed 65 percent, and a third was to limit profits to 17 percent as a hedge against 
inflation. 

Some airlines, particularly Pan American World Airways, took exception to 
these premises. It was noted that some aviation circles maintained that unit 
costs dropped as the number of units multiplied. 

A check of international airlines’ earning sheets would show that none was 
earning a 17-percent profit today. As to the load factor figure, it was pointed 
out that parallel flights of regular-fare and coach-type planes on United States 
domestic lines showed the coach-type service to be about 10 percent higher in 
load factor. 

The overriding reason why most foreign-flag lines did not favor unlimited 
tourist-fare service on the North Atlantic now was their lack of flying equipment. 
Most of them did not have the planes to compete with United States-flag lines 
on anything approaching even terms. 


SUBCOMMITTEE INSERT No. 2 


SUPPLEMENTARY STATEMENT OF THE CrIviL AERONAUTICS Boarp WirH ResPEectT 
TO THE Provisions or H. R. 4648 anp H. R. 4677 Dearing WiTH REGULATORY 
AUTHORITY OvER RATES AND FARES IN FOREIGN AtR TRANSPORTATION 


Under its statutory mandate to promote and develop a sound air transporta- 
tion system adequate to the needs of the commerce, the postal service, and the 
national defense of the United States, the Board feels it is necessary, in the 
light of Mr. Tipton’s presentation before your committee on February 29, 1956, 
to submit this supplemental statement. 

The essence of Mr. Tipton’s presentation is that the control of international 
air transportation rates should be given to a cartel of international airlines free 
of any effective review or direction by the United States Government. In our 
judgment, this is an attempt to advance a monopolistic arrangement to serve 
the private interests of the international carriers and is at variance with the 
American and common law view of the responsibilities of common carriers, is 
contrary to the philosophy of the antitrust laws, and is opposed to the protec- 
tion of the basic rights and interests of the traveling and shipping public. 

There is no basis for the contention that expanding the Board’s authority over 
international rates will weaken IATA, the multilateral carrier machinery set up 
to deal with international rates. The fact is that unless the Board receives 
such authority the ability of the IATA ratemaking machinery to continue to 
function effectively may be seriously affected. 

The carriers argue at some length the self-evident proposition that interna- 
tional rates are so interrelated that an international rate structure can only he 
built up through multilateral agreement among the carriers or governments 
concerned, They then quite correctly point out that most governments includ- 
ing our own have delegated this responsibility to the multilateral agreement of 
the carriers acting through the traffic conferences of the International Air 
Transport Association (IATA). What they fail to point out is that while dele- 
gating the task of initially developing and proposing an international rate struc- 
ture to an organization of international carriers, neither the United States nor 
any other government has delegated to IATA the governmental responsibility of 
insuring that the international rate structure so developed is fair to the travel- 
ing and shipping public and properly designed to develop the air transportation 
system required by the public interest. In our bilateral agreements each of the 
governments reserve the right to pass upon the IATA rates. 

Just as domestically it is desirable to permit individual carriers to initiate 
rates, subject to Government review to assure that they are just and reasonable 
and nondiscriminatory, so in the international field, because of the complex 
interrelationship of the rates, it is desirable, and perhaps necessary, to permit 
the international carriers collectively to initiate rates, subject to appropriate 
government review. But unless such power of government review is effective, 
to permit concerted action with respect to rates by a monopolistic arrangement 
like IATA, whose members carry over 90 percent of international air traffic, 
would be an open invitation to uncontrolled price fixing. No proper concept of 
governmental responsibility can justify leaving the ultimate determination of a 
fair and reasonable international rate structure wholly in the hands of an all- 
embracing international cartel, 
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This fact has been recognized by almost every major government dealing 
with aviation. While they all recognize the role of LATA in formulating an 
international rate structure, they all, except the United States, retain direct, sub- 
stantive regulatory control over international rates. (See appendix A.) Such 
power is basically not an attempt to substitute unilateral or bilateral for multi- 
lateral action in the international rate field. It is only a realistic means of 
providing a legal base for multilateral. government action where multilateral 
carrier action has failed or has reached results contrary to governmental policy. 
Granting similar powers to the Board cannot, as suggested by the carriers, 
encourage other governments to seek like powers which they already possess. 
It can only place the United States on a parity with other governments when 
intergovernmental action on rates becomes necessary. 

The need for direct Government action, as pointed out by the Air Coordinating 
Committee in its report to the President on civil air policy in May 1954, arises 
from the failure of IATA to achieve agreement, governmental disapproval of 
IATA agreements, or rate actions by foreign governments, or by air carriers not 
members of IATA. 

The Board believes that a full answer to the bogey created by the carriers is 
the policy statement on international rates contained in the report on civil air 
policy, a statement with which the Board is in full accord. It reads as follows: 

“1, Full support consistent with the Civil Aeronautics Act should be given 
to the International Air Transport Association (IATA) as the primary instru- 
ment for establishing and maintaining a sound and fair rate structure for inter- 
national air services. 

“2. The Civil Aeronautics Board should be empowered by Congress, through 
amendment of the Civil Aeronautics Act— 

“(a) To control the fares, rates, rules, and practices of United States 
air carriers applicable to transportation to and from the United States, to 
the same extent the Board now has power to act with respect to fares, rates, 
rules, and practices in domestic transportation, and 

“(b) To control the fares, rates, rules, and practices of foreign air car- 
riers applicable to transportation to and from the United States more effec- 
tively than is now possible under the Civil Aeronautics Act.” 

Grant of international rate authority to the Board is no more an endorsement 
of unilateral action than the grant of other regulatory authority already con- 
tained in the act. The fact that it is difficult for 1 or even 2 governments to act 
alone in the field of international rates merely emphasizes that there may be 
times when multilateral governmental action is desirable or needed. It does 
not méan that this or other governments should abdicate the field to private 
control. The need for reconciling the necessities of regulation with the facts 
of international life was recognized by the. drafters of the Civil Aeronautics 
Act who, in section 1102, direct the Board in performing its duties under the 
act to do so consistently with any treaty or similar obligation of the United 
States and with consideration of the applicable laws and requirements of for- 
eign countries. In administering any rate powers in the international field, the 
Board, as it has with respect to the other powers granted it, would do so pursuant 
to section 1102 and with full recognition of the multilateral intergovernmental 
problems involved. 

CAB power to directly control international fares and rates is essential to 
insure that the necessary rate formulation function of IATA does not become 
an uncontrolled price-fixing device adverse to the public interest. 

Although other governments already have the power over international fares 
proposed for the Board, on most routes to and from the United States these 
governments are not in a position to exercise such powers effectively, a condi- 
tion which would not be true if the United States had similar powers. The 
greater ability of the Board to effectively exercise any authority granted by 
the Congress over rates to and from the United States arises from the unique 
geographical position of this country. With the possible exception of some 
airports in Canada this country has sole control of the principal usable gateways 
to the United States market, the largest and most lucrative in the whole world 
of air transportation. 

This is a commanding position not enjoyed by other countries, especially those 
at the European terminals of the transatlantic route. In most cases, Europe 
rather than any particular country is the destination of the bulk of the trans- 
atlantic traffic, and a traveler who cannot land in England may be willing to land 
in Ireland, Germany, France, Belgium, Holland, Luxembourg, ete. Since no single 
European government has any direct control over the rates between the United 
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States and any third country, it is greatly limited in the exercise of its power over 
rates between its country and the United States, since its adverse action with 
respect to such a rate may merely result in diverting the traffic through other 
European gateways. This situation is a powerful deterrent to action by any 
European government with respect to transatlantic rates. Action by the United 
States would not be subject to the same infirmity and would provide an effective 
means of maintaining rate stability in the absence of IATA agreements. 

Without effective rate power in the Board there is no effective governmental 
control over IATA and it assumes the status of a monopolistic price-fixing cartel. 

As Mr. Rizley pointed out in his testimony, a number of IATA agreements 
recently have shown a tendency to increase rates without adequate justification. 
Only this past fall, the IATA carriers agreed to a general increase of 10 percent in 
the transatlantic first-class fares, already more than 75 percent higher per mile 
than corresponding domestic fares. 

Experience has shown that when market conditions permit, individual air 
carriers tend to charge what the traffic will bear. For example, between July 
1 of 1939, and January 1942, an American raised its New York-Lisbon fare 
from $309 to $625 and its New York-Foynes, Ireland, fare from $337 on July 1, 
1939, to $625 on May 2, 1942, despite the fact that on December 13, 1941, Pan 
American's equipment was purchased by the Government and initially turned over 
to Pan American for operation on a rent-free basis. These increases were made 
at a time when traffic and the carrier’s profits were booming and equipment was 
short. Similar conditions will undoubtedly arise in the future. Even now there 
is a shortage of equipment in the peak season. Since the same incentives exist 
for other carriers and, as detailed below, the IATA machinery, in the absence 
of effective Board power, is particularly subject to dictation by a determined 
minority, there is every reason to believe that without governmental checks, the 
carriers collectively will agree to charge what the traffic will bear in other situa- 
tions where the public is at the carriers’ mercy. 

It is important to bear in mind, that the United States Government, including 
the Congress, and the civil and military departments and agencies, is by far the 
largest single user of international air transportation. 

Unless the CAB is given sufficient power over international rates to insure 
stability in an open rate situation, IATA will be more and more subject to control 
by its most irresponsible members. 

The fact so lightly glossed over in the carriers’ presentation is that without 
effective rate authority in the Board, the disapproval or absence of an IATA 
agreement with respect to rates to and from the United States always presents the 
danger of rate chaos. This is a fact which not only weighs heavily with govern- 
ments, constraining them to approve IATA agreements which they consider sub- 
stantively bad, but also seriously affects the deliberations and action of IATA 
itself, since action in the traffic conference of IATA must be unanimous agree- 
ment of all carriers voting. 

Faced with the unpredictable consequences of an open rate where there is no 
effective governmental restraint on the rate chaos possible in the absence of an 
agreement, most carriers will, in the interest of stability, accede to agreements 
which they, as individual carriers, would substantively disapprove. This puts it 
in the power of any single determined carrier in effect to “blackmail” its col- 
leagues into accepting its point of view. 

As previously pointed out in Mr. Rizley’s testimony and the supplemental ma- 
terial submitted by the Board, there have been a number of cases, most signifi- 
cantly the North Atlantic cargo-rate structure and the failure to impose ade- 
quate charges for berths and sleeper seats, in which a single American carrier 
forced IATA to an agreement opposed by every other carrier and almost every 
government, including our own. 

If the Board had authority over international rates, it would be better able to 
stabilize the situation where open rates occurred, and the carriers would not be 
forced into agreement by the threat of possible rate chaos. If IATA is to operate 
successfully, its agreements must reflect the results of reasonable and considered 
compromise, and not the answer dictated by the carrier with the least regard for 
the possible chaos under an open rate. 

The Board’s power to disapprove IATA agreements, rather than being “full” 
or “plenary,” is ineffective to control the international rate structure. 

Except for the power, after hearing, to order the removal of discrimination 
in foreign air transportation, the Board presently has no direct authority 
over international rates. Under section 412 of the act the Board does require 
IATA rate agreements to be filed with and approved by it before becoming ef- 





CRY AEA 


Or @am= 


COmeOereDnoanr.s ONT 


MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2563 


fective. This is the “full” and “plenary” power the carriers refer to. Board 
disapproval of an agreement prevents the agreement from becoming effective, 
but does not necessarily prevent the identical rates being put into effect by indi- 
vidual action of the carriers. In fact, in such a situation any carrier is free 
individually, to file any rate it decides upon. In the absence of direct power 
in the Board the major threat is then a rate war, and this is true regardless of 
whether the agreed-upon fares were disapproved because the Board considered 
the rates too high or too low. The Board is understandably reluctant to exer- 
cise its power to disapprove and risk rate chaos it would be powerless to 
control. Even if the open rate should not lead to a rate war, the disapproval 
would do nothing affirmatively to improve the rate situation. 

Mr. Tipton has correctly pointed out that prior to the IATA traffic conference 
meetings the United States-flag members meet with the Board’s staff and receive 
the Board’s recommendations as to the principal items on the traffic conference 
agenda. However, the implication that the Board thus is able to have its 
position adequately and fully advanced at the IATA meetings is unfortunately 
not true. The minutes of the IATA traffic conferences for many years indicate 
that one or more American carriers, have been either the sole opponents to the 
Board’s recommendations within IATA, or have led the opposition within 
IATA to these recommendations. 

Throughout the carriers’ presentation there indirectly appears an over- 
simplified concept of the international rate problem—the United States and 
its carriers versus other countries and their carriers. This is a grossly mis- 
leading oversimplification. There are numerous instances, in addition to the 
case of our own carriers, where national carriers, even government owned or 
controlled carriers, take positions within IATA which differ radically from 
the policy supported by their government’s civil aviation authorities. 

In addition to the fact that power to disapprove IATA agreements is rela- 
tively ineffective to control the rates of LATA carriers, the carriers’ presenta- 
tion completely omits the fact that such power is absolutely useless with re- 
spect to the rates of non-IATA carriers. While the number of such carriers is 
small, their impact on the rate structure may be extensive. The Board has 
previously pointed out to your committee the problems in the North Atlantic 
due to the low fares published by the non-IATA Icelandic carrier which sub- 
stantially undercuts IATA agreed fares, as well as the similar, and potentially 
more severe, situation which exists in the United States-Latin America market. 

Without the rate authority now being sought the Board has no means to 
effectively protect IATA rate agreements which it finds in the public interest 
from disruption by non-IATA competition. 

The contention that the United States, through its bilateral agreements, has 
already waived the exercise of the rate authority the Board is seeking, has 
almost no basis in fact and is completely misleading. 

The carriers assert that the usual rate clauses of our bilateral agreements 
would effectively nullify the power granted the Board to suspend rates of 
foreign carriers. This is largely in error. The rate clause of a bilateral be- 
tween the United States and any given country applies only to rates between 
the United States and that country. As to those rates, and those rates only, 
the United States would not be able to suspend the rates of that country’s 
carrier if its government rejected a United States protest of the rates. But if 
the other government agreed with the United States position, which is probable in 
many cases, the Board could suspend even those rates. However, the rates of a 
foreign carrier between the United States and its homeland are only a small 
part of the rates filed by that carrier to and from the United States. It also 
files rates between the United States and points short of its home country, points 
beyond its home country, and points beyond the United States. Thus, for ex- 
ample, a German carrier in addition to rates between the United States and 
Germany subject to the bilateral, would file rates to England and other points 
short of Germany, and numerous points in South America, and other places 
beyond the United States. In every one of these latter situations the bilateral 
would not restrict the Board’s power of suspension. 

Moreover, German and American carriers are not the only carriers filing rates 
between the United States and Germany. English, Dutch, French, and other 
foreign carriers also file such rates and these too would be subject to sus- 
pension by the Board without conflict with any bilateral. 

More important, in the absence of a suspension power, the Board could do 
nothing with respect to those rates. It could not protest to the carriers’ own 
government because the bilateral applies only to rates between the United States 
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and the carriers’ homeland. For the same reason, the United States could not 
protest to any of the other governments involved even if it had bilaterals with 
them, since the rate would not be one proposed by a national carrier between 
the United States and its homeland. No matter how uneconomic or undesirable 
the rate proposed might be, the Board would be powerless to do anything except 
hope that some other government would take unilateral action to keep it from 
going into effect. This, as we have pointed out above, may be extremely difficult 
for a government faced with a competitive gateway in another country. 

Even in the one case where the bilaterals waive the right of suspension, that 
is, a foreign carrier rate between the United States and the carrier’s homeland, 
the waiver applies only if the carrier’s government rejects the protest of the 
United States to the rate proposed by the carrier. If it agrees with the United 
States position, both the United States and the foreign government are obligated 
to use their best efforts to prevent the rate from going into effect. 

There is implicit throughout the carriers’ testimony the assumption that in 
every case where a foreign carrier files a rate this Government considers unjusti- 
fied its country will support it against a protest to the rate by the United States. 
This assumption is completely unsupported. Rates are generally filed by car- 
riers for commercial rather than national reasons, and there unquestionably 
will be situations where a rate objectionable on economic grounds to the United 
States will be equally objectionable to the carrier’s own government, which will 
accede to the United States protest. The United States has been faced with the 
converse situation where rates filed by the United States carrier were objected 
to as uneconomic by a foreign government under the bilateral and the United 
States, which also considered the rate uneconomic, but was powerless to act, 
acceded to the protest by the foreign government and the rate was withdrawn. 

Since, as just indicated, there is no waiver in the bilaterals to the Board 
exercising authority to suspend the rates of foreign carriers in the majority of 
eases, the corollary argument that the Board cannot exercise this suspension 
power with respect to the rates of United States carriers necessarily falls. But 
even if the United States had no suspension power over foreign carrier rates, it 
could effectively use a suspension power with respect to foreign rates of United 
States carriers. The carriers postulate a case where foreign carriers charge 
rates which are too low, but which the Board cannot suspend, and then point out 
the obvious fact that if the Board suspends competitive reductions by United 
States carriers it will merely put them out of business. To concede this obvious 
example, however, is no answer to the problem. In the contrary case, where the 
United States carrier initiates the uneconomic reduction, the Board can effec- 
tively stop a rate war by suspending this action by our carrier. Also, where the 
earriers collectively agree on an unjustified rate increase, suspension of the 
United States carriers’ filings would effectively block the increase. As a matter 
of experience, the Board’s greatest problems with uneconomic rates and practices 
rome been those initiated by United States flag carriers rather than by foreign 
carriers. 

There is an underlying theme to the carriers’ testimony which equates each 
national carrier with its government ag a unit dealing with other national 
carriers and their governments. This is an identification which is often not 
true and which completely distorts the regulatory problem. In many cases the 
earrier’s policy is completely at variance with the regulatory policy of its own 
government. This has certainly been true in numerous instances in the case of 
United States carriers. The real conflict often arises, not between various 
governments supporting their respective carriers but between the carriers as a 
group offering policies which their governments ag a group have agreed to be 
undesirable. 

The North Atlantic cargo-rate structure is a case in point. One American- 
flag carrier has supported a cargo-rate structure which the Board, and the other 
two United States-flag carriers over the North Atlantic and practically every 
other foreign-flag carrier and its government have considered uneconomic. This 
carrier has pressurized IATA into agreeing to its position, and has thereby 
placed into effect a rate structure which other governments think undesirable. 
Such a situation would not be possible if the United States had the authority to 
prescribe the proper rate structure for is own carriers. 

In addition to the baseless contention that the bilaterals have waived the 
exercise of any rate power the Congress might grant the Board, the carriers 
make an even more startling contention as to the futility of such a grant. Even 
if the Congress gave the Board the power it seeks, they argue, the carriers could 
so effectively impede the enforcement of the authority as to nullify it. There- 
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fore, they conclude, since effective rate control is possible only with the coopera- 
tion and consent of the carriers, no further legislation is needed. 

The Board cannot believe that the carriers would systematically attempt any 
such nullification of rate authority delegated to the Board by the Congress. 
It does believe that if such nullification were attempted the provisions of the 
proposed legislation are adequate to deal with it. However, if subsequent experi- 
ence should indicate otherwise, the Board has no doubt that the Congress 
can devise such further legislative provisions as are necessary to make the 
authority effective. 

In summary : 

1. The exercise of rate power by the Board under the proposed legislation 
will provide effective governmental control of the international rate structure 
to and from the Wnited States vitally needed to protect the interests of passengers 
and shippers, and has not been waived under the bilaterals. 

2. Such effective governmental control over the international rate structure, 
rather than being an obstacle to the maintenance and development of multilateral 
carrier action, is essential to the proper and successful operation of the carriers’ 
multilateral rate machinery. 


AppPpENDIx A. Powers of OTHER GOVERNMENTS WITH RESPECT TO FARES AND RATES 
IN FOREIGN AIR TRANSPORTATION 


In connection with the pending legislation to increase the powers of the Civil 
Aeronautics Board with respect to fares and rates in foreign air transportation, 
a review was made of the powers of other governments over such fares and 
rates. 

Such review indicates no government of any importance in the field of civil 
aviation which does not assert the right to summarily prevent the going into 
effect of a rate or charge in foreign transportation of which it does not approve. 
While the power is asserted and has been used, it is not always possible to give 
a specific statutory basis thereof. 

Unlike the United States, where, in the absence of specific statutory authority 
therefor, the Board cannot control rates in foreign air transportation, many 
other countries effectively control such rates despite the absence of specific 
statutory provisions. This is possible because of the much wider range of ac- 
tion permitted by executive decree in many countries, as well as the greater 
feasibility of summary action either by the executive or the legislative branches 
in many countries. 

This greater requirement for specific statutory support for regulatory con- 
trol by the United States over foreign rates, as compared to many other countries, 
should be kept in mind in considering the following tabulation of the bases used 
in various countries for control over such rates. The tabulation also includes 
instances where the government has exercised its rate power. 


Canada 


Sections 13-16, especially section 13 (8) of the Commercial Air Service Regula- 
tion, established by Order in Council (PC 1954-2032), dated December 22, 1954, 
give the Canadian Air Transport Board identical powers over domestic and 
foreign rates, powers somewhat broader than the CAB has under our law, with 
respect to rates in domestic air transportation, since under Canadian law a rate 
may be suspended not only before but also after it has become effective. 

Example: (1) Several years ago, the Air Transport Board summarily required 
cancellation from tickets and tariffs of all clauses exculpating carriers from all 
liability for death, injury, or damage in air transportation subject to the law of 
any part of the British Empire or British Commonwealth of Nations. 

(2) In mid-1947 the Air Transport Board objected to the publication by North- 
east Airlines of a through fare between New York and Montreal via Boston 
identical with that charged by Colonial Airlines on its direct service. The 
Canadians contended that the competitive fare was a violation of the spirit of 
the air agreement, which then provided that only one carrier may operate over 
each route. They agreed, however, to the application of the lowest combination 
of fares New York-Boston, and Boston-Montreal. 

A similar instance arose in the case of American Airlines. Canada refused 
to admit that American was a proper participant in the New York-Toronto opera- 
tion, and insisted that American could not meet TCA’s New York-Toronto through 
ae but must charge the sum of the local fares New York-Buffalo, Buffalo- 

oronto. 
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United Kingdom 

The Minister of Transport and Civil Aviation has direct control over interna- 
tional rates which derives from two primary sources. First, with respect to 
national carriers, the Minister has general authority to control air corporations 
and their associates pursuant to section 5 of the Air Corporations Act of 1949, 
Second, with respect to fares and rates applied by both British and foreign car- 
riers, the Minister derives control from the terms of the bilateral air-transport 
agreements since such agreements have the force of law. The United Kingdom 
bilaterals provide for consultation in situations where a fare or rate is deemed 
unsatisfactory by the British Government and, in the event such consultations 
are unsuccessful, further provides that the United Kingdom may take unilateral 
action to achieve an acceptable rate. With respect to countries with which the 
United Kingdom has no bilateral agreement, the Minister is empowered (Art. 49, 
Air Navigation Order, 1954) to issue a special permit containing, among others, 
provisions concerning fares and rates. 

Examples: (1) In 1945, when civil air services were being resumed after the 
Second World War, Pan American World Airways announced that its trans- 
atlantic passenger fare would be $275—$100 below the fare provisionally agreed 
to by IATA. PAA did not at that time participate in the IATA rate conferences, 
and the question of United States Government approval of such participation was 
pending. 

The United Kingdom insisted that the transatlantic rate to Britain be the 
IATA figure and that if PAA persisted in charging the lower rate it be limited 
to the two frequencies a week authorized by the prewar (1937) agreement, 
After much negotiation, PAA agreed to the $375 rate, partly as a result of this 
experience, and the elaborate rate clause of our present bilateral agreements was 
developed and placed in the United States-United Kingdom Air Transport Agree- 
ment at Bermuda in early 1946. 

(2) In 1948—49, there were lengthy discussions with the United Kingdom con- 
cerning the size of the agency commission paid by Colonial Airlines on its service 
to Bermuda. Colonial, a non-IATA member, was paying 10 percent, whereas 
the IATA-approved commission was 74% percent. The British contended that 
the higher commission was “selling bait” and an unfair practice. 

In the ensuing negotiations, this relatively unimportant matter caused con- 

siderable friction between the United States and the United Kingdom, yet the 
Board lacked the power to resolve the question except—as the problem finally 
worked out—by conceding that the United Kingdom, under the rate clause of the 
bilateral agreement, could refuse to permit a new Colonial rate involving the 
10 percent commission. The airline then came to terms with the United King- 
dom. 
(3) In June 1955, Pan American filed a tariff involving a scale of discounts 
favorable to freight forwarders. The other carriers claimed this tariff was in 
violation of the applicable IATA resolutions. The British and other govern- 
ments indicated they would object to these rates and they were withdrawn. 


France 

The French ordinance authorizing the Government to fix prices (No. 45-81, 
June 30, 1945) is interpreted to be applicable to fares and rates in both domestic 
and international air transportation. In addition, control of international fares 
and rates is considered an implied authorization in the air transport bilaterals 
and inherent in the grant of operating permission. In practice, however, the 
Government has confined its activity in this regard to the requirement that all 
fares and rates be submitted for governmental approval. With respect to trans- 
portation within the French Union, including overseas operations, a procedure 
for such submission and approval has been established by decree. While no 
similar procedure has been decreed with respect to international transportation, 
Air France is required, by Law No. 48-976, June 16, 1948, under which it was 
established, to submit, among other data, the tariffs it intends to apply for 
governmental approval. In practice, Air France submits the fares and rates 
agreed to by IATA on behalf of all IATA members. The French Government 
has never disapproved an IATA agreed fare or rate. 


Western Germany 

The Federal Republic has legal power to disapprove international air rates 
of German carriers engaged in scheduled air services, on authorized routes, 
(par. 42 “Verondnung Ulber Luftverkehr, Aug. 21, 1936, as amended). Powers 
to disapprove rates of foreign air carriers go only so far as permitted by rate 


articles of bilaterals. 
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Italy 


The Italian Government has no specific statutory authority to disapprove or 
fix the level of international fares and rates. However, practical control of fares 
and rates is accomplished through certain administrative measures such as 
the granting of landing rights, licensing of traffic agents and export-import 
controls. 


The Netherlands 


The Netherlands Government derives authority to disapprove or fix interna- 
tional fare and rate levels, both in scheduled and nonscheduled transportation, 
from article 11, Aviation Act of July 30, 1926. While article 11 makes no specific 
reference to rates, it empowers the Government to attach conditions to operating 
permits involving air transportation in or through the Netherlands. However, 
the Government has stated that it has no intention of applying these provisions 
to rates and fares which have been agreed upon unanimously in IATA. The 
official interpretation with respect to article 11 reads “Rates applicable scheduled 
services are considered to be those rates set by (IATA) or in absence of such 
rates, rates mutually agreed upon by foreign air carriers and the Netherlands 
air carrier operating relevant route-section. Nonscheduled carriers are required 
to establish rates at the level agreed to by IATA.” 


Sweden 


The Swedish Government has the power to disapprove or fix the level of 
international fares and rates pursuant to chapter 8, paragraph 33 of the Civil 
Aeronautics of 1922. The procedure for disapproval would be to notify the 
carriers directly. However, the Swedish Government has never disapproved 
international fares and rates which have been agreed to in IATA. 


Switzerland 


The control of the Swiss Government over international fares and rates derives 
from article 30 of the federal law on aerial navigation, December 21, 1948, which 
states in part that “concessionaires must submit to Federal air office economic 
and technical data necessary to exercise supervision, as well as their schedules 
and rates, for approval.” While foreign carriers of governments with whom 
Switzerland has bilateral agreements are not technically “concessionaires,” they 
are required to submit rate schedules as provided in the above article as a condi- 
tion of receiving a Swiss operating permit. The Swiss Government, therefore 
has the power to refuse an operating permit to a carrier which does not comply 
with the IATA rate structure. 


Japan 


Sections 105 and 129 (2) of the Civil Aeronautics Law No. 23 of July 15, 1952, 
as amended, applies the same requirement to foreign and domestic rates, and 
to foreign and domestic carriers, and requires that “any scheduled transport 
enterpriser (or freight international air transport enterpriser) shall fix rates 
and charges for passengers and freight (except mails) and shall obtain an ap- 
proval of the Minister of Transportation. The same shall apply in cases of 
alteration thereof.” [Italic added.] These sections of the Act are supplemented 
by Articles 217 and 233 (21) of Civil Aeronautics Regulations, which prescribe 
the contents of applications for rate approvals. 


New Zealand 


The International Air Services Licensing Act of 1947, section 8, authorizes the 
New Zealand Government to “control” fares and charges on any proposed route 
and section 9 specifies the licensing authority to prescribe fares to be charged. 
The New Zealand Government, however, normally accepts the fare structures 
agreed to in IATA. 


Philippines 

Section 10 (c) (2) of the aviation law of the Philippines (Republic Act No. 
776), grants the Civil Aeronautics Board the power to fix reasonable individual, 
joint, or special rates and charges. The same power is given with respect to 
both domestic and foreign air transportation. 
Brazil 

The Brazilian Government derives authority to disapprove and fix level of 
international fares and rates from section 151 of the Brazilian Constitution which 
establishes the principle of “fair and just remuneration.” Similar language is 
provided in the Brazilian bilateral agreements. Although Brazil is not bound by 

77632—57—pt. 1, vol. 419 
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IATA agreements, it has consistently approved the fares and rates established 
by IATA. 


Argentina 


In 1952 Argentina issued a regulation which established three fare levels ap- 
plicable to air operations within a so-called regional area which includes Ar- 
gentina, Bolivia, Brazil, Chile, Peru, Paraguay, and Uruguay. The effect of 
the regulation is to compel long-haul operators to charge fares on sectors imme- 
diately into and out of Argentina greater than those charged by regional oper- 
ators using similar or identical aircraft. 


Mexico 


In the fall of 1954 Aerovias Guest announced that it would establish fares of 
$90 one-way and $170 round-trip on its new once weekly service between Mexico 
and Panama. The one-way fare compared to agreed IATA tourist fare of $121. 
While Aerovias Guest was an IATA member, it informed the other carriers that 
the Mexican Government required this lower fare. At a subsequent IATA traffic 
conference at which the matter was discussed, all carriers except Aerovias Guest 
opposed making any reduction in the existing fares, but it was agreed that in 
view of the demands by the Mexican Government, the tourist fares would be 
reduced to $110 one-way and $198 round-trip. When these fares were presented 
to the Mexican Government, great dissatisfaction was expressed primarily 
on the ground that the fares were so high as to be beyond the reach of the general 
public in Central America, and that the fare structure placed routings to Central 
and South America, via Mexico City in an uncompetitive position with respect to 
the routings via other gateways. The Mexican Government disapproved the 
agreed fares, and stated that fares should not be in excess of 6 cents per 
passenger-mile. 

Paragraphs 106A and B of Australia Air Navigation Regulations require 
limited to 30 days. PAA and other carriers were strongly opposed to accepting 
the demands of the Mexican Government, but under the circumstances were 
forced to comply. 


Australia 


Paragraphs 106A and B of Australia Air Navigation Regulations require 
international airlines to submit rates involving routes to or from Australia to 
Director-General for approval, rejection, or fixing. 


SUBCOMMITTEE INSERT No. 3 


(CAB Form 41, Schedule F (7)) 
Pan AMERICAN WorLD Arrways, INC. 
CORPORATE AND SECURITIES DATA, YEAR ENDED DECEMBER 31, 1958 


(1) Give the exact name by which the air carrier was known in law at the 
close of the year. 

Pan American World Airways, Inc. 

(2) Give the date of incorporation of the air carrier. 
March 14, 1927. 

(3) State or other sovereign power under which incorporated. 
The State of New York. 

(4) Date of termination of charter. 
None, 

(5) Date and place of annual meetings. 
Fourth Tuesday of May at New York, N. Y. 

(6) Give hereunder a complete statement, including dates, of all consolida- 
tions, mergers, reorganizations, changes in corporate name, etc., occurring during 
the year. If, during the year, an original charter of incorporation or a modifica- 
tion of an existing charter was granted, give the name of each government, State, 
or eee and reference to each statute under which the grant was made. 

one, 

(7) As to any options outstanding at the close of the fiscal year to purchase 
securities of the air carrier from the air carrier: (@) State the amount, with the 
title of the issue, called for by such options; (b) outline briefly the prices, expira- 
tion dates, and other material conditions on which such options may be exercised ; 
(c) give the name and address of each person holding such options calling for 
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more than 5 percent of the total amount subject to option, and give the amount 
called for by the options of each such person; and (d) for each class of such 
options not previously reported state the consideration for the granting thereof. 
Original schedule F was returned to PAA per Mr. Woodbridge’s request of 
of April 28, 1954. 


Pan AMERICAN WorLD AlRwAys, INo. 
CORPORATE AND SECURITIES DATA, YEAR ENDED DECEMBER 31, 1958 


Under the corporation’s incentive stock option plan for officers and other key 
employees of the corporation and its subsidiaries, approved by the stockholders 
on July 15, 1952, options were granted on September 15, 1953, to officers and to key 
employees to purchase an aggregate 303,000 shares of the capital stock of the 
corporation at a price of $8.375 per share, the market value of the capital stock 
of the corporation on the date of the granting of the options. 

Except in the case of certain employees whose normal retirement date (age 65) 
will occur sooner, the options are for a term of 10 years from September 15, 1953, 
are exercisable up to 12% percent of the number of optioned shares for each year 
for which the holder of the option shall have been in the employ of the corpora- 
tion or one of its subsidiaries after September 15, 1953, and shall be forfeited to 
the extent not exercised to purchase 50 percent of the number of optioned shares 
prior to November 15, 1958. The options granted to those employees whose nor- 
mal retirement date will occur prior to September 15, 1953, are for a term of less 
than 10 years, with corresponding increase in the percentage of the number of 
optioned shares which may be acquired for each year of employment and cor- 
responding reduction of the period in which 50 percent of the number of optioned 
shares must be acquired to avoid forfeiture. 

The option may be exercised only by the person to whom originally granted and 
only while in the employ of the corporation or one of its subsidiaries, except that 
in the case of retirement of such person at or after reaching normal retirement 
age his option may be exercised within 3 months after such retirement with re- 
spect to all or any part of the entire balance of the optioned shares, and in the 
ease of death the option may be exercised within 3 months after such death, to 
the extent that such person was entitled to exercise his option at the date of his 
death, by the person or persons to whom his rights under the option pass by will 
or the laws of descent and distribution. 

The name and address of each person holding such options calling for more 
than 5 percent of the total amount subject to option and the amount called for 
the options of each such person are: Juan T. Trippe, 135 Bast 42d Street, New 
York City, 75,000 shares. 

Nore.—Original schedule F returned to PAA per Mr. Woodbridge’s request 
of April 28, 1954. 


PAN AMERICAN Wortp AIRWAYS, INC. 
CORPORATE AND SECURITIES DATA, YEAR ENDED DECEMBER 31, 1954 


(1) Give the exact name by which the air carrier was known in law at the 
close of the year. 

Pan American World Airways, Inc. 

(2) Give the date of incorporation of the air carrier. 
March 14, 1927. 

(3) State or other sovereign power under which incorporated. 
The State of New York. 

(4) Date of termination of charter. 
None. 

(5) Date and place of annual meetings. 
Fourth Tuesday of May at New York, N. Y. 

(6) Give hereunder a complete statement, including dates, of all consolida- 
tions, mergers, reorganizations, changes in corporate name, etc., occurring during 
the year. If, during the year, an original charter of incorporation or a modifi- 
cation of an existing charter was granted, give the name of each government, 
ise or Territory, and reference to each statute under which the grant was 
made. 

None. 
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(7) As to any options outstanding at the close of the fiscal year to purchase 
securities of the air carrier from the air carrier: (a) State the amount, with the 
title of the issue, called for by such options; (b) outline briefly the prices, ex- 
piration dates, and other material conditions on which such options may be exer- 
cised; (c) give the name and address of each person holding such options calling 
for more than 5 percent of the total amount subject to option, and give the amount 
called for by the options of each such person; and (d) for each class of such 
options not previously reported state the consideration for the granting thereof. 

Under the corporation’s incentive stock option plan for officers and other 
key employees of the corporation and its subsidiaries, approved by the stock- 
holders on July 15, 1952, options were granted on September 15, 1953 to offi- 
cers and to key employees to purchase an aggregate of 303,000 shares of the 
capital stock of the corporation at a price of $8.375 per share, the market 
value of the capital stock of the corporation on the date of the granting of 
the options. 

Except in the case of certain employees whose normal retirement date 
(age 65) will occur sooner, the options are for a term of 10 years from Sep- 
tember 15, 1953, are exercisable up to 1214 percent of the number of optioned 
shares for each year for which the holder of the option shall have been in 
the employ of the corporation or one of its subsidiaries after September 15, 
1953, and shall be forfeited to the extent not exercised to purchase 50 percent 
of the number of optioned shares prior to November 15, 1958. The options 
granted to those employees whose normal retirement date will occur prior 
to September 15, 1963, are for a term of less than 10 years, with correspond- 
ing increase in the percentage of the number of optioned shares which may 
be acquired for each year of employment and corresponding reduction of the 
period in which 50 percent of the number of optioned shares must be 
acquired to avoid forfeiture. 

The option may be exercised only by the person to whom originally granted 
and only while in the employ of the corporation or one of its subsidiaries, 
except that in the case of retirement of such person at or after reaching 
normal retirement age his option may be exercised within 3 months after 
such retirement with respect to all or any part of the entire balance of the 
optioned shares, and in the case of death the option may be exercised within 
3 months after such death, to the extent that such person was entitled to 
exercise his option at the date of his death, by the person or persons to whom 
his rights under the option pass by will or the laws of descent and distri- 
bution. 

The name and address of each person holding such options calling for more 
than 5 percent of the total amount subject to option and the amount called 


for the options of each such person are: 
Shares 


Juan T. Trippe, 135 East 42d St., New York City__.-____--__--_____- 75, 000 
Harold E. Gray, 28-19 Bridge Plaza North, Long Island City________ 15, 000 
Henry J. Friendly, 135 East 42d St., New York City 15, 000 
Franklin Gledhill, 135 East 42d St., New York City 

John C. Leslie, 1385 East 42d St., New York City 

Wilbur L. Morrison, 1820 Delaware Parkway, Miami, Fla 

Samuel F. Pryor, 135 East 42d St., New York City 


(Those persons listed above holding options for 15,000 shares did not hold 
options for more than 5 percent of the original 303,000 shares. However, 
due to exercise and cancellation of options during 1954, the total remaining 
number of shares subject to option was reduced to 293,650, and 15,000 shares 
thus constitutes more than 5 percent of the options outstanding. ) 


SUBCOMMITTEE INSERT NO, 4 
PAN AMERICAN WoRLD ArIRWAys, INC. 
CORPORATE AND SECURITIES DATA, YEAR ENDED DECEMBER 31, 1955 


(1) Give the exact name by which the air carrier was known in law at the 
close of the year. 
Pan American World Airways, Inc. 
(2) Give the date of incorporation of the air carrier. 
March 14, 1927. 
(3) State or other sovereign power under which incorporated. 
The State of New York. 
(4) Date of termination of charter. 
None. 
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(5) Date and place of annual meetings. 

Fourth Tuesday of May at New York, N. Y. 

(6) Give hereunder a complete statement, including dates, of all consolida- 
tions, mergers, reorganizations, changes in corporate name, etc., occurring during 
the year. If, during the year, an original charter of incorporation or a modifica- 
tion of an existing charter was granted, give the name of each Government, 
State, or Territory, and reference to each statute under which the grant was 


made. 

None. 

(7) As to any options outstanding at the close of the fiscal year to purchase 
securities of the air carrier from. the air carrier: (@) State the amount, with 
the title of the issue, called for by such options; (b) outline briefly the prices, 
expiration dates, and other material conditions on which such options may be 
exercised; (c) give the name and address of each person holding such options 
calling for more than 5 percent of the total amount subject to option, and give 
the amount called for by the options of each such person; and (d) for each class 
of such options not previously reported state the consideration for the granting 
thereof. 

Under the corporation’s incentive stock option plan for officers and other 
key employees of the corporation and its subsidiaries, approved by the stock- 
holders on July 15, 1952, options were granted on September 15, 1953, to 
officers and to key employees to purchase an aggregate of 303,000 shares of 
the capital stock of the corporation at a price of $8.375 per share, the market 
value of the capital stock of the corporation on the date of the granting of 
the options. In addition, an option was granted on December 6, 1955, to an 
officer of the corporation to purchase 15,000 shares at a price of $18.125 per 
share, the market value of the stock on that date. 

Except in the case of certain employees whose normal retirement date 
(age 65) will occur sooner, the options are for a term of 10 years from the 
date on which the option was granted, are exercisable up to 1214 percent 
of the number of optioned shares for each year for which the holder of the 
option shall have been in the employ of the corporation or one of its sub- 
sidiaries after the date on which the option was granted, and shall be for- 
feited to the extent not exercised to purchase 50 percent of the number of 
optioned shares within 2 months after the expiration of 5 years from the 
date of granting of the option. The options granted to those employees 
whose normal retirement date will occur prior to September 15, 1963, are 
for a term of less than 10 years, with corresponding increase in the per- 
centage of the number of optioned shares which may be acquired for each 
year of employment and corresponding reduction of the period in which 50 
percent of the number of optioned shares must be acquired to avoid 
forfeiture. 

The option may be exercised only by the person to whom originally granted 
and only while in the empioy of the corporation or one of its subsidiaries, 
except that in the case of retirement of such person at or after reaching 
normal retirement with respect to all or any part of the entire balance of 
the optioned shares, and in the case of death the option may be exercised 
within 3 months after such death, to the extent that such person was 
entitled to exercise his option at the date of his death, by the person or 
persons to whom his rights under the option pass by will or the laws of 
descent and distribution. 

The name and address of each person holding such options calling for 
more than 5 percent of the total amount subject to option, and the amount 
ealled for the options of each such person are: 

Shares 
Juan T. Trippe, 135 East 42d Street, New York City 65, 625 
Henry J. Friendly, 135 East 42d Street, New York City_____________ 15, 000 
Wilbur L. Morrison, 1820 Delaware Parkway, Miami, Fla 
Roger Lewis, 135 East 42d Street, New York City 


(Those persons holding options for 15,000 shares did not hold options for 
more than 5 percent of the original 318,000 shares. However, due to exer- 
cise and cancellation of options, the total remaining number of shares subject 
to option was reduced to 264,417, 15,000 shares constituting more than 5 
percent of that number.) 

H. EB. Gray, Franklin Gledhill, J. C. Leslie, 8. F. Pryor exercised options 

during 1955 for 1,875 shares each ; remaining option: 13,125 each. 
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Persons other than directors, 


officers, and employees receiving compensation for 


personal services in eacess of $10,000 during the calendar year—year ended 


Dec, 81, 1955 


Name and address 


Campbell, Brumbaugh, Free & 
Graves, New York. 

Cleary, Gottlieb, Friendly & Ham- 
ilton, New York. 

Dewey, Ballantine, Bushby Palmer 
& Woods, New York. 

M. Don Revnolds, Scarsdale 

Roosevelt, Freidin & Littauer, New 
York. 

Ska iden, Arp & Slate, New York_.-.. 


Services rendered Period Compensa- 
covered tion 


Steptoe & Johnson, Clarksburg. -..---.-.|- 


Dickie Raymond, Inc., Boston-.-.-.--- 


J. Walter Thompson, New York__-..--]_.-- 


Loomis, Suffern & Fernald, New 
York. 

Paul Aiken, Washington 

George B. Buck, New York 

Juli 1s Klein, Chicago..............- 

Peter O. Mattei, San Francisco 

Lowell A. Mayberry, Boston. 

Sanderson & Porter, New York 


Airmail traffic consulting services. -- 
Consulting actuary 

Public-relations services 

Building contracting services 


ata gned ocanassssuseseccce 


Engineering services. ..............- 
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Pan AMERICAN WORLD ArrRways, INC., BALANCE SHEET AS AT Dec, 31, 1955 
(FINAL) 


Combined 


Account ASSETS 
No, 


Current assets: 
Cash, working funds, and special deposits: 
Cash $26, 256, 140 
Working fund advances. 1, 802, 680 
Special deposits 18, 636 


28, 077, 456 


Marketable and short-term securities: 
United States Government securities 8, 488, 275 
Other securities 3, 931, 528 


12, 419, 803 
2, 329, 281 


Current receivables: 
United States Government 7, 083, 026 
Foreign governments. 3, 686, 708 
Traftic. 23, 646, 679 
Affiliated companies 
Subscriptions to capital stock 
Interest and dividends receivable 
Other current receivables 12, 671, 757 


Total notes and accounts receivable 
Notes and accounts receivable—net 


Materials and supplies: 
Motor fuels_. 
MP Oo secs 0s omsincich ee siireagtnee lohan senna lds hcnenccaedo tapenade 
Raw materials and miscellaneous supplies 


Sinan ts Calis eo ne, enti bch Ub ae sbls sasdoban 
Other current and accrued assets 


Total current assets 


Investments and special funds: 
Investments in and advances to affiliates 
Investments—other 
Special funds—other 


Operating property and equipment: 
Flight equipment (including spare parts) 
Less reserve for depreciation 
Ground property and equipment 
Less reserve for depreciation , 518, £ 
137, 309 
Construction work in progress 2, 198, 249 
Operating property and equipment—net 112, 876, 827 


Nonoperating property and equipment 27. 445 
Less reserve for depreciation 13, 664 


Nonoperating property and equipment—net 13, 781 


Deferred charges: 
Long-term prepayments 1, 420, 144 
Other deferred charges 1, 549, 472 


2, 969, 616 


247, 837, 532 
——<—< ———$— —————————eeeeeeeeSeSeSFSFSFS Os Or—r—rw—wrwOvOvOOoownoa ee — ww 0O0OV601DC 
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PaN AMERICAN Wor”p Armways, INC., BALANCE SHEET 48 AT Dec. 31, 1955 
(FrnaL)—Continued 


Combined—Continued 


Apeoant LIABILITIES AND CAPITAL 
0. 


Current liabilities: 
Notes payable 
Accounts payable: 
General 
Collections as agent 
Airline traffic accounts 
Affiliated companies 


Accrued salaries and wages 

Accrued interest 

Accrued taxes 

Dividends declared 

Air travel plan liability 

RS SE I arin ictentinntindstisisektitiacndscsciddanwacenees 
Other current and accrued liabilities 


Total current liabilities 72, 968, 189 
Long term debt 


Deferred credits: 
Installments on capital stock 
Unamortized premium on debt 
Other deferred credits 5, 836, 218 


5, 836, 218 


Operating reserves: 
Reserve for aircraft overhaul 1, 616, 495 


1, 616, 495 


Capital stock: 
Common stock—$1 par value per share: 6, 152, 182 


6, 152, 182 


Surplus: 
Capital surplus 62, 880, 151 


Earned surplus: 
Unappropriated earned surplus 35, 134, 217 
Profit or loss—year to date 10, 164, 566 
Total earned surplus 45, 298, 783 
Total surplus 108, 178, 934 
Treasury stock. (14,400 GRaG00) ..ccnannancnennanadéiissiipispeokétisdiisietes itsamabbos 


Total liabilities and capital 


° Nore.—Commitments for acquisition of airplanes at Dec. 31, 1955, amounted to ang, ap 008, after deduct- 


advance payments of $16,140,000. ‘These commitments are expected to require cash of $45,310,000 in 1956. 

he other known contingent liabilities include those inherent in the company’s investments and opera- 
tion under changing conditions in many countries; commitments for purchases made in the ordinary course 
of business; endorsement of short-term installment notes under the company’s pay-later travel plans; other 
guaranties and obligations to make parments under certain conditions; ms not covered by insurance and 
certain pending suits, the liability in connection with which cannot now be ascertained, the management 
being of the opinion that it will not materially affect the financial condition of the company; claims for pay- 
ments in cases of termination of employment and for salary and wage adjustments; charges which may 
result from settlement of claims or renegotiation of earnings under Government contracts; possible claims 
for additional domestic and foreign taxes and interest thereon (examination of the returns of United States 
taxes on income for the years 1950 to date not yet having been completed). 
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Transport operations 


Assets 


Current Assets: 
Com, Orman funds, and special deposits: 
Working fund advances 
Special deposits 


Marketable and short-term securities: 
United States Government securities 
Other securities 


Tota! 
Notes receivable. 


Current receivables: 
United States Government 
Foreign governments 
Traffic 


Affiliated companies 
Interest and dividends receivable 
Other current receivables 


Notes and accounts receivable—net 


Materials and perm 
Motor fuels_.._--..- 
Lubricating oils 
Raw materials and miscellaneous supples 


Short-term prepa ; 1, 651, 615 
Other current an 882, 160 


Total current assets 98, 033, 756 
Investments and special funds: 

Investments in and advances to affiliates 6, 776, 656 

Investments in and advances to separately operated divisions 521, 983 

Investments—other 6, 877, 805 

18, 882, 480 


33, 058, 924 
SSS 

Operating property and equipment: 
Flight equipment (including spare parts) 191, 884, 339 
Less reserve for depreelation 91, 938, 735 
ge Kh i oe dt Pik ag, --| 26,114, 259 
Less reserve for depreciation i 15, 518, 594 
Land. harap esrerarrereneerReRmIpeReaaroTarerEberarenateheeterentsteanianininneinetietnnte 137, 309 
Construction work in progress 2, 198, 249 


Operating property and equipment—net 112, 876, 827 


Nonoperating property and equipment 27, 445 
Less reserve for depreciation 13, 664 


Nonoperating property and equipment—net. 13, 781 


Deferred charges: 
Long-term prepayments 1, 420, 144 
Other deferred charges 1, 549, 079 


2, 969, 223 
246, 952, 511 
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Transport operations—Continued 


LIABILITIES AND CAPITAL 


Current liabilities: 
Notes payable $14, 750, 000 


| 7,778, 907 
| 2, 278, 323 


Collections as agent 
Airline traffic accounts 


11, 077, 530 
43, 251 


| 91, 178, 011 


Accrued salaries and wages 

Accrued interest 

Accrued taxes 

Air travel plan liability 

Unearned transportation revenue. - 

Other current amd ecorued Mabilities.. ........5.0 020 oe 8k... 


Total current liabilities 
Long-term debt 


Deferred credits: 


Unamortized premium on debt 
Other deferred credits 


Operating reserves: 
Reserve for aircraft overhaul 1, 616, 495 


1, 616, 495 


Capital stock: 
Common stock—$1 par value per share: Outstanding 6,152,182 shares 6, 152, 182 


6, 152, 182 


Surplus: 
Capital surplus. 62, 880, 151 


Earned surplus: 
Unappropriated earned surplus 35, 134, 217 
Profit or loss—year to date 10, 164, 566 


Total earned surplus 
Total surplus 108, 178, 934 
139, 486 


Treasury stock (14,429 shares) b 
Total liabilities and capital 246, 952, 511 
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Nondivisional 


| 
ASSETS | Amount 


—| 


Investments and special funds: | 
Investments in and advances to affiliates. _.................---...--...........} $5,974,193 
Investments in and advances to separately operated divisions. __.............. 521, 983 
PEUGEOT PH OUROE 6 desi ccvncecnbccncdeiidnteeestth<scedtuceetpasth dee b-.cak ree 

13, 317, 431 


13, 317, 431 


LIABILITIES AND CAPITAL 


i Tk et _...-| $53, 225, 000 


Deferred credits: 
Other deferred credits 


Capital stock: 
Common stock—$1 par value per share: Outstanding 6,152,182 shares__........ | 6,152,182 


6, 152, 182 
| Investment 154, 178, 338 


| Surplus: 
62, 880, 151 


Earned surplus; 
Pmappeoerinted Garned SUrphas. ... 5... 5. joc seco doodeedowge-scane<do enue 35, 134, 217 
Profit or loss—year to date 10, 164, 366 


OUR CEI aks hcdadcedctsdudeitidodsdscccudistdiaeidesaee 45, 298, 783 


OIG ioc dacadadudedune bade duduasdsdadndianwtbiadéusbeiae dial 108, 178, 934 
Treasury stock (14,429 shares) j 139, 486 


Total liabilities and capital 13, 317, 431 


Guided missiles range division 
ASSETS 


Amount 


Current assets 
; 
| Investments and special funds: 
| Investments in and advances to separately operated divisions. 


Deferred charges: 
Other deferred charges 
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2584 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


STATEMENT OF PROFIT AND LOSS AND EARNED SURPLUS 
Pan American World Airways, Inc.—Combined—Period ended Dec. 31 1955 


(final) 


Description 


PROFIT AND Loss 


OPERATING REVENUES 
Transportation: 
Passenger. 
Mail_U nited States 
Mail—foreign 
Freight.... -- 


Excess baggage -....- aera ce a ‘is. acabcskdidebadetatiae 


Total scheduled transportation revenues 
Nonscheduled transport services 
Other transportation 


Total transportation 
Federal subsidy . 
Incidental revenues—net (schedule B-1) 


Total operating revenues 


OPERATING EXPENSES 
Flying operations... - ; 
Direct maintenance—flight equipment 
Depreciation—flight equipment 


Ground operations. .- 

Ground and indirect maintenance - 
PE TI. go iiccccccuncccsccds 
Traffic and sales_ - 

Advertising and publicity - - 

General and administrative 





Total operating expenses 


Net operating income. 
Net nonoperating income (schedule B- oe 


Net income before income taxes.._...-.....-..-.--.--------. 
Income taxes 


Net profit or loss for period 
EARNED SURPLUS 


Earned surplus—beginning of period 

Profit or loss for period... 

Adjustments to earned surplus (schedule A-1) 
Dividends (schedule A-1)-.- 

Earned surplus—close of period 


1 Denotes negative figure. 





Quarter 


$41, 573, 768 
3, 773, 026 
1, 648, 847 
6, 711, 054 
1, 199, 279 


57, 205, 957 
13, 801, 151 
861, 126 


54, 265, 932 


17, 835, 658 
5, 260, 961 
2, 658, 841 


25, 755, 460 


30, 953, 253 


56, 708, 713 


12, 442, 781 
598, 288 


11, 844, 493 
1 1, 116, 588 


1 727, 905 


52, 184, 063 
! 727, 905 
1 4, 931, 477 
1, 225, 898 
45, 298, 783 


12 months 
to date 


$179, 727, 682 
14, 613, 311 

5, 742, 204 
22, 754, 412 
4, 517, 656 


234, 141, 835 
1, 038, 381 
2, 336, 896 

237, 517, 112 


66, 184, 651 
21, 789, 412 
16, 523, 222 


104, 497, 285 


15, 276, 305 
17, 601, 529 


2, 142, 591 


120, 882, 692 
225, 379, 977 


12, 137, 135 


5, 247, 431 
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Pan American World Airways, Ine.—System nondivisional—Period ended Dec. 
$1, 1955 (final) 


Description 


PRoFit AND Loss 


OPERATING REVENUES 
Federal subsidy 1 $1, 235, 000 


Total operating revenues 1 1, 235, 000 


OPERATING EXPENSES 


Traffic and sales 2 
General and administrative 1 47, 635 
Depreciation— ground equipment 


1 47, 634 1 30, 839 


Total operating expenses 1 47, 634 1 30, 839 


Net operating income........-..- esdcn LTRS 21ugmeeEee 2 | 11,187,366} 11, 204, 161 
Net nonoperating income (schedule B-1) 213, 715 405, 858 
Net ineome before income taxes : | 1 $73, 651 1 798, 303 
Income taxes 1 §35, 695 1 §72, 818 


Net profit or loss for period | 1 437, 056 1 225, 485 
EARNED SURPLUS 


Earned surplus—beginning of period 2 52, 184, 063 42, 984, 206 
Profit or loss for period 1 727, 905 10, 164, 566 
Adjustments to earned surplus (schedule A-1) | 14,931,477 1 2, 962, 834 
Dividends (schedule A-1) | 11,225, 898 4, 887, 155 
Earned surplus—close of period 1 45, 298, 783 45, 298, 783 





1 Denotes negative figure. 





2586 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


QUARTERLY FLIGHT AND TRAFFIC STATISTICS 


Pan American World Airways, Inc.—Alaska operations, all services, all types— 
Period ended Dec. 31, 1955 


12 months 
Ttem to date 


Aircraft miles: 
Passenger, property and United States mail—regular trips 
Passenger, property and United States mail—extra sections _-___- 
Property and United States mail only—regular trips 


Total revenue miles flown _ _. 
Nonrevenue miles 


Com Sorwnwe 


Total miles flown 


_ 
co 


Passenger traffic: 
Number of revenue passengers carried 


Revenue passenger-miles = thousands) 27, 381 
Nonrevenue passenger-miles (in thousands) 


Total passenger-miles (in thousands) 27, 769 
Available seat-miles operated (in thousands) i 43, 615 
Revenue passenger load factor 62.78 


Ton-miles on revenue flights: 
Passenger (including free baggage) 2, 849, 879 
United States mail—letter se | 132, 161 

779, 849 


Excess baggage Soe! ; 19, 073 





Total revenue ton-miles 3, 780, 962 
Nonrevenue 161,257 


Total revenue and nonrevenue ton-miles < 3, 942, 219 

ES at ce ee te et aera ee ag ae a ede 6, 969, 895 

Percent revenue to available ton-miles 4 54, 25 
Use of aircraft: 

Number of aircraft-days assigned - . -..................-.--...---- 488 

Average revenue hours of use per day per aircraft : 
Aircraft hours: 

Revenue hours 


Nonrevenue hours: 


Nl a nie 
Miscellaneous: 
Aircraft engine fuel consumed (gallons) 
Aircraft engine oil consumed (gallons) 
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Pan American World Airways, Inc.—Atlantic division, overseas air carrier, all 


RR SRSeS 


BRS 


32 
33 
34 


services, all types—Period ended Dec, 31, 1955 





Item Quarter 12 months 
to date 
| Aircraft miles: 
Passenger, property and United States mail—regular trips 6, 342, 706 24, 932, 552 
Passenger, property and United States mail—extra sections 105, 759 738, 202 
| Property and United States mail only—regular trips 551, 082 1, 336, 454 
} Property and United States mail only—extra sections 28, 953 145, 946 
Passenger and property only 816, 746 3, 201, 251 
Property only 40, 875 134, 874 
Total revenue miles flown , 7, 886, 121 30, 489, 279 
Nomnrevenue miles. _............... 1 cain Grim itbae eatin tonaamdeakiaaebaaeee eee | 398, 138 1, 616, 075 


Total miles flown 8, 284, 259 32, 105, 354 





| Passenger traffic: 
| Number of revenue passengers carried __.-.. Ase tea en 196, 006 846, 923 
Revenue passenger-miles (in thousands). ................---.---- 238, 122 1, 069, 126 
Nonrevenue passenger-miles (in thousands) 9, 473 29, 001 


Total passenger-miles (in thousands) -_....-............-.------- 247, 595 1, 098, 127 
Available seat-miles operated (in thousands)...............---.-.- 409, 212 1, 670, 208 
Revenue passenger load factor 58. 19 64. 01 


Ton-miles on revenue flights: 
Passenger (including free baggage) 23, 905, 597 107, 599, 549 
United States mail—letter 3, 376, 411 10, 738, 788 
Foreign mail . 725, 530 2, 383, 633 
6, 173, 896 19, 989, 562 
Excess baggage... - 614, 468 2, 346, 672 


Total revenue ton-miles 34, 795, 902 143, 058, 204 
Nonrevenue 1, 929, 693 6, 548, 110 


Total revenue and nonrevenue ton-miles 36, 725, 595 149, 606, 314 
Available 56, 725, 231 223, 071, 661 
Percent revenue to available ton-miles 61. 34 64. 13 

Use of aircraft: 
Number of aircraft-days assigned , 16, 684 
Average revenue hours of use per day per aircraft 726 7:32 
Aircraft hours: 
Revenue hours ‘ : 125, 745 


Nonrevenue hours: 
Ferry flights 1, 653 
Personnel training flights 3, 794 
Extension and development flights 63 
Other nonrevenue flights 1, 199 


ND SS Gani edemeeebanniees 6, 709 


Total hours : 132, 454 
Miscellaneous: 

Aircraft engine fuel consumed (gallons) | 15,174, 136 | 58, 400, 112 

Aircraft engine oil consumed (gallons).............-..------------ 137, 678 | 536, 051 
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Pan American World Airways, Inc., Atlantic division—Flight statistics applicable 
to Eastern Air Lines charter flights, supplement (a) to schedule C—Quarter 
ended Dec. $1, 1955 


DC-6B DO-7B 


18, 734 2, 204 
Total hours 73 8 
Number of aircraft days assigned 2 4 1 
Average revenue hours of use per day 9:08 8:00 
Aircraft engine fuel consumed (gallons, 30, 841 4,319 
Aircraft engine oi] consumed (gallons) 269 47 


Pan American World Airways, Inc., Atlantic Division—supplement (b) to 
schedule C—quarter ended Dec. 31, 1955 


AIRCRAFT ASSIGNMENT 
DC+4: 
Plane-days rented to Eastern Airlines, Inc 
Plane-days loaned from Pacific Alaska Division; Pan American 
World Airways, Inc 
DC-6B: 
Plane-days rented to Eastern Airlines, Inc 
Plane-days rented to Pacific Alaska Division; Pan American World 
Airways, Inc 
Plane-days rented to Latin American Division; Pan American World 
Airways, Inc 
Plane-days rented from Latin American Division; Pan American 
World Airways, Inc 
Plane-days leased to Eastern Airlines, Inc 
Plane-days leased to National Airlines, Inc 
DC-7B: 
Plane-day rented to Eastern Airlines, Inc 


DELETIONS 
DC-6B: 
6111: Transferred to Latin American Division; Pan American World 
Airways, Inc., effective October 4, 1955. 
6518: Transferred to Latin American Division; Pan American World 
Airways, Inc., effective October 11, 1955. 
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QUARTERLY FLIGHT AND TRAFFIC STATISTICS 


Pan American World Airways, Inc.—Latin American division, foreign or oversea 
carrier, all services, all types—Period ended Dec. 31, 1955 (final) 


COOuh whore 


~_ 
_- © 


meee 
wre 


~ 
ae 


Item 


Aircraft miles: 


Passenger, property and United States mail—regular trips 
Passenger, pro y and United States mail—extra sections 
Property and United States mail only—regular trips 
Property and United States mail only—extra sections 
Passenger and property only 
Property only 

Total revenue miles flown 
Nonrevenue miles 


Total miles flown 


Passenger traffic: 


Number of revenue passengers carried 


Revenue passenger-miles (in thousands) -_.................--.--- 
Nonrevenue passenger-miles (in thousands) 


Total senger-miles (in thousands) 
Available seat-miles operated (in thousands) 


Revenue passenger load factor 


Ton-miles on revenue flights: 


Passenger (including free baggage) 
United States mail—letter 
Foreign mail 

Freight P 

Excess baggage 


Total revenue ton-miles 
Nonrevenue 


Total revenue and nonrevenue ton-miles 
Available 


Percent revenue to available ton miles 


Use of aircraft: 


Number of aircraft days assigned 
Average revenue hours of use per day per aircraft 


Aircraft hours: 


Revenue hours 
Nonrevenue hours: 
Ferry flights_- 
Personnel training flights 
Other nonrevenue flights 
Total nonrevenue hours 


Total hours 


Miscellaneous: 


Tons of revenue express and freight carried. 
Aircraft engine fuel consumed (galloms) _............-...--.--.-.- 
Aircraft engine oil consumed (gallons) 


| 
| 


| Quarter 


5, 023, 199 
394, 561 
295, 048 

40, 365 
926, 751 

1, 069, 934 

7, 749, 858 
550, 769 


8, 300, 627 | 
252, 734 


| 232, 357° 
5, 288 
237, 645 
395, 356 


58. 77 


22, 131, 915 

1, 122, 275 
268, 353 

9, 985, 775 
722, 574 

34, 230, 892 | 
1, 760, 682 


35, 991, 524 
58, 251, 881 


58. 76 


4,366 | 


6: 56 
| 


31, 812 | 


579 
1 1, 682 
247 


2, 508 








1 34, 320 | 


7, 780 
13, 957, 984 
105, 463 


1 Includes 606 hours—148,140 miles—AD training on LAB planes—year 1955: 


PAG—DC-7B revenue hours 
PAG—DO-6B revenue hours 
PAG—DC-6 revenue hours 


Footnote, page 1, line 33, schedule 6: 


12 months 
to date 


19, 873, 372 
1, 412, 632 
1, 277, 853 

173, 365 
3, 124, 612 
2, 837, 423 

28, 699, 257 

1, 723, 840 


30, 423, 097 

1, 045, 131 
983, 065 
21, 426 


984, 491 


| 1, 612, 133 


ey 63. 69 


90, 602, 
3, 858, 09 
891, 26 

32. 117, 

3, 064, 


130, 532, 


6, 769, 910 


137, 302, 538 
212, 379, 751 


61. 46 


17, 417 
6:36 


118, 407 


=——-——— 


2, 934 
1 3, 820 
955 


7, 709 


1 126, 116 


24, 457 
49, 290, 353 
462, 045 


12 months 
to date 


942 
1, 789 
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Assignment 


Returned from Atlantic Division. 
0. 


Do, 
tangs from Panagra. 
0. 
Returned to EAL. 
Do, 
Do. 
Do, 
Converted to cargo. 
No changes. 


QUARTERLY FLIGHT AND TRAFFIC STATISTICS 


Pan American World Airways, Inc.—Pacific operations, overseas, all services, all 
types—Period ended Dec. 31, 1955 


Item Quarter 12 months 
to date 


Aircraft miles: 
Passenger, property and United States mail—regular trips 4, 524, 175 17, 044, 714 
Passenger, property and United States mail—extra sections 77, 884 226, 432 
Passenger and property only 36, 598 406, 374 
Property only 55, 791 94, 025 


Total revenue-miles flown 4, 694, 448 17, 771, 545 
Nonrevenue-miles 179, 142 533, 600 


4, 873, 590 18, 305, 145 


Passenger traffic: 
Number of revenue passengers carried 57, 237 282, 782 


Revenue passenger-miles (in thousands) -_...........--.--.------ 167, 498 ' 687, 571 
Nonrevenue passenger-miles (in thousands) 6, 505 23, 620 

Total passenger-miles (in thousands) 174, 003 711, 191 
Available seat-miles operated (in thousands) 256, 467 981, 693 
Revenue passenger load factor 65. 31 70. 04 


Ton-miles on revenue flights: 
Passenger (including free baggage) 16, 955, 170 69, 629, 476 
United States mail—letter 3, 853, 069 14, 707, 115 


Foreign mail 


Freight 


Excess baggage 


Total revenue ton-miles 


Nonrevenue 


Total revenue and nonrevenue ton-miles 


Available 


503, 381 
3, 653, 443 
355, 638 


25, 320, 701 
1, 748, 115 


27, 068, 816 
38, 309, 886 


1, 743, 306 
12, 656, 708 
1, 167, 882 


99, 904, 487 


6, 034, 379 


105, 938, 866 


144, 665, 781 
Percent revenue to available ton-miles 66. 09 69. 06 
Use of aircraft: 

Number of aircraft-days assigned 8, 250 
Average revenue hours of use per day per aircraft : 8:26 


Aircraft hours: 
Revenue hours 69, 569 


Nonrevenue hours: 
Ferry flights 425 
Personne] training flights 1, 873 
Other nonrevenue flights 449 


Total nonrevenue hours 2, 747 


Total] hours 72, 316 
Miscellaneous: 

Aircraft engine fuel consumed (gallons) 39, 246, 252 

Aircraft engine oi] consumed (gallons) 111, 578 420, 903 





oa 


mene Hepionp 4ahise ne 


ee 
Cc. 
«J. 
.F. 
G 


Name 


ledhill 
. E. Gray 
. L. Morrison_....| Executive vice president, LAD_-_.._...-| 29, 250 
. G. Lips ‘omb_. 


Balluder. 

M. 

. H. Berke 
B, Adams-_-__....| Vice president 22,000 | 7,000 
W. Toomey lo. 

A. Priester 

LOW assis Executive vice president, Dev and Def ?. 


2 M. Goulard 
. 8. Mitchell 
J. 8S. Woodbridge - -. 
R. G. Ferguson 


H. P. Morris 


W. W. Lynch 
B. Kauffman___ 


8. 


J. C. Cone 


W.J. McEv oy- 


"McGuire 
E. G. Rothrock 


J. 


‘E. 


J. Macy, Jr 
J.J. Cantwell_....-- 8, 945 


MONOPOLY PROBLEMS IN 


SUBCOMMITTEE INSERT No. 5 


Officers, 1955 


Con- | 
tingent 
com- 
pensa- 


PRs. 55s decckkssnacineedecd nets $20, 000 
Vice president, administrative .-..---| 30,000 
Vice president "and general counsel rc 30, 000 
Vice president and assistant to president. 29, 500 
Vice president 29, 000 
Executive vice president, ATL 29, 250 


Vice president, traffic and sales 29, 000 

Vice president 26, 500 

do 27, 250 : 
Executive vice president, PAD 25, 750 | 10,000 
Vice presiaent, SOS 21,000 | 9,000 


20, 000 2, 500 
18, 222 


Vice president 3 

Vice president, industrial relations. ___-- 

Vice president, GM RD 4 

Comptroller 

Treasurer 

Secretary and general attorney 

Assistant vice president, Comms 19, 120 

Assistant vice president, engineering. .__| 17, 250 
| Assistant vice president | 16,000 
|. i : | 13, 000 
| Assistant treasurer r 15, 250 

Assistant comptroller 12, 250 

Assistant secretary | 11, 460 

12, 400 








1 Deceased Nov. 28, 1955. 
2 Elected Oct. 18, 1955. 
3 Retired July 1, 1955. 


4 Elected Nov. 


1, 1955. 


Fees 
as di- 
rector 
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| Stock 
oS as | 
hare | under 


owned | 
Dee. 31| Pption 
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Officers, 1954 


Con- 
tingent| Fees | Shares 


President 

Vice president, administration 

Viee president and general counsel - - 
Vig president and assistant to presi- 


ent. 
Vice president 
Executive vice president, ATL 
Executive vice president, LAD 
Vice president, traffic and sales_....-.-..- 
Vice president 


Executive vice president, PAD 
Vice president 


ae888 


y 
Ww codteiiga’ aa 
R. vA Ferguson 
4 ae ...---| Secretary and general attorney 
Ww. Assistant vice president, Comms. 
§. 2. 2 Assistant vice president, Eng 
W. 


NIL 


wooo 


seeeeeeee 


Assistant vice president 
’. J. McEvoy-----.|--- 


nwo 
es 


.do. 
. Goulard Assistant vice president, industrial rela- 


E. 

tions,! 
R. P. Monson Assistant treasurer 
e | Pee ea 
E, 
ee 
J. 


— 


E. McGuire 
G. 

Macy, Jr 
J. Cantwell 


1 Elected June 8, 1954. 
2 Resigned June 8, 1954. 
§ Elected July 13, 1954. 


Officers, 1953 


Shares 
owned 
Dee. 31 


President 
J. Cc. Leslie. .| Vice president, administration 
a on Friendly -- Vice president and general counsel - 
Vice president and assistant to president. 29, 000 
F. Gledhill... ...| Vice president 28, 000 
H. E. Gray_........| Vice president, ATL 
W. L. Morrison Vice president, LAD 
W. G. Lipscomb....| Vice president, traffic and sales....-.-.-- 
A. P. Adams Vice president 
E. Balluder .do 
Oe eo eee Vice president, PAD 
R. B,. Adams Vice president 
H. W. Toomey..-.-..|...-.do 
A. A. Priester.......| Vice president and chief engineer ! 
H. M. Bixby.......| Vice president 
J.8. Woodbridge. _- .-| Comptroller 
R. G. Ferguson I il ce ek manson 
H. P. is Secretary and general attorney 
H. H. Berke Assistant vice president 
W. W. Lynch Assistant vice president Comm,?____._.- 
S. B. Kauffman Assistant vice president Eng.? 
J. C, Cone. — vice president 
W.J. McEvoy 
A.M. Archibald... hatetens v ice president and assistant 
secretary.3 
J. D. Fenton Assistant vice president 
R, P. Monson sameent treasurer 
A, Hiatt 
E. G. Rothrock 
J. Macy, Jr. 


SSSagSSsSsissesssss 


e SR Ri seesE 


= 
> 


8 


8 





_ 
= 


S8 


seeseeee 


aaa 
PAS 








1 Resigned as officer June 2, 1953. 
2 Elected June 2, 1953. 
§ Deceased Jan. 17, 1953. 
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Officers, 1952 


| Stock 
Shares | under 
owned | option 
Dee. 31} Dec. 31 


Sys. | Ser 
. Les o. ...----] Vice president, administration 
i iJ. Friendly. _....| Vice president and general counsel. --.-- 
ee ry ar . .---| Vice president and assistant to president. 
° edcni enone weed 
. E. Gray_........} Vice president, ATL 
. R. Harris_...----].--.-do. 
Vice soadicka: LAD 
Vice president, traffic and sales 
--| Vice president 
__...--| Vice president, PAD 
...----| Vice president 
. W. Toomey-..-..}-....do 
Vice president and chief engineer.......- 
Vice ) -- ae ent 
o Ey TOWERS... ...--].- 
. 8. Woodbridge--__ Com ptrailier 


Scat 
: os 


= oO 
. 


Props 
3B 


| 


eben] 

bw 

a 
= 
~~ 


Secretary and general attorney--_-......- 
Assistant vice president, SOS 
— vice president. 


nt 


ae 


Nv 
~ 
c 
= 


i Archibald... Assistant vice ‘president and assistant 
secretary. 
Assistant vice president 
Assistant treasurer 
Assistant comptroller 
— secretary 


WM pgs 


1 Resigned Dec. 31, 1952. 
9 Resigned Jan, 31, 1952. 


Officers, 1951 


| | 

Con- | lg 

jtingent| Fees | Shares —— 
com- | asdi- | owned option 

pensa- | rector | Dec. 31) Tos. 31 


President 1 None 
Vice president-administrator 3, 208 » None 
Vice president and general counsel 2, ; None 
Vice president and assistant to president_ 2, i None 
Vice president 25 None 
Vice president-P AD 22, 87 , None 
Vice president-LAD ‘ None 
Vice president-ATL : None 
Vice president traffic and sales 7 9, None 
Vice president ! g se None 
None 
None 
i None 
Vice president and chief engineer . 5, 2 None 
Vice president . None 
do . None 
None 
None 
| Secretary and general attorney . 2, None 
Assistant vice president-SOS t None 
Assistant vice president : None 
None 
Assistant vice president and assistant 12, 542 None 
secretary. 
Assistant vice president None 
Assistant treasurer : None 
do. | | None 
Assistant comptroller 30 None 
Assistant eee 7 y None 
do None 




















1 Elected Oct. 2, 1951. 
2 Elected Aug. 1, 1951. 
3 Resigned June 30, 1951. 
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Officers, 1950 


| | 
| on- : Stock 
ltingent| Fees | Shares} under 
Title 3 com- | as di- | owned | option 
pensa- | rector | Dec. 31} Dec. 31 


J. T. Trippe President 

J.C. Leslie Vice president-administrator 

H. J. Friendly Vice president and general counsel 

8. F. Pryor Vice president and assistant to president. 

ie RE | ee ee 

H. E, Gray Vice president-PAD 

W. L. Morrison.....| Vice president-LAD 

H. R. Harris -- Vice president-AIL ! 

W. G. Lipscomb....| Vice president, traffic and sales 

H. B. Dean Vice president 2 

E. Balluder 

C, M, Young 

Wye, OTE, cc cpwnhagene 

A. A. Priester.......| Vice president and chief engineer 

H. M. Bixby...-...| Vice president 

Fc Towers..: ic 

J. 8. Woodbridge. _.| Comptroller 

R. G. Ferguson Treasurer 

H. P. Morris Secretary and general attorney 

H. H. Berke Assistant vice president 

3:6: Oene:.;...- ee 

W. J. McEvoy of anal 

A. M. Archibald... 12,2 
secretary. 

J. D. Fenton Assistant vice president § 

R. P. Monson...-...| Assistant treasurer 

Gs PROMOTER . 2 cwcclenecu ‘Se 

A. Hiatt. _.-- Assistant comptroller 

E. G. Rothrock.....| Assistant secretary 

BB Cantwell.......| deste do 


None 
None 
None 
None 
None 
None 
None 
None 
None 
None 


Ss 


SESSES SESSESES 


None 
None 
None 
None 
None 
None 


om ON WRN AMD 


a 


1 Elected Sept. 26, 1950. 
2 Deceased Mar. 21, 1950. 
3 Elected Mar. 1, 1950. 

4 Retired Dec. 31, 1950. 

§ Elected Mar. 1, 1950. 

6 Elected Oct. 3, 1950. 
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Officers, 1949 





Con- 

| tingent | Fees | Shares 
| Salary | com- | asdi- | owned 
| pensa- | rector | Dec. 31 
j} tion | 


Stock 
under 
option 
1 ec. 31 


J. T. Trippe President... _._- $20, 000 |. | $2,700 | 49, 039 None 
BG, BARB. chaise aie Vice president, administrator | 22, 500 | $7, 500 - 651 None 
H. J. Friendly Vice president and general counsel_.....| 25,000 | 11,000 650 | 2,470 None 
8. F. Vice president and assistant to president_| 26, 000 | 10,000 | 2,650} 4,098 None 
F. Gledhill | Vice president_. | 24,000 | 10,000 | 950 | 1,162 None 
H, E. Gray -- Vice president-PAD ! 7, 500 | 7,500 |_..__- 846 None 
W. L. Morrison.-__-_| Vice president-LAD 22, 000 | 10, 000 |........} 8,450 None 
J. H. Smith, Jr Vice president-A TL 2___ | 5,000 ie, -| None 
W.G. Lipscomb....| Vice president, traffic and sales-___ 20, 000 000 |___. 1,665 | None 
H. B. Vice president- a nies | 25,000 | 12,000 | g 7,000 | None 
E. Balluder | _d ake | 21,000 











NDON 


000 |. 13,711 None 
ot 2 ee 12, 000 |__.. eens ; None 
W.L. a ..| 19, 500 500 | | 3,023 None 
A. A. Priester.......| V ice president and chief engineer -- _..| 20,000 000 ‘ | 4,533 None 
H. M. Bixby | Vice president- 13, 000 | 000 | 1,650; 5,303| None 
a, ua aon ers 1 17, 500 000 atoal 235 | None 
| Vice president ‘and treasurer é 4, 500 |...-. inemes - | None 

Ri 8. “Ww cotixiten _.| Con iptroller_ ome 18, 000 3, 000 | 1, 363 | None 
R, G. Ferguson Treasurer _ ciceatbansnl Big Rae GP A ccsance! 571 | None 
H, P. Morris e Secretary and general attorney -- ..---.-| 13,000 BEE ln cincnis 1, 486 None 
J. C. Cone Assistant vice president 15, 000 | 500 aduteapiuas 1a None 
os DECI VOY... -<1..-..00.....- ; | 12, 000 500 Sa 2, 131 | None 

i Bes BOO. «.4-~...06... ..--....-- cccaentniteele-oecinia weal 500 |.... | 1, 279 None 
H. H. Berke male ee 2 Viciiicctanestacecenen ae 500 |..... 618 | None 
R. P. Monson_.----| Assistant treasurer... ._---- ansecet 2 ae a ea 516 | None 
A. Hiatt ..| Assistant comptroller - __-- ececes! Lee BH. ctunce 740 | None 
J.J. Brucia Assistant secretary 5_--- was ae 1, 688 |-. oe . None 
™ G. Rothrock-- sli nate | 7,525 500 pode 100 None 
. J. Cantwell is iacanie adie sail aaa 67: 50 500 ai duebig iain. ae 





co Ww oro 


RrmwOwNwwho 





1 Elected July 1, 1949. 

2 Resigned Mar. 31, 1949. 
3 Resigned June 30, 1949. 
4 Resigned Mar. 31, 1949. 
+ Resigned Apr. 30, 1949. 


Officers, 1948 


j 
| Con- | 
jtingent; Fees 
com- | as di- 
| pensa- | rector .3l 
| tion | 
! 


| 
} 
} 


eC. < 





President stalk $20, 000 | oesat aoe None 
J. C. Leslie Vice president-adminis strator 500 7, 000 ae le None 
H. J. Friendly Vice president and general counsel __.| 25,000 | 11,000 £00 | None 
8S. F. Pryor--_-- | Vice president and assis te ant to pr esident_| 26, 000 10, 000 2, 450 ) None 
F, Gledhill _ ----- | Vice preside nt_.. hase ..---| 24,000 | 10, 000 550 ( None 
T. Wolfe..__. Vice president-P AD 1____- cae 5, 000 | a a *) | None 
W.L.} forrison. ..-| Vice president-LAD----.-..-- ‘ .| 22,000 | 10,000 is None 
J. H. Smith, Jr__- -| Vice president-AT L- 18,333 | 8,000 | <a None 
W.. @, Eipateuni. .| Vice president traffic < and sales______- 20, 000 000 | ( | None 
H. B. Dean ..| Vice president.......... ‘ 2 25, 000 000 500 (4) | None 
E. Balluder__. MEET RED , poke sails 20,166 | 7,000 ; ) None 
D. 8S. Ingalls..._...-|} Ddiiuokake ; 23,014 | 000 None 
W.L. Bond " dtd bab 22, 041 500 el : None 
A. A. Priester | Vice president and chief e ngineer- it nmap gta 000 | ) | None 
H. M. Bixby_......| Vice president___- ...---| 13,000 000 | None 
J. C. Roop_--- Vice president and treasurer__.-- ! 18, 000 | 000 ( | None 
J. 8. Woodbridge. .._| Comptreller__. ash sd 18, 000 | 000 ; | None 
H. P. Morris__.....| Secretary and general attorney--_-.-.....| 13,000 | 500 : ) | None 
J.C. Cone. _.| Assistant vice president _...--| 15,000 500 | None 
W.J. McEvoy o2k3@ i p i 12, 000 500 None 
A. M, Archibald... thacathn Sub We iol «sesadateee ...-} 11, 191 500 None 
H. H. Berke ‘ ies ss won _— 14, 333 None 
J. H. Towers_-_. 11, 367 None 
R. G. Perguson._.._| Assistant treasurer ...-| 13,999 


J. T. Trippe-. 
--| 
| 


~jJ 





ooh SIs 


= sg popes 
Beas 
=< = 


- None 
A. Hiatt. ; Assistant eumatreme.. eueie ...-| 11,000 { s None 
J. 0. Merckling__- }__.._do3 " i . atin 1, 833 a < None 
T. J. Brucia__ | Assistant secretary. ----| 4,300 ; ; None 
E. G. Rothrock.. PZ lie ie se sa had _| 6,853 E ea ( None 


- 





1 Resigned Apr. 1, 1948. 

2 Elected Mar. 23, 1948. 

3 Deceased Mar. 1, 1948. 

4 Not applicable. The capital stock of Pan American World Airways, Inc, was all owned by Pan 
American Airways Corp. prior to Dec. 31, 1949. 
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SUBCOMMITTEE INSERT No. 6 


Pan American World Airways System afiliated and associated companies and 
other investments (from CAB form 41, Dec, 31, 1955) 


| Income for | Book value 


Acerias Paz del Rio-__- 

EE Pe, ORD. 6 one ca ciccaeebdndcaddnnsccobeaneosss 

Aeronautica] Radio of Siam, Ltd_.................-...2-----.-- 

Aeronaves de Mexico, 8. A 

Aeropuertos Unidos, 8. A 

Aerovias Nacionales de Colombia, 8, 

Aerovias Venezolanas, 8. A 

Airlines Clearing House, Inc 

American Chamber of Commerce, Brazil _- 

American Club, Caracas : 

Serene SrOmeG ORS BOR oo Sccccccccccccccccccudivesteuwssustee 
Berwind Country Club 

Caracas Country Club 

nn ee CUE On ee. <3 cc Sccgdcwenewccia bible lodeuecesss 
Club Campestro, San Salvador 

Compania de Aviacion Pan American Argentina, 8. A. C. F.1_| 

Compania Dominicana de Aviacion, CO. por A 

Compania Immobiliaria Lucila, 8 4 

Compania Mexicana de Aviacion, 8, A 

Compania Panamena de Aviacion, 8. A 

Delsud Inversora, 8. R. L 

East Side Airlines Terminal Corp... peek aes. ons sees see 

Expreso Aereo Interamericano, 8. A ..............-..-..--..-- 
oN EES a eee ese 
Intercontinental Hotels Oorp .. ....52-.... pes n Soe Sasa ee 
International Country Club, Brazil | 
Inrernational Aeradio (Caribbean) Ltd 

International Aeradio, Ltd. (London)-_...................-.... 

Kokusai Hotel Kogyo Kabushiki Kaisha. -- ‘ 

La Goree Country Club a i 

RAOTRe TOCUIIED COON TD. no n ccncc swe ccceccccncnceceaus 

Lineas Aereas Costarricenses, 8. A 

Lineas Aereas de Nicaragua 

eee ee ee id wegen ee 
Middle East Real Estate Co., 8. A_..........-- 2 5 5 canine ames kiana tet 
Nejapa Country Club ae 

Panair do Brazil, 8. A j 161, 014 
Pan American-Grace Airways, Inc | 

Radio Aeronautica de Cuba, 8. A...........-....--....---.--. | 

Tn ED FOO COMIN Che ecn noo occ ncccccnccsnccccccccccn 

Riviera County Club of Coral Gables....................-.-.- 

Santo Domingo Country Club 

Sao Paulo Golf Club 


Social Immobiliaria Norteamericana, 8. A................---- 
Sociedad Anonima, The Lima Golf Club 

Sociedade Aeroportos Pan Americana de Macau, Ltda 
Uraba, Medellin & Central Airways, Inc 





1 Represents membership fee investment. 


INTERCONTINENTAL Horets Corp., New York, N. Y. 
A BRIEF SKETCH 


Intercontinental Hotels Corp. (IHC) was formed early in 1946 partly as a 
result of discussions between the United States State Department and Pan 
American World Airways regarding the need for a hotel development program in 
Latin America. It was recognized that increased tourist and business travel to 
Latin America would contribute importantly to the dollar balances of Latin 
American republics and further hemisphere trade and solidarity. 

The lack of adequate and sufficient modern hotel accommodations, however, 
constituted an obstacle to increased travel to Latin America. 

IHC accordingly was organized as a wholly owned subsidiary of Pan American 
to undertake, with the approval of the Government, a hotel development program 
in Latin America; and elsewhere in the world where the lack of adequate hotel 
facilities impedes the development of tourism and business travel. 

Today, 9 years later, Inter¢ontinental Hotels Corp. has become the world’s 
largest overseas hotel corporation. 
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The growing roster of IHC-operated hotels presently reads: The smartly mod- 
ern Hotels Tamanaco in Caracas, and Del Lago in Maracaibo, Venezuela ; Tequen- 
dama in Bogota, Columbia, and Victoria Plaza in Montevideo, Uruguay—all 
designed and operated by IHC for their owners. 

Also the Hotels Reforma in Mexico City, Nacional de Cuba in Habana, Carrera 
in Santiago, Chile, and Grande in Belem, Brazil. 

Intercontinental also represents throughout the world such other renowned 
South American hotels as the Plaza Hotel and Hotel Continental in Buenos Aires, 
and the Gran Hotel Bolivar and Country Club De Lima in Lima, Peru. 

IHC also has designed and will operate for their local owners, two new ultra- 
modern hotels which are now under construction: One in Curacao, Dutch West 
Indies, which will be completed by the end of next year; and one in San Salvador, 
capital city of the Central American Republic of El Salvador, which will be com- 
pleted early in 1957. 

The company presently is engaged with plans for the operation and manage- 
ment or leasing of other hotels in Durope, and in various other parts of the world, 
as well as with the design and construction of new hotels. 

Although IHC is a subsidiary of Pan American World Airways, its hotels are 
by no means restricted to PAA routes, and are operated for the benefit of all 
carriers and the traveling public. 

The corporation is headed by a veteran top flight team of hotel management, 
sales, design, and construction experts who know precisely what tourists and 
business travelers expect in a hotel, and how to meet their requirements. 

Chairman of the board is Wallace 8S. Whittaker, one of America’s outstanding 
business leaders. 

President of IHC is Byron BE. Calhoun, a kinetic hotel career man who is re- 
sponsible for innovations in the field of hotel design and management which have 
set new standards in the industry. 

Peter Grimm is vice president in charge of hotel operations. Prior to joining 
IHC, he was managing director of hotels in New York and Philadelphia, has an 
extensive executive background in the European hotel field. Sylvester J. (Spec) 
Roll is vice president in charge of negotiations. Mr. Roll has spent virtually 
his entire business career abroad, mainly in Latin America; first with the 
United States State Department, later with Pan American World Airways. 

Oscar G. Balz, vice president in charge of finances, formerly was associated, 
for 20 years, with Pan American and Panagra, for the most part in Latin America. 
He is an expert on foreign exchange control and Latin-American social and labor 
laws. 

IHC’s executive offices are located in the Chrysler Building, New York City. 
Its sales, advertising, and other departments, as well as its worldwide reserva- 
tions center, are located in Long Island City; and a regional sales and reserva- 
tions office in Miami. 


HOTELS OPERATED BY IHC 


Carrera, Santiago, Chile 

Del Lago, Maracaibo, Venezuela 
Grande, Belem, Brazil 

Nacionai de Cuba, Habana 

Reforma, Mexico City 

Tamanaco, Caracas, Venezuela 
Tequendama, Bogota, Columbia 
Victoria Plaza, Montevideo, Uruguay 


HOTELS REPRESENTED WORLDWIDE BY IHC 


Plaza, Buenos Aires, Argentina 
Continental, Buenos Aires 
Gran Hotel Bolivar, Lima, Peru 
Lima Country Club, Lima 


UNDER CONSTRUCTION 


Hotel El Curacao, Willemstad, Curacao, Netherlands West Indies 
Hotel HE! Salvador, San Salvador, Bi Salvador 
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SUBCOMMITTEE INSERT No. 7 


New York, N. Y., October 15, 1948. 
Mr. CHARLES CHESTON, 
802 Philadelphia National Building, 
1416 Chestnut Street, Philadelphia, Pa. 


Dear CHARLIE: Following our last conversation on the subject of the acquisition 
of American Overseas Airlines by Pan American Airways, I have discussed the 
matter in detail with Juan Trippe, president of Pan American. 

He has authorized me to submit the following detailed plan for consideration 
by you and your associates. He is prepared to recommend the program to his 
board, but of course, has not taken the matter up with them, pending further word 
from you and your associates. 

1. There are two Pan American companies. One of these is Pan American 
Airways, Inc., a New York corporation, which is the operating company. The 
other is Pan American Airways Corp., a Delaware corporation. This Delaware 
corporation owns all of the stock of Pan American Airways, Inc., and investments 
in certain other airlines (including the 50 percent interest in Panagra). It is 
the stock of the Delaware corporation which is publicly held. 

2. PAA’s tax counsel advises that, for technical reasons which we will be glad 
to discuss with you, it would not be possible to have the transaction a tax-free 
reorganization from the standpoint of AOA and AOA’s stockholders, if Pan 
American Airways, Inc., acquired AOA’s assets and liabilities and payment 
was made in Pan American Airways Corp. stock. If a tax-free reorganization 
is important from the standpoint of AOA’s stockholders, it would therefore be 
necessary to have the transaction a three-cornered one in which Pan American 
Airways, Inc., first acquires the assets of Pan American Airways Corp., so that 
the public will hold stock in Pan American Airways, Inc., rather than in Pan 
American Airways Corp., and Pan American Airways, Inc., would then acquire 
the assets and assume the liabilities of AOA. The transaction between Pan 
American Airways Corp. and Pan American Airways, Inc., would be purely an 
intercompany one and on a share-for-share basis. If AOA is not concerned 
with having the transaction a tax-free reorganization, this step could be omitted. 

8. The amount of Pan American’s stock to be issued for the assets of AOA would 
be determined on the basis of the net worth of the two companies as of the last 
feasible date before conclusion of the contract (this would now be September 30, 
1948), and such stock would be distributed ratably to all AOA stockholders. In 
determining this net worth, the following principles would be applied: 

(a) No amounts shall be included for development costs. 

(b) There shall be excluded any amounts estimated for United States mail 
payments in excess of rates actually established at the time when the contract 
is concluded. 

(c) Both sides shall be entitled to have included the excess of their share 
in the equity of subsidiary companies over the investment made therein. 
Some 10 percent of Pan American’s net worth is represented by its share 
of the equity in foreign-flag companies. Nearly all of these are operating 
at a profit and, of course, some of these national companies are in hard 
eurrency countries such as Venezuela and Cuba. While several, including 
the small Costa Rican and Dominican companies, are operating at a loss, 
their consolidated return would be well in the black. PAA, therefore, 
believes that full allowance should be made for its share in the equity of 
these companies. This is particularly true since it is proposed that no 
amounts are to be included for the value of certificates, in spite of the fact 
that PAA holds permanent certificates to Europe, Latin America, Asia, 
and Australasia, while AOA holds only a temporary certificate expiring in 
mid-1952. 

(d) All nonecurrent receivables and deferred charges of a doubtful or 
questionable character shall either be excluded or have proper reserves 
established against them. 

(e) Any question in connection with the foregoing shall be settled by an 
agreed firm of independent auditors not employed by PAA, AOA, AA, or AEL. 

4. AA would agree that as soon as feasible and in any event within a period 
of 5 years it would dispose of, either to its stockholders or to the public, all 
shares of PAA stock received by it, and that, pending such sale or distribution, 
such stock would be held by two voting trustees, one to be nominated by AA 
and the other by PAA, and in the event of their inability to agree, a third voting 
trustee to be appointed by some impartial source. 
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5. PAA would elect to its board of directors two of the present directors of 
AA, to be agreed upon by PAA and AA, and would endeavor to cause persons 
similarly chosen to be reelected so long as AA shall hold the PAA stock—any 
such interlocking relationships to be subject to approval by the CAB. 

6. All intercompany agreements between AOA and AA or between AOA and 
AEL would be canceled upon consummation of the transaction or within a 
reasonable time thereafter. 

7. It would be necessary to obtain the agreement of the banks which are 
parties to the credit agreements of PAA and AOA that they will remain bound 
by the terms of the credit agreements and will modify these to such extent as 
the transaction requires. 

8. The contract would have to contain suitable labor provisions. It is believed 
that places could be found in PAA for all of AOA’s flight and mechanical per- 
sonnel, and every consideration would be given by PAA to the employment of 
other AOA personnel. There is no reason to believe that the working out of this 
labor matter will present undue difficulties. 

9. Before signing the contract, PAA would have to be satisfied that there 
are no unduly burdensome contracts or commitments of AOA of a continuing 
character. 

10. Any contract would be subject to approval of the Civil Aeronautics Board 
and of the stockholders concerned. 

My kindest regards. 

Faithfully yours, 
JoHN W. HANEs. 


NOVEMBER 19, 1948. 
Mr. CHARLES CHESTON, 
802 Philadelphia National Building, 
1416 Chestnut Street, Philadelphia, Pa. 

Dear CHARLIE: With the knowledge and approval of the president of holding 
company, and with the understanding that its executive committee has approved 
in principle and that its formal approval will be sought at a meeting on Novem- 
ber 23, I am authorized to extend through you to O the following formula for 
consideration of both companies as a means of effecting, in substance, the absorp- 
tion of O into the holding-company system : 

1. The transaction is to be effected in a manner constituting a tax-free reorgan- 
ization for Federal income-tax purposes. Therefore, the holding company will 
first sell all its assets to its wholly owned subsidiary (hereinafter called sub- 
sidiary), which will assume all of holding company’s liabilities and issue its 
stock, share for share, to holding company’s stockholders. O will then sell all 
its assets to subsidiary, subject to all liabilities and reasonable liquidation 
expenses, which will be assumed by subsidiary, for common stock of subsidiary 
determined on the basis hereinafter set forth. 

2. The amount of subsidiary’s stock to be issued to O in the transaction is to 
be determined on the basis of the respective net worth of the holding company 
consolidated with subsidiary and the net worth of O as of December 31, 1948. 
Such respective net worth shall be based upon the report of an independent firm 
of auditors agreed to by both companies, who shall be authorized to satisfy them- 
selves as to the correctness of the accounts of each of the companies and any 
subsidiaries or affiliates, and who shall compute the net worth of holding com- 
pany consolidated with subsidiary and of O for purposes of closing this transac- 
tion under the definitive contract through reflection of the following principles 
agreed to by both parties: 

(a) There shall not be included any route development expenses or values 
attributable to possession of certificates of convenience and necessity. 

(6) Value of assets shall be in United States dollars but shall reflect such 
adjustment in conversion of other currencies, assets legally payable in 
other currencies and assets situated in other than the United States or 
United States possessions, as may be reasonable in the light of good ac- 
counting practice and of all the circumstances. 

(c) Accrued mail pay shall be taken at rates established by the (AB, 
whether temporary or permanent, at the time of the final report of the jointly 
selected auditors, except that if only one party or neither party shall have 
had final Atlantic rates through December 31, 1948, established at such time, 
the other party or both parties, as the case may be, shall be given credit by 
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the jointly selected auditors for estimated final rates for any period for which 
such rates have not been established. 

(d) In no event shall the net book value of O as of December 31, 1948, 
be deemed to be less than an amount obtained by multiplying the average 
cost per share to O’s principal stockholder of $10.78 per share by the total 
number of O’s shares outstanding. 

(e) Holding company shall be entitled to have included in assets the excess 
of the value (based on the subsidiaries’ and affiliates’ fair values, as of 
December 31, 1948, certified by independent certified public accountants 
satisfactory to the selected auditors and determined as stated in clauses 
(a), (b), (ec), (f), and (g)) of its investment in shares of stock in subsidi- 
aries and affiliates over the amount at which such investment is carried on 
the books of holding company as consolidated with subsidiary. 

(f) Accounts receivable and deferred charges shall be stated at fair value 
and accounts receivable deemed uncollectible or of doubtful value shall 
either be excluded from the computation or appropriate reserves shall be 
established against them. 

(g) In the valuation of assets the reserves for depreciation and obso- 
lescence shall be stated on identical bases for the two companies unless 
there be good reason, agreeable to and approved by the jointly selected 
auditors, for variation between the bases utilized. The same policy shall 
apply with respect to reserves for overhaul of aircraft, engines, and other 
equipment. 

Such firm of selected auditors would also be responsible for test checks to report 
to both holding company and O at the closing (as a condition of their respective 
obligations) that there had been no materially adverse change in the financial 
condition of either company between December 31, 1948, and the date of closing 
other than in the regular course of business, it being understood that any 
reduction in current assets due to acquisition of equipment now under contract 
shall be deemed a change in the regular course of business. 

3. At the time of closing, all intercompany agreements between O and its two 
larger stockholders would be canceled effective immediately where practicable 
and otherwise as soon as operationally feasible. 

4. The closing will be subject to the obtaining of a satisfactory bank loan or 
credit agreement by subsidiary, which both parties will use their best efforts 
to obtain, in an amount and on such reasonable terms as, giving effect to the 
action contemplated by the succeeding sentence, will enable the equipment con- 
tracts with B to be financed either through the consent of the banks presently 
obligated to O or to holding company or otherwise. It is understood that any 
indebtedness of O to its two largest stockholders, whether evidenced by sub- 
ordinated notes or otherwise, will be liquidated prior to closing and that any 
further commitments of these stockholders to lend or advance money to O shall 
terminate on the closing. 

5. Each company represents that it has no long-term employment contracts and 
no other unduly burdensome contracts. Each company will expressly agree that 
the other’s contracts for equipment and leases for airports are not unduly bur- 
densome. Subsidiary will indemnify O and its directors and officers against any 
liability in the case of any continuing contracts of O. Such indemnity shall be 
effective notwithstanding any inability on the part of O, because of lack of 
consent of the other party to any of said contracts, to make a valid assignment 
thereof to subsidiary. 

6. The closing will be conditioned on subsidiary’s taking over all personnel 
directly employed by O at the date of the closing; subsidiary will endeavor to 
provide continuing employment with subsidiary for such personnel suitable in 
the light of their experience and qualifications. It is recognized that a large 
proportion of the work of O done within the United States is accomplished by 
contract for the performance of such work by employees of O’s largest stock- 
holder. This has come about through the integration of the services of both 
companies at New York airport and has resulted during the year past in the 
transfer of a substantial number of O employees to the payroll of O’s largest 
stockholder. As a part of the transaction subsidiary agrees to work with O 
and O’s largest stockholder toward a program which will aim to provide con- 
tinued employment for the maximum number of such personnel employed at 
New York on the date of closing. 

7. Subsidiary will agree to use its best efforts to nominate and elect as its 
directors two designees of present largest stockholder of O acceptable to sub- 
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sidiary so long as O’s largest stockholder retains stock or voting trust certificates 
in subsidiary after transaction is consummated. 

8. O’s largest stockholder would agree to place any stock of subsidiary received 
by it as a consequence of the transaction and the dissolution of O in a voting 
trust to continue for 5 years, subject to earlier termination on the prior dis- 
tribution of such stock to the stockholders of such largest stockholder or the 
public sale of such stock. There shall be three trustees of such voting trust, 
one to be nominated by the said largest stockholder, one by subsidiary, and one 
to be jointly agreed upon or selected by some impartial source. If the SEC 
requires that a registration under the 1933 act be effected in the event of a 
public sale of such stock by said largest stockholder, subsidiary will agree to 
effect a registration of such stock, provided that such registration is effected 
at a time which will enable subsidiary to utilize its annual audit or if such 
audit is for a different time such stockholder pays for the cost of the auditors, 

9. Necessary approvals of the full boards of directors must be obtained before 
a definitive contract is made. Such contract must permit both parties to be 
released if the necessary stockholders’ votes are not secured or the transaction 
held up by injunction for any unreasonable period. Similarly, necessity of 
CAB and Presidential approval must be made a part of the contract but it 
should be understood that conditional approval should only give rise to a 
release from the definitive contract if either O or holding company is substan- 
tially adversely affected, and then only at the option of the party adversely 
affected. It is suggested that the failure of action on the part of the CAB and 
the President be covered by a 6-month deadline from the date of signing of 
the definitive contract (extendible up to an additional 3 months by either party), 
that stockholder action required to carry out the contract shall be called for 
within 45 days after the necessary approval orders, and that closing shall take 
place 15 days after such action is obtained, If such action is not obtained 
within 90 days after the last approval order, then either party may cancel the 
transaction. 

Sincerely, yours, 
JOHN W. HANgs. 


Excerpts From THE SworRN TESTIMONY OF RatpH S. DAMON IN THE NorTH 
ATLANTIC RouTE TRANSFER CASE, CAB Docket No. 3589 ET AL. 


[TR. 3001] DIRECT EXAMINATION 


By Mr. HIcHsaw: 
Q. Mr. Damon, would you give your full name for the record?—A. Ralph 
Shepherd Damon. 


* x * * . * . 


Q. Were you formerly connected with American Airlines?—<A, I was. 

Q. Would you state for the record the positions you held with American?— 
A. The positions I held with American Airlines are [Tr. 3002] as follows: 

In January 1936 I was elected vice president and began serving as vice 
president in charge of operations. I served in that capacity until the end of 
April 1941, at which time I was granted leave of absence by American Airlines 
to accept the presidency of Republic Aviation Corp. 

I returned to American Airlines in September 1943, as vice president and gen- 
eral manager and served in that capacity until June 1945, at which time I was 
elected president, in which capacity I served until January 19, 1949. 

I was a director of American Airlines from January 1936, until January 1949, 
including, with the approval of the Civil Aeronautics Board, the time during 
which I was connected with Republic Aviation Corp. 

Q. Mr. Damon, were you also formerly connected with American Overseas 
Airlines?—A. Yes. 

Q. Would you state for the record the positions you held with American Over- 
seas Airlines?—A. I was elected a director of American Overseas in July 1945, 
and served as such until January 19, 1949. In the spring of 1948 I was elected 
vice president of American Overseas Airlines, and served in that capacity also 
until January 19, 1949. 

Q. Did you sever all connection with American and American Overseas follow- 
ing the execution of the transactions now before the Board?—A. Yes: with the 
exception of the fact that I still [Tr. 3003] have a small amount of stock in 
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American Airlines. I severed all official connection, and sold most of my stock. 
Q. What was the approximate date of your resignations?—A, All resignations 
took effect January 19, 1949. 
Q. Did you publicly state at that time that you were resigning because of 
opposition to the transfer of American Overseas to Pan American?—A. Yes. 


{Tr. 3026] Q. Then after you received it, and when you first went to talk to 
Mr. Smith, did Mr. Smith tell you who originated the proposal?—A. He told me 
then that Mr. Cheston had been approached by Mr. Hanes. I believe that was 
the way he put it. He was acting on behalf of Pan American, The names 
Cheston and Hanes were mentioned, and I am sure that he either stated or in- 
ferred from it approach had been made from Hanes to Cheston. 


SUBCOMMITTEE INSERT No. 8 


AMERICAN OVERSEAS AIRLINES, INC., 
New York, N. Y., September 14, 1949. 


To the stockholders of American Overseas Airlines, Inc.: 


We have informed you, by letter of January 10, 1949, and subsequently in the 
annual report of the corporation, of the agreement of American Overseas with 
Pan American Airways, Inc., for the sale of the assets of American Overseas. 

As you have been jnformed, the transaction can be consummated only with 
the approval of the Civil Aeronautics Board. Hearings were held before an 
examiner of the Board in late May, the hearings lasting for some 5 weeks. 
American Export Lines, Inc., the owner of approximately 20.3 percent of the 
shares of American Overseas stock, opposed approval of the transaction by the 
Board, indicating that it considered the price to be too law, stating also that it 
was against the transaction in principle and would prefer no such transaction. 

The agreement provided that either of the parties could cancel after September 
13, 1949. The management of the company and its board of directors have given 
serious consideration to what action should be taken with respect to extension 
or termination of the contract. 

Our stockholders would appear to prefer a transaction in which payment for 
the assets of the company would be in cash, after approval by the Civil Aero- 
nautics Board and at the time of closing. The original agreement provided that 
payment be made in stock of Pan American Airways, Inc. 

Accordingly an amendment to the contract has been negotiated and executed 
with Pan American, with the approval of the board of directors of American 
Overseas and the consent of American Airlines, Inc., owner of 61.9 percent of 
the company’s stock, which provides: 

1. For its assets American Overseas will receive $17,450,000 in cash, Pan 
American assuming the company’s liabilities. All expenses incident to the 
transaction, except for expenses of liquidation after the sale, will be borne by 
Pan American. For basis of judgment of the amended contract, the following 
figures are given: 

(a) The number of shares of American Overseas is 1,749,825. 

(6) Under the previous agreement with Pan American, American Over- 
seas would have received 1,193,844 shares of the common capital stock of 
Pan American. 

(c) Market value of Pan American stock on Monday, September 12, 1949, 
was $854 per share. 

2. The revised agreement is dependent upon Pan American Airways, Inc., 
securing a bank credit sufficient to assure that the potential obligation of 
$17,450,000 can be met. 

3. Subject to the foregoing, a new date of March 13, 1950, is set to which both 
parties are bound until the Civil Aeronautics Board acts. This date can be 
extended for a period of 3 months by either of the parties. 

Request is being made that the Civil Aeronautics Board approve the revised 
and extended agreement. We will inform you if there are further significant 
developments. 

By order of the board of directors: 

C. R, Smiru, President. 
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SUBCOMMITTEE INSERT No. 9 
(Agency—Confidential—Declassified by CAB, at subcommittee request) 
UNITED STATES OF AMBRICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 

Docket No. 3589, ET AL. 


NORTH ATLANTIC ROUTE TRANSFER CASE 


Decided May 17, 1950 


Pan American’s absorption of AOA would result in public detriment by increas- 
ing, not lessening, the cost to the public for support of our international air 
services, contrary to the statutory mandate to foster sound economic condi- 
tions in air transportation. 

With the accretion of AOA, Pan American would occupy a position of predomi- 
nance in United States international air transport, which would tend to stifle 
effective competition in American-flag air operations across the North Atlantic, 
contrary to basic policy principles. 

The purchase by and transfer to Pan American of all the assets, including the 
certificate of public convenience and necessity, of AOA would be inconsistent 
with the public interest, and must be disapproved, pursuant to Sections 401 (i) 
and 408 (b) of the Act. 

The acquisition by Ame.ican of additional shares of AOA capital stock, increas- 
ing its holdings from 51.4 to 61.9 percent of the outstanding shares, does not 
constitute an acquisition of control requiring approval under Section 408 of 
the Act. 

Under Section 401 (h) of the Act, the public convenience and necessity require 
amendment of Pan American’s temporary certificate so as to permit the carrier 
to omit a stop at London on flights operated between points west and points 
east thereof. 

APPEARANCES : 

Howard C. Westwood, for American Overseas Airlines, Inc., and American 

Airlines, Ine. 

Henry J. Friendly, Blihu Schott and J. 2. Hyman for Pan American Airways, 

Inc., and Pan American Airways Corp, 

Gerald B. Brophy and Carl 8. Rowe for Transcontinental and Western Air, 

Inc. 

W, Glen Harlan and BE. Smythe Gambrell for Eastern Air Lines, Inc. 

ze Stanley Gewirtz and Hardy K. Maclay for Seaboard and Western Airlines, 

Cc. 

L. R. Mason for American Export Lines, Inc. 

James M. Landis and Hardy K. Maclay for Brian O. Sparks, et al. 

Henry Kirsch for Association of Air Navigators. 

Edward J. Hickey, Jr. and Clarence M. Mulholland for International Associa- 
tion of Machinists and Brotherhood of Railway and Steamship Clerks. 

James W. Batchelor for Flight Engineers International Association, American 

Overseas Airlines Chapter. 

B. F. Napheys, Jr., for Air Line Dispatchers Association, AFL. 

Phil Gilbert for Council 36 of Air Line Pilots Association. 

Wm. D. McFarlane and Lambert S. O’Malley for Department of Justice. 

Frank J. Delany, Fred BE. Batrus, William Duvall, and Julian T. Cromelin for 
Post Office Department. 

James L. Highsaw, Jr., and William F. Kennedy, Public Counsel. 

The following appearances were made pursuant to Section 302.6 (a) of the 

Rules of Practice in Economic Proceedings: 

S. H. Moerman for the Port of New York Authority. 
Ivan Bowen for Air Line Pilots in the Service of American Airlines, Inc. 
Hubert A. Schneider for Braniff Airways, Inc. 
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OPINION 
By THE Boarp: 


This is a consolidated proceeding arising out of an agreement first entered 
into on December 13, 1948, and later amended on September 13, 1949, between 
Pan American Airways, Inc. (Pan American or PAA) and American Overseas 
Airlines, Inc. (AOA), providing for the sale and transfer to Pan American of all 
the property, assets, and business of AOA, including the temporary certificate 
of public convenience and necessity authorizing it to engage in the air transporta- 
tion of persons, property, and mail between coterminal points in the United 
States and various points in northern Europe. American Airlines, Inc. (Ameri- 
can), the majority stockholder in AOA, by simultaneous collateral agreement, 
joined in the transaction. The original contract called for payment by Pan 
American in stock, but the amended agreement provided for a straight cash 
purchase through payment to AOA of $17,450,000, and permitted extension of 
the termination date of the agreement by either party to June 13, 1950.2 By virtue 
of the amendment, a number of the collateral understandings have become moot, 
there surviving only certain agreements concerning the future use of the trade 
names developed by AOA and concerning the orderly termination of operational 
and financial arrangements between AOA and American, whose organizations 
have been integrated to a large degree. As a result of these agreements and 
amendments, the following petitions and applications lie before us herein: 

Docket No. 3589, wherein Pan American and AOA seek approval of the 
basic purchase and transfer ; 

Docket No. 3590, wherein Pan American and American seek approval of 
the surviving collateral understandings implementing the purchase contract; 

Docket No. 3592, wherein Pan American requests consolidation of AOA’s 
certificate of public convenience and necessity with one of its own certificates, 
which also is sought to be amended; and 

Docket No. 3630, wherein American seeks approval, if necessary, of the 
increase in its ownership of capital stock of AOA, which has taken place 
since the Board approved, in 1945, simultaneously with the award of AOA’s 
present certificate, the transfer of a majority stock interest in AOA to 
American from American Export Lines, the steamship carrier which had 
founded AOA, but which then lay under a Board order to divest itself of 
control of the air carrier. 

A further petition, in Docket No. 3591, in which Pan American sought ap- 
proval of its acquisition of all the assets of Pan American Airways Corp., 
formerly the top holding company of the Pan American system, was severed from 
the proceeding and decided favorably to the petitioner (Order Serial No. E-3409, 
October 7, 1949), and the transaction has been accomplished. 

At the same time as these various applications were consolidated into this 
proceeding (Order Serial No. E-2511, March 1, 1949), the Board instituted a 
proceeding (Order Serial No. E-2512),* likewise consolidated herein, to deter- 
mine whether, if the proposed purchase of AOA should be approved, there should 
be any alteration, amendment, or modification, in whole or in part, of the tem- 
porary certificates of public convenience and necessity, as amended, issued to 
AOA, Pan American and Trancontinental and Western Air, Inc. (TWA), in 
the 1945 North Atlantic case. Of these certificates, AOA’s embraces its entire 
route system, from the United States, via Canada and northern Europe, to an 
authorized terminal point at Moscow; TWA’s represents its whole international 
route, from the United States, via Canada, central and southern Europe and 
North Africa, to India, but not its transcontinental domestic system; and Pan 
American’s is only one of the authorizations, some permanent, some temporary, 
which extend its international and overseas routes from the United States to 
Canada and Europe, to the Near East, to Africa, to Central America, to the 
Caribbean and South America, to Alaska, to Hawaii, to Asia and to Australasia. 
The transatlantic routes of these three air carriers are depicted on the map, 
appendix IX, and are set forth, as authorized, in appendix VIII. 

Copies of the applications herein and of the supplemental agreement were 
duly transmitted to the President pursuant to section 801 of the act. Both as 


1 American and AOA have conducted their case jointly, and will be referred to hereinafter 
as if they were one party, except where the sense of the text may otherwise plainly require. 

*The Board has been advised that the agreement has in fact been so extended, on the 
initiative of Pan American. 

* Interpreted in a later order, serial No. E-2833, May 19, 1949. 

* Northeast Air, et al., North Atlantic Routes, 6 CAB 319 (1945). 
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based on the original agreement and as modified by the supplemental agreement, 
the proceeding has pursued the usual procedural course of prehearing confer- 
ences and hearings before an examiner of the Board. Upon our denial of the 
proponents’ petitions that the record be certified directly to the Board for 
initial decision (Order Serial No. E-2991, July 6, 1949), briefs were filed to the 
examiner, who subsequently rendered his report, recommending that the pro- 
posed purchase be approved. Exceptions were taken to this report, briefs to the 
Board were filed, and argument has been heard by the Board. 

Permission to intervene in this proceeding was granted to Seaboard and West- 
ern Airlines, Inc., Eastern Air Lines, Inc., Transcontinental and Western Air, 
Ine., United Air Lines, Inc., the Postmaster General, the Department of Justice, 
the Air Line Pilots Association, the Association of Air Navigators, American 
Overseas Airlines Chapter of Flight Engineers International Association, Air 
Line Dispatchers Association, AFL, the International Association of Machinists, 
the Brotherhood of Railway and Steamship Clerks, American Export Lines, 
Ine., Brian O. Sparks, et al. (a group of employees of American Overseas Air- 
lines), and council 36 of the Air Line Pilots Association, pilots in the service of 
Pan American. The Postmaster General did not take any position on the issues. 
Generally speaking, the labor organizations confined their cases to the issues 
concerning the protection of employee interests and the handling of employee 
relations in the event the merger were approved. United Air Lines also restricted 
its attention to the proposed labor conditions. Other than the petitioners, Pan 
American and American-AOA, the remaining parties, including public counsel, 
all opposed the granting of permission to Pan American to purchase AOA. 

Other pertinent facts will be cited as they appear relevant in the further course 
of our opinion. 

One air carrier, Pan American, is seeking here to purchase the assets of another 
air carrier, AOA, and to have the latter’s certificate of public convenience and 
necessity transferred to Pan American. The proposed transaction, therefore, 
brings into play both section 401 (i) and section 408 of the Civil Aeronautics 
Act. Section 401 (i) provides: 

“No certificate may be transferred unless such transfer is approved by 
the Board as being consistent with the public interest.” 

Section 408 (a) provides, in part: 

“It shall be unlawful unless approved by order of the Board as provided 
in this section * * * 

z * Ke * x * © 

(2) For any air carrier * * * to purchase * * * the properties, or any 
substantial part thereof, of any air carrier; 

* * * + + * & 

(5) For any air carrier * * * to acquire control of any air carrier in any 
manner whatsoever; * * *” 

Section 408 (b) provides, in part: 

“* * * Unless, after such [public] hearing, the Board finds that the * * * 
purchase * * * or acquisition of control will not be consistent with the 
public interest or that the conditions of this section will not be fulfilled, it 
shall by order, approve such * * * purchase * * * or acquisition of con- 
trol, upon such terms and conditions as it shall find to be just and reasonable 
and with such modifications as it may prescribe: Provided, That the Board 
shall not approve * * * any purchase * * * or acquisition of control 
which would result in creating a monopoly or monopolies and thereby restrain 
competition or jeopardize another air carrier not a party to the * * * 
purchase * * * or acquisition of control * * *.” 

Thus, the transaction proposed herein may not take place without our approval, 
and we cannot approve it unless we find that it is consistent with the public 
interest.* 

Inasmuch as the transfer proposed is that of a certificate authorizing an air 
carrier to engage in foreign air transportation, the transaction additionally 
falls within the scope of section 801 of the act, which subjects such transfer 
to the approval also of the President. 

Since the ultimate issue in this case is the relation of the purchase and transfer 
to the public interest, some definition of that broad concept is pertinent. We 
have frequently recognized that the term “public interest,” as it is employed 
in the quoted portions of the act, “is not a mere general reference to the public 


5 Northeast Air., Acquisition of Mayflower Air., 4 CAB 680, 681 (1944). 
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welfare, but bears a direct relation to the definite statutory objectives set forth 
in section 2 of the act, which directs the Board, in the exercise and performance 
of its powers and duties under the act, to consider, among other things, as being 
in the public interest : 

‘‘(a) The encouragement and development of an air transportation system 
properly adapted to the present and future needs of the foreign and domestic 
commerce of the United States, of the Postal Service and of the national 
defense ; 

(b) The regulation of air transportation in such manner as to recognize 
and preserve the inherent advantages of, assure the highest degree of safety 
in, and foster sound economic conditions in, such transportation, and to 
improve the relations between, and coordinate transportation by, air carriers ; 

(c) The promotion of adequate, economical, and efficient service by air 
earriers at reasonable charges, without unjust discriminations, undue prefer- 
ences or advantages, or unfair or destructive competitive practices; 

(d) Competition to the extent necessary to assure the sound development 
of an air transportation system properly adapted to the needs of the foreign 
and domestic commerce of the United States, of the Postal Service, and of 
the national defense ; 

(e) The regulation of air commerce in such manner as to best promote 
its development and safety ; and 

(f) “The encouragement and development of civil aeronautics. 

This particularization of the broad standard of publie interest applies, of 
course, to all petitions or inquiries brought under these sections of the statute, 
without allowance for the nature of the parties or the circumstances of the case. 
The standard is immutable; the mark upon it, however, of the particular transac- 
tion under scrutiny is a matter of infinite variation. In one case, the practical 
significance of the proposed purchase, in terms of the public interest in air trans- 
portation, may be almost negligible; in another, of which this proceeding is a 
rare example, the impact may be of such force as to plumb the very foundations 
of public policy. 

The evident gravity of this case calls for a further delineation of certain back- 
ground considerations in order, at the outset of any analysis, to bring this measure 
of public interest more sharply into focus. 

The commercial entity sought to be absorbed, AOA, is not merely an organiza- 
tion in name. It is one of the three United States air carriers certificated to do 
business over the great transatlantic trade routes. As of today, it serves 11 
nations of the world, including the United States, the United Kingdom, the Nether- 
lands, the Scandinavian countries, and Germany. As of September 30, 1949, it 
reported that it employed 1,347 persons, held assets valued on its books at nearly 
$27 million, and had realized operating revenues for the prior 12 months totaling 
almost $25 million. It is, thus, a sizable going concern and an integral and sub- 
stantial segment of the United States-flag international air transport system. 

Both AOA and Pan American are not simply air carriers in the commercial 
sense; they are likewise vital instrumentalities of United States foreign policy, 
political and strategic. In writing the Civil Aeronautics Act, as manifested in 
section 2 quoted above, the Congress emphasized the bearing of our air-transport 
system upon the national defense. Recently the Congress again underscored that 
relationship when the Congressional Aviation Policy Board declared: 

“It is the conviction of the Congressional Aviation Policy Board that a 
strong, stable, and modern civil aviation component is essential to airpower 
for national security.” * 

And, further: 

“Civil and military aviation are indivisible in assessing total American 

air strength.” ® 
The character of AOA and its operations will obviously weight the national de- 
fense element of the public interest in applying that standard to the case before 
us. We are here dealing not solely with the economic implications of the absorp- 
tion of one component of an industry impressed with a public interest, but we 
must ever bear in mind that the transaction also presents implications concern- 
ing an instrumentality of national security. 


"6 


® American Air., Control of Mid-Continent Air. 7 CAB 365, 371-372 (1946). 
‘National Aviation Policy, report of the Congressional Aviation Policy Board, 80th 
Oo, 2d a March 1, 1948, at p. 4. 
wm 26. 
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Another noteworthy circumstance which helps to set the ultimate measure 
of public interest more plainly in context is the fact that the merger sought to 
be approved here directly conflicts with the determination carefully reached 
by this Government less than 5 years ago, the wisdom and public policy of which 
have been meticulously reviewed and reaffirmed since then. In the North Atlantic 
Route case °, decided June 1, 1945, we rejected Pan American’s contentions that 
only one United States air carrier should be authorized to conduct air services 
across the North Atlantic. Instead, we concluded that the public interest, in 
all its phases, required transatlantic services by 3 separate carriers, and that 
such authorization should be of 7 years’ duration, to be reviewed in 1952. In 
providing for 7 years of experience prior to review of this decision, we both took 
account of the need for flexibility in view of the possibilities of political and 
economic change” and accepted the prospect that our objectives as to traffic 
development could not be reached in the immediate postwar period.“ In pro- 
nouncing our determination as to the need for separate services, we said, at 
pages 336-337: 

“On the basis of a consideration of all of the facts of record including historical 
data relating to flow of traffic across the North Atlantic, future prospects for 
development of commerce and trade in this area, and other pertinent statutory 
considerations we find that the public convenience and necessity require the 
establishment of service by separate United States air carriers. These general 
routes * * * are fully described in terms of three distinct areas * * *. 

“Our conclusion that three general routes are required in the public interest 
takes account of the traffic potentialities and distances involved in the area to 
be served, the probability of foreign compettion and the existence of routes of 
Pan American to London and Lisbon, two of the principal gateways into the 
European area. The record clearly shows that foreign competition can be ex- 
pected in many of the European areas which will be the source of international 
traffic. If the traffic potentialities were to be divided into more than three areas, 
such areas would not offer the present opportunity for sound growth and develop- 
ment which we believe to be essential. On the other hand, the three general 
routes described offer that degree of competition which we believe necessary to 
assure the sound development of United States air transportation in that part 
of the world considered here.” 

This decision was approved by the President on July 5, 1945. Two years later 
the President appointed an especial commission “to make an objective inquiry 
into national aviation policies and problems, and to assist me in formulating an 
integrated national aviation policy.” After extensive studies and hearings, in 
the course of which testimony was given by the chief executive officers of both 
the applicants herein, the Commission issued its report, on January 1, 1948, in 
which it said, at pages 118-119: 

“We agree with the present Civil Aeronautics Board policy which favors 
limited competition among American operators on international routes. We have 
studied the testimony before the Interstate and Foreign Commerce Committee 
of the House of Representatives in the spring of 1947, in which both sides of the 
issue were exhaustively presented. The Commission has also heard testimony 
from those advocating one international airline instead of a number of lines 
operating abroad. 

“Some forecast that we shall carry less and less international traffic through 
inability to compete with low-cost, heavily subsidized, foreign airlines and that 
we shall be driven from the skies, as our merchant marine was once driven 
from the sea. We do not agree with this pessimism. We believe that our inter- 
national operators should receive such Government aid as will permit them to 
compete effectively with their foreign rivals. American technical and man- 
agerial ability, plus the spur of competitive effort, should win for them a sub- 
stantial share of the world’s traffic. The policy of regulated competition that 
has assured the development of our domestic airlines should be followed in our 
international system. Present competition seems only adequate to provide the 
desired incentive to management and a yardstick for comparison between 
American carriers. 

“Several of the most important certificates granted by the Civil Aeronautics 
Board for international operations are temporary and will expire in 1952. At 


® Northeast Air. et al., North Atlantic Routes, 6 CAB 819 (1945). 
0 Td., p. 334. 

1 Id., p. 337. 

22 President’s letter appointing the Commission, dated July 18, 1947. 





2608 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


that time there should be a complete review of the entire international competi- 
tive picture. There is no evidence now that an earlier reappraisal is either 
necessary or desirable.” * 

Notwithstanding these policy determinations reached after careful weighing 
of the facts, the applicants are here before us asking permission to alter sub- 
stantially the pattern of competition and endeavor in our transatlantic air services 
and to make this significant revision more than 2 years before the expiration of 
the initial period of experience hitherto believed by the Government to be re- 
quired. We must therefore examine closely into the case advanced by the 
applicants in support of this suggested reversal of policy. 

An examination of the applicants’ briefs to the Board will reveal that, as 
might be expected, a large measure of the contentions advanced are negative 
in nature, being allegations intended to forestall or rebut objections lodged 
against the proposed transaction. In the case of both applicants, their affirmative 
showing—proof attempted that Pan American’s purchase of AOA would in a 
positive manner promote the public interest—centers around one theme, that ex- 
ecution of the transaction would result in “saving millions of dollars of subsidy 
cost to the taxpayers annually.” ** Certain subordinate or correlative contentions 
also are made, which we shall deal with in the course of our discussion below, 
but in final effect the applicants have built their positive case upon their claimed 
proof of immediate subsidy savings.” 

The theoretical argument that a combination of commercial enterprises results 
in economies is the familiar contention always advanced by a corporation de- 
siring to absorb a competitor. This contention suffers from two major defects. 
In the first place, experience by now has rather widely demonstrated that the 
transaction will not necessarily yield the predicted result; bigness is often not 
synonymous with economy. And secondly, even if savings in operation were 
to accrue from the combination, the logical extension of the argument would 
lead to the concentration of production and service in only one enterprise within 
each field of endeavor—an overall result manifestly contrary to our long-estab- 
lished general public policy. It follows, therefore, that whenever this theoretical 
argument of achieving economies through combination is made, no persuasive 
force can be accredited to it until careful attention has been given to two 
questions: (1) Whether, on the facts of the particular case, savings in cost could 
really be expected to result from the proposed combination; and (2) whether 
the combination, through the diminution of desirable competition or otherwise, 
would likely result in public disadvantages outweighing the predicted cost 
savings. 

Much time and effort have been expended during the hearings, in the briefs and 
in oral argument, toward proving that the absorption of AOA by Pan American 
would immediately reduce subsidy requirements by millions of dollars a year. 
Pan American flatly predicted that a saving of approximately $9 million would 
be realized in the first year of combined operations, and offered detailed esti- 
mates upon which it asked the Board to rely in finding to that effect. While it 
generalized certain other estimates of future annual savings—in terms, neverthe- 
less, of millions of dollars—Pan American has actively advanced this specific 
$9 million figure throughout this proceeding, from the testimony of its presi- 
dent during the hearing to the argument of its counsel on brief to the Board.” 

Understandably, since, were the purchase of AOA to be approved, Pan Ameri- 
can, and not American, would have the responsibility for achieving reduced mail- 
pay requirements for the transatlantic services, American relied substantially on 
Pan American’s evidence for proof of cost savings resulting from the transaction. 
Although subscribing to Pan American’s auxiliary calculation that the combina- 
tion, had it been in effect in 1948, would have lessened the mail-pay demands by 
$6,500,000 “ American refrained from refining its prediction of savings for the 
future in terms of any specific figure, but stressed rather the opportunity for 
savings, “running into the millions of dollars annually,” “ which, in a somewhat 


18 Survival in the Air Age, a report by the President’s Air Policy Commission (1948). 

% Pan American's brief to the Board, Feb. 6, 1950, at p. 26. See also the American-AOA 
brief to the Board, February 6, 1950, p. 11 ff. 

% Pan American summarizes its positive case in these words: ‘The pees of American 
Overseas and Pan American affords an opportunity for the Board and the President to bring 
about a plan in conformity with the principles underlying their action in 1945, to save 
millions of dollars a year for the taxpayers, to get these savings now rather than some years 
hence, and to eliminate the uncertainty which would otherwise inevitably exist for another 
2% years as to whether the duplicative and costly three-carrier pattern would be con- 
tinued.” Pan American’s brief to the Board, pp. 92-93. 

36 Transcript, p. 1199 et seq. ; Pan American’s brief to the Board, p. 80. 

= soe ere brief to the Board, p. 11. 
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theoretical fashion, it contended must be expected to eventuate from the com- 
bination of the operations in question. 

Accordingly, both because the affirmative case sought to be established by the 
applicants posits that it is Pan American—Pan American’s management and Pan 
American’s operational policies—which will achieve the predicted savings in 
mail pay, and because, of the two applicants, only Pan American offered proof 
of this accomplishment in measurable dimensions, it is to this evidence adduced 
by Pan American that our critical scrutiny primarily must be directed. We 
have given this showing the most careful consideration and have concluded that 
it is wholly devoid of merit. 

The estimated $9 million savings from a combined operation during the year 
ended June 30, 1951, were derived by subtracting Pan American's estimate of 
the mail pay which would be required if the merger were approved ($11,970,000) 
from the sum of Pan American’s and AOA’s estimates of their respective mail- 
pay requirements if the merger were not approved ($20,992,000). The claimed 
significance of this simple calculation is immediately challenged, before any 
detailed breakdown of the estimates is attempted, by certain obvious infirmities 
or qualifications in these total figures. Pan American’s estimated mail-pay re- 
quirement of $10,738,000, for a future year, if the merger is not approved, com- 
pares with a reported estimated mail pay requirement of $19,098,000 for the 
calendar year 1949 and the $12,285,000 proposed mail pay “ for the calendar year 
1948. Were Pan American’s estimates to be taken at face value, savings of some 
$8,360,000 from the 1949 mail-pay requirement and $1,547,000 from the 1948 re- 
quirement could be expected independently of the proposed merger. 

On the other hand, AOA’s estimated mail-pay requirement of $10,254,000 for 
a future year is approximately $2 million more than that required during the 
calendar year 1949 to cover its reported break-even need and provide a 10-percent 
return on total investment after provision for income tax, and is more than 
double AOA’s mail-pay requirement during the calendar year 1948” It is ap- 
parent from this record, however, that the increased mail-pay requirements of 
AOA can be largely traced to the integration of the B-377 aircraft and are not 
truly representative of its recurrent needs. 

Moreover, the two estimates upon which the projected savings rest were con- 
structed by such divergent methods as to render the combination of the two com- 
pletely misleading, even as an illustration only of the possible savings from a 
combination of the two services. Thus, more specifically, when we look at the 
cost and investment estimates for the separate operations, we find that AOA has 
made liberal provisions for excess B-377 maintenance during the learning period, 
costs aggregating some $1,800,000 per year, and has retained 5 excess L—49 air- 
craft, an investment aggregating approximately $3 million, as backup equipment 
during the first Boeing year. In addition, AOA has provided some $2 million of 
working capital in excess of 3 months’ cash operating expenses, the maximum 
usually recognized for ratemaking purposes. Pan American made no similar 
provisions. Obviously, if these provisions are eliminated, the resulting savings 
cannot be attributed to the merger. Were AQA’s estimates adjusted to conform 
to Pan American’s with respect to these 3 items only, the estimated savings from 
the merger would be reduced some $2,600,000." These are only some of the major 
items in which their bases of estimate differed. 

On the traffic and revenue side the divergence is even more marked. AOA esti- 
mated some 168,493,000 passenger-miles for a future year, as compared with 
172,604,000 experienced in 1948 and 180,861,000 experienced in 1949, or a de- 
crease of 2 percent from 1948 and 7 percent from 1949. On the other hand, Pan 
American estimated 459,874,000 passenger-miles for the future year, as compared 
with 283,504,000 and 316,021,000 in 1948 and 1949, an increase of 62 percent over 
1948 and 46 percent over 1949. Patently, divergences of such magnitude reflect 
more than the differing ability of the two managements to attract traffic; they 
imply, rather, a basic difference in the forecast of the traffic potential, and to the 
extent that mail-pay requirements will be reduced by greater availability of 
traffic, that result would follow with or without the merger. 





19 Final rate as tentatively determined by the Board, order serial No. E-2728, April 19, 
1949. Pan American has accepted this rate, as proposed, but the proceeding remains open 
oo Sat ate of $8,775,000 5 parties. 

na] rate o \ " was tentatively determined by the Board, or \ 

E-2731, April 19, 1949. Carrier has filed exceptions. ” Sor neh ae 

®™ Calculated by adding to the $1,800,000 nonrecurring costs a return of 10 percent, after 

Sone at 88 percent, on the sum of the excess investment items of $3 million and 
on. 
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In this connection it should be noted that the percentage increase in traffic 
experience in 1949 over 1948 was 5 and and 11 percent, respectively, for AOA and 
Pan American. As far as we can determine from this record, Pan American made 
no real estimate of traffic potential. What it appears to have done is to con- 
struct a schedule pattern and then to assume a traffic potential which would 
result in a 60-percent load factor for this capacity. In response to the sug- 
gestion that the traffic was substantially overestimated, Pan American indicated 
that if this proved true, it would reduce the schedules operated. It should be 
noted, however, that the available seats per plane-mile contemplated in Pan 
American’s forecast average 6.5, 5.5, and 2.8 seats higher for DC-4, L-49, and 
B-377 aircraft, respectively, than the carrier reported for the calendar year 
1949. It would seem fair to assume that any scheduling cutbacks would be 
predicated upon a load factor based upon experienced available seats rather 
than the hypothetical seats used in the forecast. Calculated on the basis of the 
average seats actually reported for each aircraft type during 1949, the avail- 
able seat-miles for the forecast schedule pattern would be decreased approxi- 
mately 79,769,000 seat-miles ; the passenger-miles estimate, on the basis of a 60,- 
percent load factor, would be reduced approximately 47,861,000 passenger- 
miles; and the projected passenger revenues, on the basis of the yield estimated 
by Pan American, would be reduced approximately $4,470,000. 

The further a detailed analysis of Pan American’s estimates of future sav- 
ings is pushed, the deeper their fatal vein of fallacy appears to run. Thus, the 
future revenue projections are further challenged by an obvious overstate- 
ment of the element of yield from passenger fares. In calculating the revenue 
to be realized from the capacity which it said it would offer, Pan American 
estimated an average yield of 9.34 cents per passenger-mile. However, during 
the calendar year 1948 Pan American actually realized an average yield of 
8.98 cents and during the calendar year 1949, only 8.65 cents per passenger-mile. 
It appears hardly realistic to estimate an increasing yield in the face of an 
estimated 62 percent increase in traffic and in light of the current trend toward 
lower yields, as well as Pan American’s own continued public support of lower 
fares.~ On the basis of the average yield actually reported for the calendar 
year 1949, the projected revenues from the traffic estimated by Pan American 
appear to have been overstated by approximately $3,200,000. 

The total absence of any link between Pan American's estimates and reality 
is perhaps most sharply emphasized in connection with that applicant’s estimates 
of future traffic. As indicated previously, Pan American has estimated a 62- 
percent increase in its own passenger traffic over that which it obtained in 1948 
and 46 percent over that in 1949. This estimate contrasts with the 11-percent 
increase over the 1948 level which Pan American achieved in 1949. The fol- 
lowing tabulation sets forth in passenger-miles recent passenger traffic trends 
experienced by Pan American within major geographic areas: 


[Thousands] 


| 
Year ended Transatlantic) Europe Total 
eh tadielssee SNARE NaE Ai iuead ts 


Dec, 31, 1948 183, 291 5, 24, 267 23, 283, 504 
Wat? Fee ..c. 2c | 188, 443 , 44 27, 392 24, 291, 072 
Jume 30, 1949_......._...-.- 192, 068 ; 29, 226 . 26, 297, 515 
Sept. 30, 1949............-- 204, 387 | , 435 | 30, 367 | 22, : 26, 311, 682 
Dee. 31, 1949 206, 876 32, 084 30, 382 25, 316, 021 


A vivid example of the failure to relate the estimate of capacity to the traffic 
potential is afforded by the projection of a 50-percent increase in capacity to 
South Africa in the face of an experienced decline in traffic on that route. The 
principal growth in traffic during 1949 is reflected in the transatlantic and Euro- 
pean areas. This increase was undoubtedly influenced greatly by the expanded 
use of promotional fares at marked reductions from normal fares. The main- 
tenance of this upward trend by such means would hardly be consistent with the 
attainment of the yield estimated by Pan American. Moreover, the traffic in 
these areas would be particularly vulnerable to the accelerated competition by 
foreign air carriers stressed herein by Pan American. E\ven if the effects of the 


#2 See page from Pan American’s Annual Report to Stockholders for year 1948, reproduced 
below as appendix V. 
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reduced fares and the heightened foreign competition were discounted, however, 
and the 1949 rate of increase in passenger traffic over 1948 were projected for 
the future year, Pan American’s estimate of passenger traffic would be reduced 
approximately 109,091,000 passenger-miles. On the basis of the passenger yield 
reported for the calendar year 1949, the passenger revenue estimate correspond- 
ingly appears to have been overstated by approximately $9,400,000. 

In summary, it would appear that Pan American’s projection of future reve- 
nues, in the event the merger is not approved, exceeds that which recent experi- 
ence would indicate as the maximum attainable by at least the following 
amounts: 


Amount 

TWhekhd ths wiceta: of emrpaviowtee. jn scsi Se isis idee $3, 200, 000 

Seat capacity in excess of experience___....--.--_.----------~------ * 4, 100, 000 
Additional passenger-traflic projection not supported by recent 

remitiési 2) sere sisal bes eee Lele eis 5, 300, 000 

Pott indusoidie ees dosieis) bee oe i a 12, 600, 000 


21 As computed on basis of 1949 experienced yield. On basis of yield estimated by Pan 
American, overstatement of revenues on account of seat capacity would be even larger, 
approximately $4,470,000, as noted above. 


These amounts, of course, do not represent the net error in Pan American’s 
estimates of the savings to be derived from the merger, since similar errors are 
contained in the estimate for the combined operations and the errors offset each 
other in part. The magnitude of these errors, however, is such as to indicate 
that no reliance may be placed upon the forecast for the separate operation. 

The estimates submitted by Pan American for the combined operations con- 
tain not only the infirmities present in the estimates for the individual operations, 
but additional weaknesses as well. Of primary significance is the fact that the 
schedules and traffic projected for the combined operations to be conducted by 
Pan American substantially exceed the sum of the individual estimates for each 
earrier standing alone. Thus, although the estimated available seat-miles to be 
offered by the two carriers separately aggregate 1,047,279,000, Pan American 
estimated that the combined operation would schedule 1,088,241,000 seat-miles, 
an increase of approximately 41 million seat-miles.” Similarly, while an aggre- 
gate passenger-mile volume of 628,367,000 was estimated for the operations con- 
ducted individually, Pan American has estimated that following the merger 
652,944,000 annual passenger-miles would be generated, an increase of 4 percent. 

Rather than anticipating such an increase in potential with the combined oper- 
ations (which, if it existed at all, would appear to exist in the main for the 
individual operations as well), it appears to us that the possibility of Pan 
American’s retaining all of the traffic now associated with AOA is most unlikely. 
As a matter of fact, elsewhere in its presentation, Pan American has urged upon 
us that it is not to be expected that Pan American would immediately fall heir 
to all of AOA’s traffic, but rather that TWA, as well as competing foreign carriers, 
would make a strong bid for their share.* Truly it would seem more realistic 
to anticipate a somewhat lower traffic volume from the combined operations 
than from the operations conducted individually. This would be so unless it 
were assumed that through fare reductions and the maintenance of substantially 
excessive capacity, Pan American could prevent a diversion, to other carriers, 
of some of the traffic now carried by AOA, and obviously such policies would 
portend disaster to any hopes of achieving net savings from the merger. 

Although of minor significance quantitatively, the fact that the forecast of 
the merged operation shows an additional million passenger-miles in the Ber- 
muda services, over and above those forecast for Pan American alone, is illuus- 
trative of the arbitrary nature of the assumptions embodied in the traffie esti- 
mates. Similarly, there appears little reason for the manyfold increase in 
traffic to Scandinavia which Pan American estimates for its combined operations 
nor the greatly increased traffic to the United Kingdom estimated by Pan Ameri- 
can, particularly in light of the evidence placed in this record by Pan American 


*® This despite the great stress laid by Pan American upon the achievement of economies 
throu consolidatin the otherwise separate AOA and n American flights. See Pan 
American’s brief to the board, ap eesti.) Thus, for example, although Pan American 
cites in its brief a claimed potential saving of $9,600 in direct flight costs for each Boeing 
round trip eliminated between New York and London, Pan American’s estimates for the 
combined operation set up 175 more annual round-trip Boeing flights between New York 
and London than are scheduled in the aggregate by the forecasts for the separate operations. 


*% See Pan American’s brief to the Board, p. 58 et seq. 
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relative to the expected greatly accelerated competition from British Overseas 
‘Airways Corp. 

To develop this illustration a little further, the capacity projected by Pan 
American for the integrated operations in the Scandinavian area * would produce 
only a 24-percent load factor on the basis of the third and fourth freedom traffic 
experienced during the calendar year 1948. Even if an operation showing such 
results could be carried on consistent with the traffic and capacity principles 
embodied in the Bermuda-type bilateral agreements under which operations to 
Scandinavia are conducted, the costliness of such a low level of utilization is 
apparent. An increase of some 162 percent in such traffic would have to be 
realized to produce a 60-percent load factor on the projected capacity. Mr. 
Trippe predicted a 100-percent increase over the 1948 experience in total traffic 
to Scandinavia. Should his prediction be realized and were all the Scandinavian 
traffic not in excess of that required to produce a 60-percent load factor routed 
over the United States-Iceland-Scandinavia and United States-Scotland-Scandi- 
navia routes, with the balance routed by way of London and Amsterdam, the 
Scandinavian traffic would produce a load factor of only 10 percent on the capacity 
to Scandinavia projected by way of London and Amsterdam. On the combined 
capacity of all routings to Scandinavia, a load factor of only 44 percent would 
be achieved, even were a 100-percent increase in traffic to be realized. Although 
the capacity projected to Scandinavia by way of London and Amsterdam would 
be available for traffic other than that destined for or originating in Scandinavia, 
a load factor of only 55 percent, on the basis of 1948 traffic levels, would be 
realized between the United States and Amsterdam on the other flights already 
projected into Amsterdam, without consideration of this additional capacity 
designed for Scandinavia. It is apparent, therefore, that Pan American would 
have to achieve an enormous increase in traffic on the United States-London and 
Amsterdam operations, particularly in light of the relatively low traffic potential 
in other areas, for it to achieve the projected average system load factor of 
60 percent. 

The following table of seats scheduled into selected cities under the various 
proposals is further indication of the arbitrary bases upon which Pan American's 
estimates of capacity are constructed, both as to service into cities encompassed 
by the proposed merger and service to cities not affected by the merger: 


Estimated annual round-trip seats from direction of the United States 


Individual operations 
Integrated Percent 
City a aon nes Sis change 
PAA Total of PAA 


Affected by merger: 
Amsterdam 
BENE, ose tib dba 
Copenhagen. 
Frankfurt 


- 


npotan Noon 
epRanBooan 
SREVSSSESS 


m. 
Not affected by merger: 
Bermuda. 
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FoeSa8 
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When confronted with these and other discrepancies in the details of the fore- 
cast, Pan American's witness admitted that the management actually did not 
anticipate a 60-percent load factor on every segment, but asserted that they 
believed that they could operate the schedules forecast and attain a 60-percent 
load factor on an average basis for the overall system. The only support 
advanced for’ this belief was the fact that in 1948 Pan American had attained 


* Includes operations from New York to Scandinavia via Iceland and operations between 
Glasgow and Amsterdam and Scandinavia. 
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a load factor of 67 percent and therefore it was urged that a 60-percent estimate 
was conservative. But, as was pointed out in the hearing, the reported 67-percent 
load factor was based upon a far lower number of available seats for each 
aircraft type that is being forecast by Pan American in this case, and if the 
same number of available seats for each aircraft type used in the Pan American 
estimates herein were applied to the 1948 schedules, the reported load factor 
would have been less than 60 percent on a total of far fewer schedules than 
Pan American projects for the future. Aside from the fact that there is no 
evidence in this record to support the substantial traffic increase which would 
be necessary to attain the 60-percent load factor estimated, the revenue estimate 
would be modified, if the passengers were carried on route segments different 
from those shown in the estimates, because of the differences in revenue yield 
as among the various segments. 

We can only conclude from all the foregoing that the revenue and traffic 
estimates which Pan American has used in estimating the savings which will 
accrue from a combined operation in a future year are so unreliable as to render 
the estimated savings meaningless, irrespective of the dubious validity of the 
assumptions made with respect to the savings in operating expenses. 

Since Pan American’s detailed estimates of savings to be achieved through the 
combined operation in the future year ending June 30, 1951, have proved to 
be of no probative value, we have given careful attention to their ancillary 
attempt to demonstrate future savings by means of estimates based on the 
operating experience of an earlier year, 1948. By this line of evidence Pan 
American contended that had AOA and Pan American been operated by Pan 
American on a combined basis in 1948, mail-pay requirements would have been 
less by $6,500,000. A brief critical study of this estimate, however, demonstrates 
that it, too, lacks any genuine bond with reality, and is substantially unreliable. 

The estimated $6,500,000 savings from a combined operation during the cal- 
endar year 1948 represents the difference between the combined mail-pay require- 
ments of AOA and Pan American individually for that year and the estimated 
mail-pay requirements of an integrated operation. The chief savings assumed 
from integration were the elimination of certain standby and ground equipment, 
a reduction in schedules during the off season, a marked savings in ground and 
indirect expenses, and some savings in investment resulting from the assumed 
reductions in costs. The material inflation inherent in this calculation becomes 
immediately apparent. Thus, in the first place, it appears that although some 
reductions in schedules are possible, the cutback of 50 DC—4 round trips between 
New York and London projected by Pan American would produce load factors 
which are somewhat higher than those realized by Pan American and the other 
transatlantic operators. Accordingly, we cannot conclude that a cut of this 
magnitude would in fact have been made, particularly in light of Pan American’s 
apparent plans with respect to future capacity as evidenced by the estimates 
for a future year in this proceeding, and the potential capacity inherent in the 
fleet now available. Moreover, any cut in schedules would be expected to result 
in some loss of traffic, a consequence for which Pan American has not provided. 
Neither has any allowance been made for the ineviable loss of traffic by reason 
of the disassociation of the traffic with AOA. It is plain, therefore, that the 
estimated savings due to cutback in schedules are overstated. 

By far the greatest portion of Pan American’s estimate of savings lies in the 
claimed reduction in ground and indirect expenses. This claim has been based 
upon the assumption of an extremely low variability of cost with volume. That 
assumption with respect to cost variability is supported in this record only by the 
judgment of Pan American’s treasurer. That in many respects this judgment is 
unique to this witness may be seen from the fact that while in his opinion the 
expense element of ground and indirect maintenance varies only 35 percent with 
volume, AOA’s witness in this proceeding ™ treated this category of expense as 
varying almost directly with volume.” 


% See testimony of J. V. Townley, supervisor of financial analysis, treasury department, 
American Airlines, at pp. 314 and 379 of the transcript. 

27 It is interesting to note that when, in connection with Its estimated savings for a future 
year. Pan American was challenged as having substantially overestimated the future 
traffic, it responded by arguing that if this prowess true, it would reduce the schedules now 
forecast to be operated, and as a result of the consequent savings in expense, the predicted 


net savings from the merger would not be materially altered. Yet the thesis of this attempt 
at rebuttal hy Pan American would be valid only to the extent that its assumption as to 
cost variability advanced in connection with its estimates for 1948, is false. 
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Nor can the judgment of Pan American’s witness with respect to this and other 
ground and indirect expense categories be substantiated from the reported ex- 
perience of Pan American. If Pan American’s experience variation in ground 
and indirect expenses between 1948 and 1949 were substituted for the variation 
estimated by it in this proceeding, there would be an estimated loss on ground and 
indirect expense of $3,740,000, as compared with a saving of $4,941,000 estimated 
by Pan American, or a spread of $8,681,000. However, it is obvious that the 
variability indicated for two expense categories, passenger service expense and 
advertising and publicity, which exceeded 100 percent, reflect changes in man- 
agement policy rather than variability attributable to volume. The behavior of 
these two accounts indicates that management policy can be a much more im- 
portant factor in affecting savings than changes in size of operation. For the 
purpose of estimating potential savings in these two expense categories it would 
seem more reasonable to treat the expense as varying at a constant rate. 

Since between 1948 and 1949 there was little change in Pan American’s route 
structure, and since in both years Pan American’s records were subject to the 
same uniform system of accounts, a comparison between these 2 years seems to 
be a reasonable measure of the variability of the ground and indirect expense 
categories, except insofar as it may understate the variability in ground and in- 
direct maintenance arising from the abnormally high level of this category 
of expense during 1948 by reason of the activation of Pan American’s Miami 
base. The details of these computations are set forth in appendix IV. On this 
basis, and accepting Pan American's estimate of savings in operating property 
and equipment, and assuming a 10-percent return after income taxes, the return 
element used by Pan American, the $6,500,000 estimated saving in 1948 mail pay 
appears to be an overstatement by at least $3,380,000.” 

Measured thus, with various assumptions made in Pan American’s favor, more 
than 50 percent of the claimed savings of $6,500,000 is revealed to be unwar- 
ranted inflation. Without great effort, additional critical examination may melt 
the residue further. The problem of variability in operating expenses with in- 
creases in volume has been extensively studied in the pending transatlantic mail- 
rate cases. In the Board’s Statement of Tentative Findings and Conclusions, 
Orders, Serial Nos. E-3880, E-3881, and E-3882, our tentative conclusions with 
respect to cost variability have been set forth in considerable detail. Applica- 
tion of these principles would result, as shown in appendix IV, in reducing the 
1948 savings in annual mail pay, on the basis of a 10-percent return after income 
taxes, from $6,500,000, as estimated by Pan American, to $2,541,000. 

The sponginess of this estimate when probed demonstrates vividly the 
superficially of American’s affirmative case. It is apparent that American 
merely coupled a few general observations concerning theoretical possibilities 
with an uncritical acceptance of Pan American’s invalid estimates. With the 
collapse of the estimates, all that is left is the abstract argument that, ignoring 
the personalities, management policies, and other integral facts of a particular 
situation, some potentialities for saving in here in a combination of overlapping 
operations. With this arid generality we might agree. Statement of that 
premise, however, leaves one far from completing the syllogism that from 
execution of a particular transaction, savings in a substantial and specific 
amount will be realized. Recognition of the bare potentiality measures neither 
the magnitude of the savings realistically possible nor the disposition of the 
acquiring management to exploit the inherent possibilities for economy. 

The measurements of these elements of the problem which the applicants have 
offered us herein, in the form of detailed estimates and specific operating plans, 
have proved to be valueless. Without quibbling as to where the burden of proof 
lies, but substituting our own efforts at synthesis, can we, from the data known 
to us and incorporated in this record, find a ound basis for concluding that Pan 
American, if allowed to absorb AOA, would realize for the Government substan- 
tial savings in mail pay demands? After careful consideration we must answer 
this question in the negative, and, in fact, must conclude that Pan American’s 
absorption of AOA would lead to an immediate increase, rather than a lessening, 
of aggregate mail pay demands. 

So far as concerns the magnitude of potential savings, we have already indi- 
cated, in discussing Pan American’s estimates, that the maximum range, on a 
realistic basis, would be but a fraction of that predicted by the applicants and 
might amount to perhaps 2 percent of the total operating expenses of Pan 


*On the basis of a 7-percent return after income taxes, the rate of return normally 
provided by the Board for a past-period operation, the estimated savings would be further 
reduced by $185,000. 
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American alone. The more significant question, however, is whether even these 
relatively minor potential savings would be achieved. Thus, a mere evaluation 
of the potential savings in capacity unit costs would miss the heart of the 
problem since it is possible through management policies with respect to 
capacity and the pricing of the service performed to nullify completely any 
potential savings in such capacity unit costs. Pan American’s apparent policy 
with respect to pricing, as evidenced in its annual reports to stockholders (see 
appendix V) and by the positions taken by Pan American relative to the trans- 
atlantic fare structure, sheds considerable doubt, irrespective of Pan Ameri- 
can’s trend toward increased financial dependence, upon any assumption that 
savings in capacity unit costs would be shared with the Government in terms 
of reduced mail-pay requirements. In this connection it is significant that 
although Pan American experienced approximately an 11 percent increase in 
traffic on its Atlantic division during 1949 over 1948, presumably in large part by 
reason of the increased use of promotional fares, its gross passenger revenues 
increased only 7 percent, but its gross operating expenses increased 19 percent. 
With respect to capacity, the extent to which management policy may determine 
the actual mail-pay requirements may be gaged by the fact that if, during the 
calendar year 1949, Pan American had maintained the projected 60 percent 
passenger-load factor based on the seating capacity used for the various types 
of equipment in the forecasts submitted in this proceeding, its savings in break- 
even need would have approximated $3 million on the basis of the average system 
yield reported for that year. 

The demonstration of experience fits strikingly into the pattern of manage- 
ment policy disclosed by Pan American’s estimates herein. These estimates 
embody the planning of future operations on a basis of greatly expanded capacity 
wholly uncoordinated with corresponding increases in traffic available at fares 
which can be justified reasonably in terms of the cost of operations. On a 
number of recent occasions the Board has felt it necessary to caution Pan 
American with respect to both its rate-structure policy and its policy on capacity. 
The carrier’s response thereto has not been such as to create any confidence or 
belief that Pan American would operate the merged routes in such Manner as 
to make available to the Government the benefits of any savings potentially 
inherent in the combination.” 

On a broader and more objective level, it is clear that in order to realize the 
potential savings possible from the absorption of AOA, Pan American would 
have to reverse abruptly the management policies which have resulted in 
the recent sharp upward trend in its break-even need. The nature of this 
trend may be seen in the following tabulation : 


Pan American Airways, Inc., all divisions 





Break-even need 











Passen- sig mort 
Revenue gers per 
Calendar year passenger- route- Per Percent 
miles mile Amounts | senger- route- of non- 
mile mile mail rev- 
enues 
Cents 
Tie cated a deh innate 775, 467, 000 22,000 | $9, 840, 000 1.27 $286 12.4 
Mt ts 45a santa nine cong aunties 1, 151, 995,000 | 24,000 | 16, 701, 000 1.45 341 15. 5 
BOA ibe hh ow Wid dnd 1, 156, 003, 000 22,000 | 26, 004, 000 2. 25 488 23.5 
We iittiids dine sen dp ptbivenknmetd 1, 190, 007, 000 21,000 | 36,818,000 3. 09 654 33.3 
Net change, 1949 over 1946, 
ade ie asl loss +53} 5 +24} +4143| +129) +169 








1 1946 represents the ist year of large-scale activation of international and overseas routes, 


Equivalent data are set forth for each operating division of Pan American in 
appendix VI. In comparison with the steadily increasing dependence of Pan 
American on the Government for financial support, despite a marked improvement 





See Pan American Airways, Inc., Latin American Division, Mail Rates, Orders, Serial 
Nos. E—2753, adopted April 27, 1949, and E-—4052, adopted April 11, 1950; Statements of 
Tentative Findings and Conclusions in Pan American Airways, Inc., Atlantic Division, Mail 
Rates, .Order, Serial No. E—2728, adopted April 19, 1949, pp. 8-11 and 44—48; and in Pan 
American-Grace Airways, Inc., Mail Rates, Order, Serial No. E-2710, adopted April 12, 
1949, pp. 7-8. 
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in volume and a relatively steady traffic density, as indicated by the above tabu- 
lation, other international operations have evidenced a downward trend since 
1947, the last year of substantial route activation, and the relative dependence 
upon the Government since that year is in aggregate much less than Pan Ameri- 
can’s despite a lesser volume and route-mile density. The trends of the other 
international and overseas operations are set forth in the table below: 


Break-even need 
Number} Revenue Passen- 
Calendar year of passenger- gers per 
carriers ! miles route- Per pas- Percent of 
mile nonmail 
revenues 


323, 299, OF 0 
677, 172, 000 
780, 795, 000 


882, 743, 000 
Net change, 1949 over 
1946, percent +173 


1 Includes the ame of all American-flag international and overseas air carriers, other than Pan 
American and UMCA (Uraba, Medellin & Central Airways, Inc.), and exclusive of intraterritorial opera- 
tions and transborder operations to Canada. The individual carriers are listed in appendix VI. 


In short, the objective results of Pan American’s operations, compared with 
those of the other international air carriers, and pointed up by Pan American’s 
own evidence herein, leave no alternative to concluding that its absorption of 
AOA would eventuate in greater demands for mail pay than would be incurred 
through the continued separate operation of the two companies. To the extent 
that such increased demands were met from the Federal Treasury, the public 
would be directly burdened with the greater cost. To the extent that this Board 
should later be able, on a retroactive basis, to accomplish the difficult task of 
establishing the legal propriety, under section 406 of the act, of disallowing 
all or part of the claims for increased mail compensation, the public still would 
suffer—in that event through the weakening of a main branch of its required air 
transport system due to the Government’s refusal to redeem the carrier from the 
financial position in which it had already placed itself. Thus, in either event, 
such an outcome of the transaction would be inconsistent with the standards set 
forth in section 2 of the act, relating the public interest to the fostering of sound 
economic conditions in air transportation. It appears, therefore, that this 
phase of the proponents’ case, instead of offering some substantial affirmative 
promotion of the public interest, proves, on the contrary, that the transaction 
would result in public detriment. 

The failure, and actual reversal, of the applicants’ attempted affirmative show- 
ing leaves us to face again, and in this new light, the aim of the application before 
us to set aside the Government’s previous determinations as to the necessary 
pattern of competition for United States transatlantic air services. If present 
facts demonstrate the unwisdom of past policy or disclose a significant alteration 
in the basis upon which the policy was formulated, it is our duty to take account 
of such facts and to shape a new policy accordingly. But we must stress the 
consideration that when a fundamental line of policy affecting our national 
interest has been adopted with great and searching deliberation, that line of 
policy should not lightly be turned aside or abandoned. 

This consideration is accentuated for us by recognition that the reliance placed 
upon this body to safeguard the public interest is rendered unusually full, by 
reason of inevitable circumstance, in the area of activity at issue herein. At 
the start of our overseas air transport endeavors, the Congress, as we indicated 
in the North Atlantic Route case, outlined the basic structure which it intended 
those efforts ultimately to erect.” This legislative purpose can be canceled by 
subsequent legislative redetermination, but such change the Congress has stead- 
fastly refused to make. The legislative purpose can be frustrated also, however, 
by failure of administration to protect the intended pattern from destructive 
change or to maintain the conditions conducive to its healthy growth and develop- 
ment. Following the initial period of experimentation in international air trans- 
port, and now that the various principal nations have seriously undertaken their 


*° Northeast Air. et al., North Atlantic Routes, 6 CAB 819, 322-323 (1945). 
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planned participation in this endeavor, it has become prodigiously difficult to 
retrieve any critical error in national air transport policy. Should we mistakenly 
tear down any material piece of our international air transport structure, that 
section can be reestablished, if at all, only at enormous cost to the Government. 

Bearing these important considerations in mind, we confronted the task of 
reappraising, on the basis of the facts of this case, our policy with respect to 
the form and corporate pattern of competition for our transatlantic air transport 
system. The results of such reappraisal we have found to be most impressive. 
Whereas the immediate increase in public expense which we may expect from 
Pan American’s operation of the AOA routes and properties is a short-range 
result which is neither desirable nor insignificant, the absorption of AOA by 
Pan American, in terms of our long-range policies for the development and 
maintenance of an adequate air transport system to serve our vital national 
needs, presents far graver implications. 

From the earliest days of this Board we have sought to prevent the development 
of an undue predominance on the part of any one carrier. We declined to permit 
United Air Lines to absorb Western Air Express, where we found that the 
purchase would give United predominance in the west coast region, so increasing 
its size and control in that area as to adversely affect the existing competitive 
opportunities for Western business.“ We prevented Alaska Airlines from acquir- 
ing Cordova Air Service because we found that the acquisition would assist in the 
creation of a competitive advantage to one carrier which would stifle the growth 
of strong local air systems.” And we denied approval to American Airlines to 
buy control of Mid-Continent Airlines, where we found that this accretion in com- 
petitive advantage to American would itself embarrass any future attempts to 
amplify and improve the Mid-Continent route system.” 

In condemning an undue predominance of competitive power within any par- 
ticular sphere of air-transport competition, we have been at pains to indicate 
that we were not attempting to calculate an optimum size for an air carrier and 
were not striving “toward an ultimate goal of parity among air carriers.” As we 
said in the American-Mid-Continent case: 

“In air transportation, as in any other path of life, it has not been ordained 
that all shall be of equal stature or fortune. These factors of size and competition 
are relative matters, intimately tied to the circumstances of any particular case. 
The problem is one of degree, and of the avoidance of extremes. Our concern is 
to foster and preserve, in as realistic and practical a manner as possible, those 
conditions which are conducive to the creation and growth of the type of air 
transport system envisioned in the Civil Aeronautics Act.” ™ 

Toward that goal we have followed a fundamental policy of “constructive com- 
petition.”™ We have proclaimed and applied that policy both because we read 
the Civil Aeronautics Act as congressional directive commanding us so to do, and 
because we were sincerely convinced that only through constructive competition 
could an adequate system of air transportation be built and preserved. We are 
still so convinced. “No effective substitute for healthy competition as a stimulus 
to progress and efficiency can be found in monopoly... The stimulus to an imagina- 
tive management that results from the competitive efforts of business rivals to 
secure patronage and trade cannot be matched as a motivating force for the pub- 
lic welfare even by the private profit incentive —. The improvements which 
flow from a competitive service cannot be decreed by administrative fiat.” ™ 

When this policy is applied to the international field, where, as we noted at the 
outset of this opinion, our air carriers are instrumentalities of national security as 
well as commercial tools, there are other considerations which underscore its 
wisdom. These factors we marked in the North Atlantic Route case: 

“To restrict international air transportation to one carrier would place upon 
one small managerial group responsibility for handling matters have tremendous 
national importance. The vast extent of our future international air-transporta- 
tion operations and their economic and political significance is of great im- 
portance. To conclude that the public convenience and necessity require only one 
company in international air transportation would result in placing that company 
in a position of power which might enable it to interfere with public policies un- 
acceptable to the management,” ” 


St Acquisition of Western A. E. by United A. L., 1 CAA 739 (1940). 

3 Acquisition of Cordova Air Service by Alaska Air, 4 CAB 708 (1944), 

33 American Air., Control of Mid-Continent Air., 7 CAB 365 (1946). 

* American Air., Control of Mid-Continent Air., 7 CAB 365, 379-380 (1946). 
% Acquisition of Western A. EB. by United A. L., 1 CAA 739, 750 (1940). 

3 Northeast Air. et al., North Atlantic Routes, 6 CAB 319, 326 (1945). 

7 1Id., pp. 325-326. 
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As is apparent from the quotation, the competition of which we speak in the 
international field is competition between the American-flag air carriers. The 
consideration stated above is only one of those which establish the fact that this 
need for competition between United States companies cannot be filled through 
competition afforded by foreign enterprises. Other considerations toward the 
same conclusions were emphasized by us in the opinion wherein we first awarded 
a North Atlantic route to AOA.™ 

It is a corollary to our policy principle that competition, to be constructive, 
must be effective. And we have recognized, further, that effective competition 
is a function of balance.” In applying our policy we have not inveighed against 
mere size, but have directed our concern toward relative size. In the Western- 


United case we said: 

“Tt is the concentration of ownership and control which is fatal to the opera- 
tion of a competitive economy. To allow one air carrier to obtain control of 
air transportation in the * * * area greatly in excess of that possessed by com- 

titors would, in our opinion, seriously endanger the development of a properly 

alanced air transportation system in this region; * * *.” 

The examples which we cited above of our refusal to approve a proposed pur- 
chase of one air carrier by another all represent the extension of this thesis to 
the facts of those several cases. A marshaling of the pertinent facts of this 
case demonstrates beyond doubt that approval of the merger would constitute 
a direct break with precedent and an unjustified departure from those basic 
policy principles which we hitherto have regarded, and yet hold, as essential 
to effectuating the public interest in air transportation. 

Measured by various pertinent statistical standards, Pan American, with the 
accretion of AOA, would plainly occupy a position of predominance in United 
States international air transport which would tend to stifle effective com- 
petition between American-flag operations across the North Atlantic to Europe 
and the Bast and thereby, in time, prevent or hamper the development and 
maintenance of an adequate air-transportation system in those areas of the world. 

Currently the international carriers under the American flag serve approxi- 
mately 72 foreign countries or their possessions. The Pan American system 
serves directly 58, or 81 percent of all foreign countries served by American-flag 
carriers, to 34 of which 58 countries Pan American renders the only American- 
flag air service. In contrast, the next largest international operation, that of 


8 American Export Air., Trans-Atlantic Service, 2 CAB 16 (1940). There we said, at 

yp. 32-38 : 
Psat is obvious, however, that competition by foreign air carriers will not have the same 
beneficial effect which competition by United States air carriers should have. The part 
which national loyalties may be expected to play in the routing of traffic must not be for- 
gotten. Moreover, fundamental differences in background and technique between United 
States and foreign-flag air carriers may tend to d eet their respective services by 
essentially noncompetitive basic characteristics, rather than by those differences of degree 
which stimulate progress through competition. 

“The addition of new and improved equipment by foreign air earriers will, to be sure, 
result in the necessity of United States air carriers equaling or bettering such equipment if 
they desire to maintain their competitive position. However, unless and until the United 
States air carrier can match a given improvement in the service rendered by a foreign air 
earrier, United States air transportation will not have been advanced. On the other hand, 
any addition to service or improvement of equipment by a competing United States air 
carrier will be an immediate and direct advantage to the air-transportation system of the 
United States. 

“Our national defense, in particular, can be benefited by competition between United 
States air carriers whose interests, patriotic and otherwise, are in the supreency of this 
country’s aviation. In Pan American Airways Company (Delaware) New York-Marseilles- 
London Certificate, supra, we stated: ‘From the evidence, it appears that the experience 
and training to be derived by flight personnel from this long-distance operation over 
the North Atlantic, and the information relative to alr -cwerening conditions, aerolog- 
ical matters, methods, and novanee ry facilities in this area, are valuable to the national 
defense.’ Upon the present record, similar circumstances are involved in the oper- 
ation of the services proposed by applicant. Applicant contends, with merit, that no 
matter how many foreign competitors may be in the field, their research and development 
will not be available to the national defense of this country. 

“It appears that competition by applicant would induce the use of different types of 
equipment and make use of the facilities of a greater number of our manufacturers, thereby 
affording the War and Navy Departments valuable data concerning additional types of 
equipment. It would mean the training of additional American supervisory operations 
persoatees and would provide an incentive to the development of new and different operating 
techniques.” 

%® See Acquisition of Oerdeva Air Service Alaska Air,, 4 CAB 708, 712 (1944); 
Acquisition of Western A. H. by United A. L., 1 CAA 739, 750 (1940). 

© Acquisition of Western A. B., by United A. L., 1 CAA 739, 750 (1940). 

“ Includes all countries served by Pan American, UMCA or Panagra (Pan American-Grace 
Airways, Inc.) and one country served by Panair do Brasil. 
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TWA, serves only 16 countries, or 22 percent of the total, and 9 of those 16 
are also served by Pan American. Except for 6 countries served by AOA, 7 
served by TWA, and 1 served by Northwest Airlines, Korea, the Pan American 
system already serves every country served by American-flag air carriers. A 
mere comparison of countries served, however, does not truly reflect the extent 
to which Pan American is in a position to dominate our foreign air transporta- 
tion. During the month of September 1948, approximately 90 percent of all 
passenger-miles performed by American-flag carriers originated in or were 
destined to foreign countries presently served by the Pan American system. 

The dominating position of the Pan American American-flag system in foreign 
and overseas air transportation is further evidenced by the fact that the route 
miles operated by that system during the calendar year 1949 amounted to 58 per- 
cent of the aggregate route miles operated by all American-flag air carriers. 
The addition of AOA would increase this already disproportionate share to 63 
percent. In the same period the Pan American American-flag system performed 
63 percent of the total American-flag revenue ton-miles and earned 62 percent 
of the total non-United States mail revenues. Following the proposed merger 
the Pan American American-flag system would embrace approximately 72 per- 
cent of the total revenue ton-miles and non-United States mail revenues of 
American-flag carriers. It is also significant that the average route mile density 
of the Pan American American-flag system during the calendar year 1949 was 
approximately 23 percent greater than the average of other American-flag car- 
riers. On the basis of the fleets of all American-flag carriers assigned to foreign 
and overseas operations as of December 31, 1949, and assuming a 7-hour daily 
utilization of aircraft, the potential seat-mile capacity of this system, as shown 
in appendix I, was 63 percent of the total potential capacity. If AOA’s potential 
capacity were added, the combination would represent 74 percent of the total 
for the foreign and overseas industry. 

The foregoing facts clearly show that the Pan American American-flag system 
already dominates our international air transportation to a marked degree. 
Actually, Pan American World Airways, Inc,, alone, is in a position with its 
present fleet to provide the whole of the United States participation in the 
international air transportation services required by present traffic levels. On 
the basis of a 7-hour daily utilization, Pan American World Airways, Inc., alone 
had sufficient planes at the end of 1949 to carry the passenger traffic experienced 
by all American-flag air carriers during the calendar year 1949 at a load factor 
of approximately 76 percent. A load factor of approximately 68 percent would 
be obtained with the combined existing capacity potential of Pan American and 
Panagra. If AOA’s fleet were added to Pan American’s and Panagra’s, the total 
American-flag traffic could be carried in the combined fleets at a load factor of 
approximately 58 percent.* 

In terms of net capital assets, the most generally accepted measure of eco- 
nomic concentration,“ if the AOA merger were approved, the combined system 
of Pan American, Panagra, and UMCA, i. e., $110,414,000, would encompass 58.2 
percent of the net capital assets, i. e., $189,740,000, employed by all American- 
flag air carriers operating in foreign commerce.“ This abnormally high per- 
centage of concentration for an industry intended to be competitive would, of 
course, be further increased substantially if there were eliminated from the 
calculation those assets of the American-flag air carriers included in this compu- 
tation which are devoted solely to the production of domestic service. Elimina- 
tion of such assets would be justified for the purposes of this comparison, but a 
precise determination is too difficult mechanically to be worth essaying merely 
for the sake of cumulative evidence. However, for the purpose of making a 


It is worth noting again the significance of these facts to the empty predictions of 
subsidy savings previously discussed. The management policies objectively reflected in 
the manner by which Pan American’s equipment already has been expanded far beyond 
the requirements of its conceivable traffic share do not reconcile with that company’s 
abstract assurances herein that it would control capacity in the light of traffic experience 
80 as to produce economically sound load factors with the combined operation. 

# “There appears to be a general consensus that of the three possible types of financial 
data which could be used to measure concentration at the corporation level” [sales, gross 
assets, and capital assets], “the most desirable is capital assets * * * . Capital assets 
eonsist of land, buildings, and equipment, which are physical, tangible items. They thus 
reflect perhaps the most underlying and fundamental form of economic power.” Report 
S = ederal Trade Commission on the Concentration of Productive Facilities (1949), 
at p. 6. 

“ Based upon the net assets of the following carriers engaging in foreign transportation, 
excluding carriers whose only foreign operations are to Canada, Mexico, or Cuba: Braniff, 
Chicago & Southern, Northwest, TWA, AOA, UMCA, Panagra, and Pan American. 
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rough illustration, if an allocation of assets were made to the domestic and 
international services by (1) prorating the investment in flight equipment on 
the basis of the reported assignment of each aircraft type, and (2) prorating 
the investment in ground equipment on the basis of relative reported deprecia- 
tion charges, the concentration of net capital assets in the combined Pan Ameri- 
can system would be more than 80 percent in lieu of the 58.2 percent shown above. 

The degree of economic concentration which would result from the proposed 
merger may be further highlighted by comparison with the net assets held by 
individual members of the air transport industry. TWA is the next largest 
American-flag international air carrier and the fourth largest air carrier in the 
domestic and international fields together. Postmerger, the net assets of the 
combination ($110,414,000) would exceed those of TWA by approximately 190 
percent. Next to Pan American, the largest air carriers certificated by the 
Board are the domestic carriers, American and United. Postmerger, the net 
assets of the combination would exceed those of each of these carriers (Ameri- 
can: $61,466,000; United: $60,632,000) by approximately 80 percent. 

The 58.2 percent of the net capital assets of the American-flag international 
air transport system which would be held by Pan American after the proposed 
merger contrasts, for example, with the 6 percent which the assets of the largest 
class I railroad (Pennsylvania) are to the total of the class I railroads. Asa 
matter of fact, after absorbing AOA, the Pan American American-flag system 
alone would control almost twice as great a proportion of the foreign air trans- 
portation net assets as the six largest class I railroads“ controlled in that 
industry. Moreover, as shown in appendix II, this degree of control exceeds that 
found in the most concentrated major manufacturing industries, where the 
highest percentage of concentration in the hands of 1 enterprise is the 57.9 per- 
cent exhibited by the linoleum industry, and only 2 other major industries, 
aluminum and tin cans—tinware, reveal more than 47 percent concentration. 

Not only is Pan American by far the largest international operator, it is also 
the largest individual air carrier certificated by this Government, as measured 
by investment, non-United States mail revenues and number of employees. As 
of December 31, 1949, Pan American, Panagra, and UMCA, combined, reported 
a net investment of $121,230,000 “ non-United States mail revenues of $123,687,- 
000 and a total of 15,374 employees. The inclusion of AOA would increase the 
combined investment to $144,869,000, the combined non-United States mail rev- 
enues to $142,986,000 and the number of employees to 16,731, as compared with 
the corresponding figures for American Airlines, the next largest certificated 
air carrier, of $99,613,000, $97,731,000 and 11,995, respectively, or with the 
composite, systemwide figures for TWA, the next largest American-flag inter- 
national air carrier, of $64,298,000,“ $91,037,000, and 10,882, respectively. The 
figures given for TWA are for that carrier’s domestic and international system 
combined. The contrast that would result from exclusion of the figures relating 
to the domestic system is indicated by the fact that TWA’s reported non-United 
States mail revenues for the international operations were only $33,046,000, or 
approximately 23 percent of those for the postmerger Pan American combination. 

The foregoing analysis has measured the predominant position in the United 
States certificated air transport operations held by the Pan American American- 
flag system. When consideration also is given to the operations of the foreign- 
flag air carriers in which Pan American has a substantial financial interest, and 
over which it exercises considerable managerial control, the relative economic 
resources Of Pan American are even more marked. The extent to which the 
combined Pan American world system literally encircles the globe, and already 
offers air transportation service to all continents, may be gaged from the Pan 
American map and Pan American advertisement reproduced as appendix III. 
As of December 31, 1948, the foreign air carriers embraced within the Pan 
American world system, excluding China National Airways Corp., had a net 
investment in capital assets of approximately $19,200,000, and during the calen- 
dar year 1948 realized gross operating revenues of approximately $45 million.“ 


* Pennsylvania, New York Central, Baltimore & Ohio, Atchison, Topeka & Santa Fe, 
Chesapeake & Ohio, and Union Pacific. For detail and source, see appendix II. 

# Determined on the basis of the long-term debt and net worth reported by the carriers 
as of December 31, 1949. For Pan American these reported figures have n adjusted 
to exclude from the reported net worth of Pan American its recorded investment in 
Panagra and UMCA of $500,000 and $363,184, respectively, and the excess of estimated 
=e pay over effective rates, $15,337,000, less income-tax provision of $4,665,000 related 

ereto. 

‘7 See tabulation set forth in appendix VII. Not included in this computation are the 
assets and revenues of the various non-air-carrier foreign affiliates of Pan American. 
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On the basis of these data the net investment in capital assets of the Pan Amer- 
ican world system, following the absorption of AOA, would be equivalent to 
68 percent of all net capital assets owned by all American-flag international 
air carriers. In like Manner, the combined non-United States mail revenues 
of the enlarged system would be more than three times those received by all 
other international and overseas American-flag carriers. 

The objective statistical measurements applied above leave only one conclusion 
to be drawn: that Pan American's acquisition of AOA would solidify Pan Ameri- 
can in a position of overwhelming domination of United States international 
air transportation. As we have already emphasized, that sphere of activity is 
one which public policy dictates should be characterized by effective competition 
on the part of United States enterprises. That Pan American’s impregnable 
concentration of economic power following the absorption of AOA would be fatal 
to the maintenance of these necessary competitive conditions we cannot doubt. 
The record before us affords no basis for distinguishing this resulting concentra- 
tion from the unhealthy predominance which we have condemned in the earlier 
cases cited and, on the contrary, warrants reaffirmation of our findings that 
such conditions will, in the long run, choke off effective competition, with conse- 
quent corrosion of the adequate system of air transportation which we require. 

In view of the extended exposition we have already made of the kind and extent 
of competition required in the air transport industry and of the atmosphere 
necessary for its development and preservation, we content ourselves with a few 
observations, by way of example, relating these principles of policy to the record 
before us, as dramatically illuminated by the foregoing analysis of Pan Ameri- 
can's relative size and position. 

With the accretion of AOA to the Pan American system, any attempt to pre- 
serve or foster a reasonable competitive balance in our North Atlantic, European, 
and Middle East air transport operations would be doomed to utter frustration. 
The statistics given above portray the crushing competitive advantage with 
which Pan American would confront TWA, its lone surviving United States com- 
petitor. What we had to say in the American-Mid-Continent case concerning 
the economic advantages accruing to the carrier with more extensive operations, 
more funds at its disposal and access to traffic beyond its competitor’s system 
would be applicable to this situation, and yet with greater impact: 

“In the first place, it is part of the generally accepted business concept of good- 
will that the company serving the larger number of customers to their satisfac- 
tion will on that account enjoy a competitive advantage in soliciting patronage 
for additional service. It is only human nature to elect a service or commodity 
of known value rather than to risk a choice of the less familiar. In this respect 
American, through the mere volume and geographical scope of its operations, 
inevitably holds a position of some favor over its competitors of more limited 
operation, and this is a competitive advantage apart from that gained by virtue 
of greater expenditures for advertising and promotion and the various luxuries 
and extra services which, generally speaking, can be afforded only by the larger 
organizations, 

“In the second place, the wider the geographical scope of a carrier’s operations 
in comparison with a particular rival, the greater the competitive advantage 
which it will enjoy through its control of traffic originating at or destined to 
points to which the other carrier does not have access. Because of this fact, 
the extension of a carrier’s system may enable it to divert a substantial amount 
of traffic from a competing carrier without at the same time rendering a service 
more attuned to the public convenience and necessity.” “ 

It is clear from the data in the record that Pan American, by the volume 
and geographical spread of its operations, already is in a position to divert a sub- 
stantial amount of traffic from TWA. On an annual projection based on the 
Board’s air-traffic survey for September 1848, it appears that TWA lost to 
Pan American, operating in conjunction with connecting foreign-flag carriers, 
about $1,086,000 in revenue for traffic to or from TWA cities abroad not served 
by Pan American. One example of this diversion is the traffic to Paris, TWA’s 
principal city in Europe. The ticket sales as reported in the September 1948 
survey show that Pan American was able to attract 15.8 percent of the American- 
flag passenger revenues for Paris-United States traffic, representing in excess of 
$616,000 on an annual basis. Pan American's effective traffic magnetism at Paris 
contrasts with TW4A’s experience at London, where, on the same basis of measure- 





#® American Air., Control of Mid-Continent Air., 7 CAB 365, 379-380 (1946). 
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ment, TWA was able to garner only 2.3 percent of the London-United States 
passenger revenues, representing approximately $227,000 on an annual basis. 
Similarly, in September 1948, by interline connection with various foreign air 
carriers, Pan American diverted from TWA 7.6 percent of the American-flag 
Rome-United States business, 13.3 percent of the American-flag Madrid-United 
States business, and 7.9 percent of the American-flag Geneva-United States 
business. 

Another example of the competitive pulling power of the Pan American World 
System is furnished by the facts that, judging from the air-traffic survey for Sep- 
tember 1948, Pan American is carrying between London and New York almost all 
the onward traffic, participated in by a United States air carrier, to points in 
the Pacific and Latin America,” and between New York and Paris, a TWA and 
not a Pan American city, twice the number of passengers which TWA carries 
whose onward destination or origin lies in Latin America.” This dividend from 
Pan American's route system outside the North Atlantic area contrasts with the 
relatively small increment gleaned by TWA from its domestic operations. The 
clearly demonstrated fact that, trafficwise, TWA’s domestic route system is of 
small value, and may even be a liability, to it as an international carrier seems to 
flow from three causes. In the first place, judging from the Board’s air-traffic 
survey and other data of record, only somewhere in the neighborhood of 10 to 15 
percent of United States transatlantic air traffic originates at, or is destined to, 
cities beyond the United States gateway points. Since these gateways are served 
by Pan American, no domestic routes are needed to gain access to this traffic. In 
the second place, the ingrained travel habits of the American people are such that 
of the small residue of beyond-gateway travelers, a large percentage plan their 
transportation via the gateways anyway and purchase their transportation as if 
the gateway were the originating point. Thus, TWA’s exhibits show that of the 
international tickets which that company itself sold at interior United States 
points, more than 40 percent named New York as the terminal point of the inter- 
national journey. And finally, the traffic-generating potentials of TWA’s domestic 
competitors are alined against it. From all domestic cities afforded air service, 
except those served exclusively by TWA, the airlines engaged in domestic competi- 
tion with TWA feed their international traffic primarily to TWA’s international 
competitors, either Pan American or the foreign-flag carriers.” 

With reference to these competitive effects of the large carrier’s self-multiply- 
ing traffic characteristics and its control of passenger routings, to which effects 
we called attention in the American-Mid-Continent case, it is worth noting at 
least two factors which intensify those effects in the instant situation. The first 
factor is the interline connections which Pan American makes with a number of 
foreign-flag carriers with which it is associated and in which it holds a substan- 
tial interest. The existence of these corporate affiliations extends Pan Ameri- 
can’s traffic-generating potential beyond the reaches of its own far-flung system, 


“The total tickets sold for passage between London and Pacific or Latin American 
points via New York numbered 145, of which Pan American carried 143 on the transocean 
portion of the journey. Of these 143 passengers carried by Pan American, 99 moved to 
or from Pacific points and 44 to or from Latin American b acmren Of the 99 to or from 
Pacific points, 91 connected with United for the transcontinental segment, 6 with TWA, 
and 2 with American. 

*® Total passages numbered 69, of which TWA carried only 24, while 45 moved via Pan 
American and a connecting foreign carrier. 

5‘ During the survey month of September 1948, at 12 selected domestic stations (selected 
primarily on the basis of their being relatively large traffic-producing cities. The 12 sta- 
tions are: Chicago, Cleveland, Denver, Detroit, Los Angeles, Milwaukee, Omaha, Portland 
(Oreg.), Salt Lake City, San Francisco, Seattle, and Spokane), other than the gateway 
points of New York, Washington, Boston, and Philadelphia, United Air Lines originated 
(or carried to destination) 176 transatlantic passengers for interline connection with 
American-flag carriers. Of these 176 passengers, 144 connected at the —-s, with Pan 
American, 24 with AOA, and only 8 with TWA. Of the 8 passengers exchanged with TWA 
= encomt 1 moved to or from a Buropean point to which TWA provides the only American- 

ag service. 

United, however, exchanges even more transatlantic traffic with foreign-flag air carriers 
than with the American-flag operators. Thus, based on ticket sales for the survey month 
of September 1949, United delivered to (or received from) foreign carriers 371 passengers, 
of which 160 moved between the United States and a point abroad to which AOA provided 
the sole American-flag service, 83 between the United States and an exclusive TWA point 
and 22 between the United States and an exclusive Pan American point. The balance 
moved between the United States and points abroad where there was either service by 
more than one of the American-flag carriers, or no American-flag service at all. The coop- 
erative attitude on the part of United toward Pan American manifested in these traffic- 
exchange statistics also works reciprocally. Thus, in footnote 52, supra, we noted that 
Pan American delivered almost all its Pacific-London passengers to United for the trans- 
continental journey. 
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lending it a sort of radiating competitive advantage which was not available to 
American in the Mid-Continent case. The second factor is the much greater 
proportionate participation of the travel agent in international transportation ” 
than in the domestic-travel market. To the extent that the goodwill of travel 
agencies founded upon continuing profitable business relationships contributes to 
an international carrier's total business, the volume and diversity of Pan Ameri- 
can’s worldwide service exercise cumulative generative powers in somewhat the 
same manner as the larger expenditures than those of its competitors which it 
may be expected to make for advertising and publicity. 

The aggrandizement of Pan American through the transfer to it of AOA’s 
assets and franchise would increase its disproportionate concentration of eco- 
nomic power to a degree which would threaten the ability of TWA to maintain 
effective operation as the second United States air carrier across the North At- 
lantie. In terms of competitive effort there would be two results: the inflation 
of Pan American’s competitive advantages, of the type just noted, through the 
further expansion of its system, and the freeing of Pan American to concentrate 
its offensive forces upon only one United States competitor in this area. The 
unequal struggle might well eventuate, after a greater or lesser period of time, 
either in the elimination of TWA’s transatlantic operations or in their reduction 
to comparative commercial impotence. The attrittion upon TWA would be ac- 
companied by the increasing relative costliness of its service, so that even were 
it to survive, the Government would at length be presented with the nice question 
whether the quantum of additional service it afforded were worth the growing 
financial sacrifice. 

We wish to emphasize that the detrimental effects we foresee for TWA from 
the proposed aggravation of Pan American’s already dominant position would 
follow irrespective of whether TWA be now financially strong or financially 
weak, or whether or not TWA’s efforts may yet have exposed the full economic 
potential of its international route. As we said above, effective competition is 
a function of balance, and the deterioration we prophesy is a consequence of ex- 
treme imbalance. Present financial strength on the part of TWA would not 
reduce in the slightest the competitive advantages accruing to Pan American 
through the proposed merger. In the circumstances depicted in the preceding 
analysis of Pan American’s relative competitive power, the degree of financial 
stamina on the part of the inferior carrier at the outset of the struggle will have 
no influence upon the outcome, other than upon the speed of the process of 
deterioration. 

Similarly, the ultimate deleterious effects of the heightened concentration of 
power cannot be avoided by tinkering, in the relatively minor manner open to 
us in this proceeding, with the carriers’ route structure. Obviously, by some 
reshuffling of route segments or points, we could give rise to an immediate increase 
in traffic for TWA. The most important point to which we could give it access 
would be London. Unless we removed Pan American from London, TWA would 
have to share traffic there with its still dominant competitor, as well as with the 
foreign-flag carriers, and we should perhaps face controversies with the British 
and French over TWA’s rights to carry traffic beyond London or Paris after stop- 
over. But meeting these issues in stride, and assuming that TWA could garner 
40 percent of AOA’s London traffic (a greater percentage than it estimates it 
would achieve at Shannon), what difference would it make in the long run, con- 
sidering our earlier measurements of Pan American’s overwhelming relative 
force, that we had effected an initial increase in TWA’s gross passenger revenues 
of approximately $2,100,000 a year? At best, this potential gross revenue increase 
would be merely a temporary benefit, progressively diminishing in synchroniza- 
tion with the sharpening impact of Pan American’s competitive predominance. 
We should not have begun to redress the inordinate competitive imbalance, and 
it is to be doubted whether we should be postponing by 1 week the eventual under- 
mining of TWA’s international operation.” 





52 According to exhibit A17, for the years 1947 and 1948, 50 percent of the gross ticket 
sales for transpotration over AOA were made by travel agents. 

% We must likewise recognize that Pan American has taken the flat position herein 
that it will not accept any route adjustments in TW4A’s favor, or, in other words, that 
it would not carry out the AOA purchase at the price of such conditions. This position 
was vehemently expressed in Pan American's brief to the Board, at p. 77, as follows: 

“Pan American, therefore, made crystal clear that it would not accept any conditions 
eliminating portions of its route. and that it would likewise not accept any conditions 
adding points to the route of TWA unless the conditions were to be accompanied by 
equivalent additions to Pan American's route.” 
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Our statistical portrayal of Pan American's postmerger position of relative. 
predominance leaves no recourse to our concluding that there would flow there- 
from two other consequences which we cited in the North Atlantic Route case as 
evil accompaniments of the breakdown of effectively competitive conditions: 
one, the gradual deadening and loss of those desirable and healthy reactions to 
the normal stimuli of commercial competition; and two, the exposure of public 
policy to the overriding will and opinions of a single corporate management. 

In connection with this last point we must observe the large share of their 
attention which the parties to this proceeding gave to various alleged acts and 
statements by Pan American, Pan American officials and Pan American affiliates 
which are contended to be illegal or counter to public policy or to constitute un- 
fair or repressive competition or to manifest private greed coupled with an 
abnormally callous disregard for both public convenience and public safety. Were 
we faced with the necessity for adjudicating the guilt or inocence of persons or 
corporations upon these indictments, we are bound to say that much evidence is 
present in this record which could not lightly be dismissed. However, it is suf- 
ficient for present purposes to recognize that action of the repressive and anti- 
sociocratic nature charged is an expectable concomitant of undue aggregations 
of economic power in private enterprise. We take note of these accusations, 
therefore, solely to lend emphasis to our established policy against overweening 
concentration of competitive forces within any segment of the air transport in- 
dustry.“ Under current conditions action counter to public policy can be resisted, 
overcome, discouraged and perhaps inhibited; under conditions of intensified 
concentration of private economic energy, however, such action might run be- 
yond all power readily to correct or oppose. 

The conditions and consequences which we have discussed as certain to 
derive from the unduly predominant position in United States international air 
transportation in which the obsorption of AOA would place Pan American all 
run counter to the specific congressional mandates set forth in section 2 of the 
act: to encourage and develop an air transportation system properly adapted 
to our needs; to foster sound economic conditions in air transportation; to im- 
prove the relations between, and coordinate transportation by, air carriers; to 
promote service by air carriers without unfair or destructive competitive prac- 
tices; and to consider in the public interest competition to the extent necessary 
to assure the sound development of an adequate air transportation system. In 
all these respects, therefore, the proposed purchase of AOA by Pan American 
would yield results substantially adverse to the public interest. 

We must stress again that by these findings we are not indicating a limit, in 
any absolute sense, to the further healthy growth and development of Pan 
American. We reiterate that such questions must be dealt with in relative terms 
on the facts of the particular case. In other circumstances, an accretion to the 
Pan American system may prove warranted, where the injurious effects may be 
weighed against, for example, the accompaniment of adequate safeguards, the 
presence of offsetting advantages, or the lack of a workable alternative. None 
of those reasons obtain in this case. We have seen that no adequate safeguards 
can be erected against the harmful consequences of this proposed accretion to 
Pan America’s competitive powers. The offsetting advantages claimed by the 
proponents, in the form of great savings in subsidy to the taxpayers, have dis- 
appeared under analysis, and in their place have appeared financial disad- 
vantages further aggravating the threatened detriment to the public interest. 
And there is presented here a workable alternative to the proposed transaction, 
namely, to leave the parties in the status quo. 

This last consideration warrants brief further development. Notwithstanding 
the desire to sell out evidenced by their participation in the transaction before 
us, the American-AOA management has expressed confidence both of its past 
record © and of its ability to carry on the separate operation of AOA in an active 
and aggressive manner.” The record supports the reasonableness of this con- 
fidence. AOA’s operations have been successful, its capital structure is sound, 


In view of the disposition which we make of this case, it is unnecessary to pass upon 
various specific exceptions filed by the parties to the examiner’s report, either with refer- 
ence to Pan American's alleged predilection for monopolistic practices or to the fairness 
of the purchase price here involved or other matters and issues not material to the bases 
of our decision or not reached because of the disposition made herein. 

See statement of C. R. Smith. president both of American Airlines and of AOA, to 
American’s directors, exhibit PC—207, p. 10. 

% See Mr. Smith’s testimony as to his statements to Mr. Trippe, president of Pan Ameri- 
ean, transcript, p. 4023. 
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and it faces no unusual equipment or financial problems. It has an important 
route system, the potentialities of which have been and are developing in 
substantial accord with our contemplations when we awarded the route.” There 
is no reason to believe that AOA cannot continue independent operation with 
reasonable prospects of goodly success. 

In this connection we must quarrel with American’s contentions herein that 
AOA has reached a traffic “plateau” in its operations and that little opportunity 
exists for improvement with the present route structure. American has sup- 
ported this claim on brief by citing an alleged decline in the volume of trans- 
atlantic passengers handled, from 49,844 in 1947, to 48,376 in 1948, and to 47,886 
in 1949. These figures vary somewhat from American’s Exhibit Al4, which 
indicated, for 1947 and 1948, a transatlantic volume of 46,922 and 44,546 pas- 
sengers, respectively, and Pan American's Exhibit PA 1B, which credits AOA with 
47,967 transatlantic passengers during the year 1949. On oral argument Amer- 
ican presented a chart, based on a 12-month moving total of AOA’s system 
revenue passenger-miles, purportedly showing that the upward trend in its traffic 
had ceased by the latter part of 1947. This chart, while indicating that the 
growth trend is not nearly so marked in 1948 and 1949 as in previous years, 
fails to bear out the plateau theory. American points to the substantial growth 
in TWA’s operation. This fact cannot be denied ; however, it does not hold that 
AOA has reached a plateau merely because the rate of growth by a competitor is 
more extreme. 

During the period from May through August in 1948 AOA did suffer a down- 
ward trend. Pan American (which disagrees with AOA on the plateau theory) 
likewise was momentarily losing ground during this disappointing year, along 
with nearly every other carrier in the industry (12 of 16 domestic trunkline 
operators experienced decreases in passenger-miles in 1948). A contributing 
factor in the mid-1948 decline of AOA, according to one of its officials testifying 
during the proceeding, was the necessity for reducing frequencies due to lack 
of equipment. It was conceded that had more equipment been available AOA 
would have been able to carry more traffic and would have had a better year. 

The following indexes, based on the data reported to the Board by the carriers 
in their form 41 reports, show the experienced trends of traffic activity in 
scheduled operations on the routes of the three transatlantic carriers since 1946: 





Number of passengers Revenue passenger-miles 
AOA TWA PAA AOA TAW PAA 
Peep ihitbbeeddodbuacesedvuiebed 100.0 100.0 100.0 100. 0 100.0 100.0 
DF skis Beas whdh 5 dis do iss 178.9 207.2 183.7 147.3 202. 8 197.9 
Shika dethsodinhsSdbensitenivwee 226. 9 251.7 173. 4 151.0 233. 1 185. 2 
So rcthis niu eero-dedaanee teerninial 286. 0 309. 0 194.1 158. 3 260.3 206. 4 


Notwithstanding the facts, first, that AOA derived many passengers from its 
Frankfurt-Berlin service, which traffic, however, is primarily short haul and so 
does not weight the passenger-mile index unduly, and second, that part of the 
traffic rise must be held as responsive to promotional fares, it cannot be estab- 
lished from the record that the traffic potentials on any of the transatlantic 
routes are not capable of further yield and development, consistently with a 
pricing policy calculated to confer a net benefit on the carriers. 

We summarize: 

Permission is sought for the purchase by and transfer to Pan American of 
all the assets, including the certificate of public convenience and necessity, of 
American Overseas Airlines. We have carefully considered that transaction, 
have found it inconsistent with the public interest, and decline to approve it. 

Another application under section 408 lies before us in this proceeding. By 
its petition, Docket No. 3630, dated January 21, 1949, consolidated in this pro- 
ceeding by our order, Serial No. E-2511, dated March 1, 1949, American seeks our 


5t Much has been sought to be made of the fact that AOA remains unable to implement 
its certification to Russia and Poland, countries of large population. These population 
figures are, of course, immaterial, since these countries historically were not important 
traffic producers and relatively little traffic was ever anticipated from those countries in 
the early years of route development. 
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approval, if such approval is necessary, of its increased holding of stock in AOA, 
This prayer by American is an alternative, it being indicated in the petition that 
the petitioner's primary view is that its acquisition of additional AOA stock 
shares is not subject to Board approval. 

The jurisdictional issue arises out of the following facts. In American Air., 
Control of American Export Air. (6 ©. A. B. 371 (1945)), we approved, under 
section 408 of the act, American’s acquisition of control of AOA (then known 
as Amerian Export Airlines) through the purchase by American of 51.4 percent 
of the capital stock of AOA. Execution of this transaction left the steamship 
company, American Export Lines, the previous majority stockholder and or- 
ganizer of AOA, holding 24 percent of the air carrier’s stock, with the remaining 
25 percent held by the general public in small lots. Subsequently, the stock was 
split, 3 shares for 1, and then in execution of a financing plan, new stock was 
issued, which the AOA stockholders, including American and the steamship 
company, purchased in varying amounts. After giving effect to these and cer- 
tain other minor purchases and sales of AOA stock, the holders of 1 percent or 
more of the AOA capital stock, as of December 31, 1948,” were as follows: 


trl’ % | 
Number of | Percent of 
shares total 


American Airlines, Inc..............---. P 1, 083, 154 61.9 
American Export Lines, Inc... __- oe coon eee 355, 708 20.3 
Lehman Bros. . . ---- Laodies bdcud : PEGS \ Shes 63, 820 3.6 
W.L. Millon___.__- 4 = Speicientadaanhines 30, 000 LT 


Tee Cees 2 1, 582, 682 | 7.5 


As of the same date, there were authorized 3 million shares of AOA capital stock, 
of which 1,749,825 were issued and outstanding. There were, therefore, 217,148 
shares, representing 12.5 percent of the total outstanding shares, held by mem- 
bers of the public in lots of less than 1 percent each. 

The jurisdictional question is whether the increase, through purchase, of Amer- 
ican’s stockholdings in AOA, from 51.4 percent of the outstanding shares to 
61.9 percent of the outstanding shares, constitutes an acquisition of control within 
the meaning of section 408 of the act. In the circumstances here presented, we 
think it does not. 

We have previously held that acquisition of a block of stock aggregating con- 
siderably less than a majority interest may constitute an acquisition of control 
within section 408,” that there are many degrees of control,” and that an in- 
erease in the extent or degree of control through additional stock acquisition 
likewise may constitute an acquisition of control requiring further approval 
under section 408." It is clear, however, that not every acquisition of stock 
represents an acquisition of control. The existence of control or the incidence 
of an acquisition of control “is a factual matter to be ascertained by weighing 
all the evidence in each particular case and drawing reasonable inferences and 
conclusions from such evidence in the light of the objectives of the act.” @ 
Further, “in the case of control acquired through the purchase of stock, the 
extent of control existing will, absenting other relationships indicating influence 
on the part of the acquirer over the controlled company, depend upon the 
specific quantum of stock interest held by the acquiror and the rights and privi- 
leges that attach thereto.” ® 

In TWA, Further Control by Hughes Tool Co. (9 C. A. B. 381 (1948) ), we were 
eonfronted with a situation in which the controlling person had increased its 
interest in the air carrier from a holding of 45.6 percent of the outstanding com- 
mon stock, as previously approved by the Board,“ to an inalienable right to 


°° The number of shares held by American as of that date remains the same today. 

%® Braniff Air., et al., Aerovias Braniff, 8S. A. (6 CAB 947 (1946)) ; In the Matter of the 
Aviation Corporation, order to show cause, Serial No. 4087, October 9, 1945, affirmed, 
order, Serial No. 4158, October 30, 1945. 

© 7WA, Further Control by Hughes Tool Co. (9 CAB 381 (1948)). 

* Railroad Control of Northeast Airlines (4 CAB 879 (19438)); TWA, Further Control 
by Hughes Tool Co. (9 CAB 381 (1948)). 

® Braniff Air., et al., Aerovias Braniff, 8. A. (6 CAB 947, 948 (1946) ). 

STWA, Further Control by Hughes Tool Co. (9 CAB 381, 386-387 (1948) ). 

“ Transcontinental & W. A., Control by Hughes Tool (6 CAB 158 (1944)). 
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acquire, through the conversion of notes, up to a possible 80 percent of the com- 
mon stock. In finding that the right to acquire the additional stock had resulted 
in an increased measure of substantive control over the carrier and its corporate 
affairs, and that accordingly there had resulted a further acquisition of control 
within the meaning of section 408 of the act, we said, at pages 17 to 18 of our 
opinion : 

PThe existence of nondefeasible conversion right, under agreements whereby 
TWA can accelerate but not avoid the conversion, substantially increases Toolco’s 
power over the carrier and this power is of such a nature as to require our ap- 
proval. Under Delaware law, Toolco, with a majority stock ownership in TWA, 
alone and on its own initiative, can perform such important corporate acts as 
amending TWA’s certificate of incorporation by adding to or decreasing its cor- 
porate powers, or by substituting certain powers and purposes in place of those 
already present therein, or by increasing its authorized capital stock or reclassi- 
fying it, or by making other changes or alterations in said certificate. Moreover, 
a two-thirds common-stock interest in TWA would enable Toolco, for the 
first time and using its sole voting power, to satisfy the provisions of Delaware 
law with respect to such important matters as merger, consolidation, or dis- 
solution of the carrier.” 

Here, as in the Hughes Tool case, we are dealing with a Delaware corporation. 
Unlike the Hughes Tool case, however, we have previously approved American’s 
acquisition of a majority of the AOA capital stock, and the further acquisition 
at issue herein leaves American’s holdings still 83,396 shares, or approximately 
4.77 percent, short of the two-thirds mark vital to a question of merger, con- 
solidation, or dissolution of AOA. Although American has, and has had ever 
since the acquisition we previously approved, both effective control of the day- 
to-day management of AOA and sufficient control by direct stock ownership 
under Delaware law to sell all the assets of the company, it still lacks the power 
without obtaining the concurrence of the owners of 83,396 additional shares, to 
force a merger, consolidation or dissolution. 

It is argued herein that American’sapproach toward two-thirds ownership by 
virtue of the increase from 51.4 to 61.9 percent means the probability that 
American could win a proxy fight in any controversy with the only large minority 
stockholder, American Export Lines, over merger, consolidation, or dissolution 
of AOA. However, in considering a somewhat similar contention in the Hughes 
Tool case, we said : 

“An answer to this claim rests upon the distinction between having the re- 
quired voting power under Delaware law upon the vote of Toolco alone, as 
against having such power dependent upon the use of proxies to vote stock owned 
by others, who may not always acquiesce. Further, while Toolco has been able 
to secure proxies sufficient to enable it to control the day-to-day affairs of the 
earrier, it may not be able to obtain that acquiescence in matters such as merger, 
consolidation, or dissolution of the carrier.” © 

It is true that American, by its increase in holdings, has come closer than it 
was to the significant two-thirds ownership mark. But that would be true of the 
purchase of any one additional share subsequent to the original acquisition 
of the majority block, and we are not prepared to hold that any accretion to 
stock ownership, no matter how small, represents, in and of itself, a further 
acquisition of control within the purview of section 408. It seems to us that to 
be significant within the interpretation of the term “control” which we have 
been applying, the accretion must be such an increase in the quantum of interest 
previously held as to yield, through alteration of the rights and privileges which 
theretofore attached to that quantum of interest, a new and additional measure 
of substantive control over the corporate affairs of the carrier involved. In this 
case the increase in American’s interest does not lift its proportionate ownership 
to any level at which new rights or privileges accrue, nor does it come so close to 
such level in absolute number of shares as to enable us to ignore the remaining 
discrepancy. It appears that in any future controversy of the kind indicated, 
American would now, as it did before, lie under the necessity of soliciting suffi- 
cient concurrence from other shareholders to enable such combination to carry 
its point, and there is no showing here of such mutuality of interest between 


& TWA, Further Control by Hughes Tool Co. (9 CAB 381, 390-391 (1948)). 
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American and any other AOA shareholder as to warrant our finding that such 
future concurrence is a present legal fact. 

Accordingly, we find that, in the circumstances presented, American’s acqui- 
sition of the additional shares of AOA capital stock does not constitute an 
acquisition of control requiring our approval under section 408 of the act. 

One further issue in this proceeding remains for disposition. By its petition 
in Docket No. 3592, Pan American requested not only consolidation of the AOA 
certificate with its own—an issue which becomes moot with our denial of the 
proposed transfer—but also amendment of Pan American’s certificate so as to 
permit the carrier to overfly London on flights between points west and points 
east of London. This latter issue is not rendered moot by virtue of our adverse 
decision upon the proposed purchase, and the peitioner is entitled to a determi- 
nation upon the request thus brought and tried under section 401 (h) of the act. 

As presently authorized, London is designated as a terminal point on Pan 
American’s permanent and temporary routes between the United States and the 
United Kingdom, as well as on Pan American’s temporary route beyond the 
United Kingdom through areas in Europe and the Near East to India. Under 
AOA’s certificate, on the other hand, London is an intermediate, rather than a 
terminal point, and thus that carrier’s certificate offers no obstacle to its over- 
flying London on nonstop flights established in accordance with the Board’s regu- 
lations governing the institution of nonstop service. 

On January 27, 1947, by Order Serial No. E—251, the Board, pursuant to sec- 
tion 416 of the act, awarded Pan American an exemption from the provisions of 
section 401 (a) of the act so as to permit the carrier to operate flights between 
points in Hire and points east of London without stopping at London. This 
exemption authority has remained outstanding to date, and the carrier has made 
some limited use of it. From its official schedules on file with the Board it 
appears that for various periods of time in each year since the award of this 
exemption Pan American has scheduled and operated flights between Shannon 
and Brussels, non-stopping London. From the periodic re-establishment of such 
nonstop flights, it may be inferred that there has been some public demand for 
ap utilization of this nonstop service. 

Pan American’s request for the right to overfly London has been supported in 
this record by brief and rather general testimony.” Obviously, the right would 
lend some greater measure of flexibility to Pan American’s operations as cer- 
tificated. No opposition to this specific amendment of Pan American’s certificate 
was voiced by any party. 

In view of the uncontroverted testimony concerning the public interest in 
the relief sought, the Board’s outstanding exemption authority and the past 
service performed by Pan American under the exemption, we find that the 
public convenience and necessity require the amendment of Pan American’s cer- 
tificate of public convenience and necessity, pursuant to section 401 (h) of the 
act, so as to permit, for the further duration of its authorization to engage in 
air transportation across the North Atlantic between points in the United States 
and points in Europe and beyond east of London, the operation by Pan Amer- 
ican, in accordance with the Board’s regulations governing nonstop service, 
of fights between points west of London and points east of London without 
stopping at London. The certificate will be so amended, and to that extent Pan 
American’s petition in docket No. 3592, is hereby granted. 

Except to the extent just indicated, Pan American’s petition in docket No. 
3592 is dismissed, as is also the joint petition of Pan American and American 
in docket No. 3580, which is rendered moot by our denial of the petition in docket 
No. 3589. American’s petition in docket No. 3630 likewise is dismissed. 

Appropriate orders will be entered. 

JosePH J. O'CONNELL, Jr. 
Russet B. ADAMS, 


® Transcript, pp. 1643-1644. 
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APPENDIX NO. 1 


Potential seat-miles capacity of American-flag foreign and overseas air carriers 
as of Dec. 31, 1949 


| | 


Aircraft | Number of} Average 
type aircraft seats 


Available 
seat-miles 
per year 


1, 006, 210, 100 
74, 166, 540 

346, 110, 520 
102, 940, 9°0 
404, 201, 000 


Pan American ! 7 t 766, 040, 100 


52, 045, 350 
210, 450, 240 


Total Panagra ¥ | 331, 122, 890 


American Overseas ! f 6, 862, 730 

E 86, 742, 2°0 
173, 055, 260 
268, 114, 035 








Total American Overseas.....-..-- 7 534, 774, 275 


175, 375, 200 





17, 348,40 


17, 348, 450 
35, 075, 040 


52, 423, 490 


173, 484, 500 

38, 302; 005 
211, 786, 505 
156, 136, 050 
296, 666, 160 








Cran’ tobel,, OTE COIR icine cnn iceescecnedenetdenccocdspisosentocese |----eoenee== 4, 824, 540, 070 


1 Source for number of aircraft, schedule A-9 of Form 41 Reports for December 1949. All other carriers, 
source for number of aircraft, computed from international schedule C for December 1949. 
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APpPENDIx No. II 


Comparison of potential concentration of net capital assets in the air-transport 
industry if AOA is absorbed by PAA with the approwimate concentracion ewist- 
ing in other industries 

{Percent of industry net capital assets] 


Relative position of PAA, PGA, and UMCA after merger: 
With respect to total American-flag foreign air carriers * 
With respect to total domestic, American-flag foreign, and overseas 
trunkline carriers 
Relative position of largest class I railroad * 
Relative position of 6 largest class I railroads combined * 
Relative position of largest company in selected industries *: 
Linoleum 
Tin cans and other tinware 
Aluminum 
Copper smelting and refining 
Biscuits and crackers 
Agricultural machinery 
Office and store machines and devices 
Motor vehicles 
Cigarettes 
Plumbing equipment and supplies 
Distilled liquors 
I MII li ncceneasinintendiscciieiiniah entlestnbamnibee hl Diihsinieistnatcinteiedtlbteiahitptianieaeinasines heb 
Primary steel 
Rubber tires and tubes 
Dairy products 
Glass and glassware 
Carpets and rugs 
Footwear : 
ERA IINGER ~ CRIN is cosccsincchentmrsiopeenes' dares cadets Neenah datadtiniaah cecdainhsaninnaalnaintiniay 21. 
Woolen and worsted goods 
Electrical machinery 
Grain-mill products 
Aircraft and parts 
Bread and other products 
Canning and preserving. 
Drugs and medicines 

1Includes all net assets of the Spiowing carriers engaging in foreign transportation, 
excluding carriers whose only fore operations are to Canada, Mexico, and Cuba: Braniff, 
Chicago & Southern, Northwest, TWA, AOA PAA, PGA, and UMCA. 

2 Percentage derived from investment in road equipment and other property as shown 
in Statistics of Railways in the United States for the Year Ended December 31, 1948, 
Interstate Commerce Commission, table 158, line 15, and sec. A~I, line 15. 

Shas a sae of the Federal Trade Commission on the Concentration of Productive 





77632 144A 
‘Te System ol the Hying Cypers 








EXECUTIVE OFFICES: 195 East 42nd Street, New York 17, New York 
Offices in 0’ Cities Served and Ragresentation dy Agents throughout the world 


U. S.A. HAWAII 
U.S A.—HAWAII 
U. S. A—HAWAII-NEW CALEDONIA-NEW ZEALAND AUSTRALIA Three Weskty Services 


CLIPPER CARGO—CALL YOUR SHIPPING AGENT OR THE NEAREST 
PAN AMERICAN OFFICE. 


OFFICIAL AIRLINE GUIDE 











LEGEND 
PAN AMERICAN 








PAN AMERICAN 
SYS 


MEMBER INTERNATIONAL A/R 


Thewe Weahiy Services trom New York and San Franciede 
Ciphteee Weakly Services 

Teetee Weaky Service 

A Service 

Cightass Flights W seteiy 

Four Flights Weekly 

Thewe Onity Services 

Thee Weakly Services 


ING AGENT OR THE NEAREST 
' OFFICE 














a 


; eo 
ZZ 
7 D ee ~ 
ne Wa 
Bag... 
eo S 


CORRECTED TO FEBRUARY |, 1950 


WORLD AIRWAYS SYSTEM 
Services currently =perating 


HORLO AIRWAYS 
TEM 


TRANSPORT ASSOCIATION 


U. & A—SOUTH AMERICA 
U.S A MEXICO CENTRAL AMERICA--CANAL ZONE 


U. & A WEST INDIES—SAHAMAS 


CLIPPER CARGO—CALL YOUR SHIPPING AGENT 





% 
. 


PAN AMERICAN OFFICE. 





OFFICIAL AIRLINE GUIDE 


APPENDIX WO. TTI, PAGE 2 OF 2 





77632 O -57 -pt.1, vol.4 ( Face p. 2631) 


RRR TR TRE HR Oe 


mae epee 





4¢7F4 


i 
| 
: 
é 
' 
t 
f 
' 


ET RRR Ta cme er 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2631 


APPENDIX NO. TIT, PAGE | OF 2 


65 WAYS AROUND THE WORLD 


467885 


are offered by only one airline System 









You can combine any one of — 


@ 5 different Pan American System routes 
across Europe ... with any one of 


@ 13 across the Pacific and the 


@ Your business takes you to Rome—and you 
wish to stop at London on the way. 

Another passenger, going to Rome on a vacation, 
wants to stop over to see relatives at Lisbon. 

On a Pan American Clipper’s swift, sure wings 
both passengers can leave New York and speed 
to the same destination on different routes. Such — 
variations of routings on the world-wide Pan 
American System are almost endless. 

But what's even more important, if you're plan- 
ning a trip to any one of the world’s 6 Continents, — 
Pan American—The World's Most Experienced 
Airline —will fly you there with a single ticket and 
a single set of baggage checks. = — 

Pan American was first around the world with 
scheduled air service . . . And today only Pan 
American flies to all 6 Continents. For reservations, avcxiano mexico city 
call your Travel Agent or the nearest office of — 


Pu Mormon (FRR mo 
Worlo AIRWAS \ae/ SOURGE: EXHIBIT NO. 191 IN 


DOCKET NO. 3589 ET AL 
* Trede Mart, ‘an Americas Airwoys, ja 
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ST. THOMAS 
Tourist fare 584 
(A redection of 41% 
GUATEMALA 
os CaRacaS : 
; (A reduction of 70.2% saison | Ow. oS TRINIDAD 
SAN PRANCISCO to a ae Tourist tore *157 
SYDNEY (& reduction of 77% {A reduction of 57.5% 
5640 
(A reduction of 24.7%) 


NEW YORK te 
MONTEVIDEO 
Tourist fare 4456 


YOUR SYSTEM has consistently taken the lead in initi- ene Sane 


ating air transport fare reductions. Over a period of ete ames 


Tourist fore 5465 


twenty years, Clipper fares have been continually ’ ae 


reduced, in some instances as much as 70%, notwith- 


standing opposition by other carriers. 


77632 O -57 -pt.1, vol. 4 ( Face p. 2636) 





NEW YORK to 
SHANNON 
$317 


new york (A reduchon of 49.5%) 


LONDON EW YORK to 
$350 FRANKFURT 


(A reduction of 47 $%) $398 
{A reduction of 44.5%) 


NEW YORK te 
BERMUDA 
$70 
(A reduction of JON) 


NEW YORK te 
SAN JUAN 
Tourist fare $75 


(A reduction of 44%) 


MIAMI to 


KINGSTON 
$62 NEW YORK to 


ST. THOMAS 
Tourist fare $84 


(A reduction of 41%) 


eduction of 39%) 


MIAMI to 
CARACAS ee 


$ 
es TRINIDAD 
eduction of 63.5% 7 
Tourist fare *157 —. 
eos JOHANNESBURG 
$840 
{A ceducton of 33 3%) 


NEW YORK to 
MONTEVIDEO 
ee BEFORE PEARL HARBOR, Pan American stated: 
1A reduction of 70.4% 
“Air transport has the choice .. . the very clear choice 
NEW YORK to 1 
a eae .. . of becoming a luxury service to carry the well-to- 
Tourist fare $465 
A reduction of 20.5%) do at high prices .. orto carry the average man for 


what he can afford to pay. Pan American has chosen 


the latter course.” 
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APPENDIx No. VI 


Recent trends in break-even of foreign and overseas American-flag carriers 












































































Revenue passenger miles (thousands) 
Calendar year 
PAA-Atl./PAA-LAD|/PAA-Pac.| PAA-Al.| AOA | TWA | NWA | NAL 
WR ier. Sasi 153, 102 519,301} 75,045 | 28,019 | 114,286 | 108,707 | 7, 418 451 
| EAS ee eae 306, 861 602,185 | 204, 778 38, 171 | 168,496 | 220,752 | 45,889 9, 531 
cantante ead cee 302, 262 548,211 | 270, 294 35, 236 | 187,637 | 259,988 | 63, 890 8, 296 
ee ES oe 323, 254 585,963 | 242,519 38, 271 | 185,012 | 288,159 | 75,365 | 16,664 
PGA BNF C&s AAL EAL | UAL CAL | 
Mes dockncacknheecas | {eee Oe ackn a SE Veiebiniedthietas 
WO is beksecnesskecuc 106601 |_....._.- 6,699 | 58, 969 | 16,485 | 40,505 | 3,335 
PO wah ties cepted 103, 970 6, 912 13, 196 50,102 | 16,710 | 57,078 | 13,016 
Bs 6d Bootins cbibtct 105, 969 29, 020 27, 327 64, 805 | 16,039 | 64,440 9, 943 
| 
Passengers per route mile 
ret eeem ae Ee 
PAA-Atl.|PAA-LAD|PAA-Pac.| PAA-Al.| AOA | TWA | NWA | NAL 
Sia nian cadence 14, 051 37, 933 10, 253 10,491 | 20,997 | 13,249 5, 217 1,027 
WON: So2oeo tba. ws5 es 19, 180 44, 465 11, 948 16,720 | 27,906 | 18, 295 6,820 | 21,711 
Bee a ct0C AS... ok ok 16, 838 42, 235 13, 368 16,795 | 29,526 | 21, 707 6,159 | 18,897 
ee ey See 17, 292 45, 476 10, 733 18, 242 29,122 | 24, 132 5,930 | 37, 959 
| 
PGA BNF | C&s AAL EAL | UAL CAL 
tele ncidniae dhe WE GP Eo cece it {ee Tks canine 
Me Bic iietacacn okokteed oO | aes 9, 780 38,045 | 15,851 | 16,877 2, 589 
iS lid: 17, 008 2, 071 9, 639 32,324 | 16,067 | 23,783 | 13,174 
ati caacknet de 17, 478 5, 408 11, 774 41,810 | 15,422 | 26,850] 10,064 
Break-even need in amounts (thousands) 
PAA-Atl.|PAA-LAD/PAA-Pac,| PAA-Al.| AOA | TWA | NWA | NAL 
Pe Passcenca vena $4, 334 ($2, 292) $6, 167 $1, 594 $564 | $5,950 ($144) ($12) 
Rr iaitee 4, 881 1, 944 7, 689 2, 180 4, 006 5, 051 2, 692 140 
PE esa rstakae Gs. 9, 067 5, 886 9, 276 1, 769 2, 053 7, 774 3, 320 250 
i ee eee 14. 611 10, 065 10, 789 1, 341 4, 512 4, 517 3, 003 156 
| 
PGA | BNF Cé&s | AAL EAL UAL CAL 
TU hinsecniaiinietinawes A Resid cairns eteeos SR ices | 
| pe eidataiinch: BeEOPETE Ap BOE boca acs 485 $404 128 ($263) $325 
DS a cise die acted 1, 808 $7: 655 200 89 (121) 568 
RP ya 1, 743 1, 498 1, 140 45 87 (155) 695 
i ' | ! 
Break-even need per route-mile 
|/PAA-Atl. |PAA- LAD| pe eee AOA TWA | NWA | NAL 
vil pineereerensenn estado cacenetodsiaenananatienie ait 
| SESE Bests oe $398 ($167) $843 $623 $104 $725 | ($101) ($27) 
RS nn tee iho 305 144 449 955 663 419 400 318 
MEE videuthete aad gekcs 505 453 459 | 843 323 649 320 569 
Webi vecesvasdowncess 782 781 | 477 | 639 710 378 236 356 
PGA | BNF | cas | aat | zat | vat | ca | 
SER eee $276 |..........- $232 |.___- $93 |. a . 
Mas hi Sahih Sess Wi osiibcesthaa 708 $261 123 | ($110) $253 
ME ia coca te wens chen 296 216 479 129 86 (50) 575 
De winccitcccnuiesas 288 | 279 491 29 84 (65) 703 
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APPENDIX No. VI—Continued 


Recent trends in break-even of foreign and overseas American-flag carriers— 
Continued 


Break-even need per passenger-mile (cents) 
PAA-Atl.|PAA-LAD|PAA-Pac.| PAA-Al.| AOA TWA | NWA |] NAL 


. 83 (0. 44) . . : . (1. 93) (2. 65) 
. 59 - 32 \ . . , 5. 87 1.47 
1.07 3. . 0% 5 , 5. 20 

1.72 ! , ‘ ~f 


¢. 24) 


Break-even need as percent of non-United States mail revenues 


PAA-Atl.|PAA-LAD/PAA-Pac,/ PAA-Al. 


(4. 29) 90. 69 57.72 

3. 44 47. 58 67. 92 
10. 99 42. 27 53. 86 
19. 45 51. 46 38. 10 


11. 36 
5. 76 ; 
49. 99 1.21 10. 31 





PAA associated foreign air carriers, net investment in physical assets as of 
Dec. 31, 1948, and non-United States mail revenues during the calendar year 


1948 
[Thousands] 


Net invest- | Non-United 
ment in States mail 
physical revenues 

assets as of during the 

Dec. 31, 1948 calendar 
year 1948 


Aeronaves de Mexico, 8. A 

Aerovias Nacionales de Colombia 
Aerovias Venezolanas, S. A 

Compania Cubana de Aviacion, 8. A 
Compania Dominicana de Aviacion C. por. A 
Compania Mexicana de Aviacion, 8. A 
Compania Panamena de Aviacion, 8. A 
Lineas Aereas Costarricenses, 8. A 
Lineas Aereas de Nicaragua, 8. A 
Panair do Brasil, 8. A 

Servicio Aereo de Honduras, 8. A 


Total, all companies 


1 Ist 10 months of 1948 e ded to annual basis. 
2 Ist 11 months only of calendar year 1948. 
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AMERICAN OVERSEAS AIRLINES, INC. 


APPENDIx No. VIILI—CERTIFICATES ISSUED IN THE NoRTH ATLANTIC CASE TO 
AOA, PAN AMERICAN, AND TWA, AS AMENDED 


American Overseas Airlines, Inc., is authorized to engage in foreign air trans- 
portation of persons, property, and mail between the coterminal points, Chicago, 
Detroit, Washington, Baltimore, Philadelphia, New York, and Boston; inter- 
mediate points within the following areas: Newfoundland; Labrador; Green- 
land; Iceland; Shannon Airport or other airports serving the Shannon Estuary, 
Eire; United Kingdom, including Northern Ireland; the Netherlands; Den- 
mark; Norway: Sweden; Finland; Estonia; Latvia; Lithuania; that portion 
of Germany which lies north of the 50th parallel; and Poland; and the inter- 
mediate point Leningrad, U. S. S. R., and the terminal point Moscow, U. S. 8S. R. 
The certificate expires July 4, 1952 (order serial No. 4375). 


PAN AMERICAN AIRWAYS, INC. 


In part I the carrier is authorized to engage in foreign air transportation of 
persons, property, and mail (a@) between the coterminals Chicago, Detroit, 
Washington, Baltimore, and Boston (authorized to expire 7 years from July 5, 
1945) and New York, N. Y., the intermediate points Azores, Lisbon, Portugal, 
Barcelona, Spain (said authorization to expire 7 years from July 5, 1945), 
and the terminal point Marseille, France; (0) between Chicago, Detroit, Wash- 
ington, Baltimore, Philadelphia, and Boston (said authorization to expire 7 
years from July 5, 1945), and New York, N. Y., an intermediate point in New- 
foundland, the intermediate points Foynes, Dublin, and the terminal point 
London. 

Part II authorizes Pan American to engage in foreign air transportation on 
its routes between the United States and London, with respect to persons, prop- 
erty, and mail as follows: between the terminal point London, and intermediate 
points in the following areas: Belgium; that portion of Germany which lies 
south of the 50th parallel; Frankfurt, Germany; Czechoslovakia; Austria; 
Hungary; Yugoslavia; Rumania; Bulgaria; Turkey; Lebanon; Iraq; Iran; and 
Afghanistan, and the intermediate and terminal points within that portion of 
India which lies north of the 20th parallel. Part II of the above certificate as 
amended continues in effect until July 4, 1952 (order serial No. E-863). 


TRANCONTINENTAL & WESTERN AIR, INC. 


Transcontinental & Western Air is authorized to engage in foreign air trans- 
portation of persons, property, and mail (1) between the coterminals Chicago, 
Detroit, Washington, Baltimore, Philadelphia, New York, and Boston, the inter- 
mediate points within the following areas: Newfoundland; Erie; France, ex- 
cept Marseille; Switzerland; Italy; Greece; Egypt; Palestine; Transjordan; 
Iraq; Saudi Arabia; Yemen; Oman; Ceylon; and that portion of India which 
lies south of the 20th parallel; and the intermediate points Calcutta, Mandalay, 
Hanoi, and Canton, and the terminal point Shanghai, China; (2) between Chi- 
cago, Detroit, Washington, Baltimore, Philadelphia, New York, and Boston, the 
intermediate points within the following areas: Newfoundland and Portugal, 
and (a) beyond Portugal, the intermediate points within the following areas: 
Spain, except Barcelona, and Italy; and (b) beyond Portugal, the intermediate 
points in the following areas: Algeria; Tunisia; Libya; and Egypt. This certifi- 
cate is effective until July 4, 1952 (order serial No. 5035). 





morbiaie S28stRe NOMLGW3K3 AUWUOGMIL AG O30N9S 


MONAT NERY DmMONDD) 42 NYDEOE 
CuvOs S2LATHOwRY Wed 


mM 
&Q 
— 
jew} 
ee 
DN 
~ 
a 
Zz 
_— 
A 
es) 
< 
_ 
~ 
o 
oS 
a 
_— 


PROBLEMS IN 


MONOPOLY 


6v6! ‘OC Y39W3Ld3S 
NY3LLIVd 30IANSS SILNVILY HLYON 


2640 





MONOPOLY PROBLEMS..IN REGULATED INDUSTRIES 2641 


JONES, MEMBER, CONCURRING : 

It has been principally argued in this case, and emphasized to a considerable 
degree by the majority, that by reason of the acquisition of American Overseas, 
Pan American would obtain an unreasonable advantage over TWA in the North 
Atlantic. I do not believe that such a finding can properly be made on the record. 
The fact that Pan American operates extensively in South America and the 
Pacific does not lead to such a conclusion. 

It has also been argued that the motive of Pan American is to create a monop- 
oly and to build an international system of such tremendous size that it would 
in fact become a “chosen instrument.” The record does not support this argu- 
ment. In 1940 Pan American, through its own endeavors, was the only American 
international airline worthy of the name. It had no competition to Europe, to 
the Orient, or to Australasia. To some extent it did have competition to and 
in South America, where German operated and financed airlines gave grave 
concern to our Government. 

Since 1940 the situation has drastically altered. Pan American now has active 
American competition in most of its areas of operation. Two American lines 
compete with it in the Pacific, 2 over the North Atlantic, 1 to India, and 2 to the 
Caribbean and South America. This state of facts does not indicate that even 
with the acquisition of American Overseas, Pan American would be made so 
powerful as to enable it to achieve a “chosen instrument” position. 

On the record (if considered as an industry governed by the principles of free 
enterprise) the proposed merger is legal, proper, and would not tend to create 
a monopoly or “chosen instrument.” It is not contrary to our antitrust laws nor 
to the other laws of industrial fair play. Under our system of free enterprise 
an ordinary industry is free to purchase and sell as it pleases unless such laws 
are violated. However, our international airline industry is not an ordinary 
industry. It is also an instrument of national policy. In addition to the laws 
which generally regulate the commercial activities of United States citizens, it 
is subject to this policy, and an airline’s freedom of choice in making business 
decisions is limited to that extent. 

The question then narrows down—is the merger against public interest? It 
is, I believe, if it is contrary to our national policy with respect to airline opera- 
tions over the North Atlantic. That policy contemplates the maintenance of a 
strong leading position in the international airline field under a system whereby 
there is competition between United States carriers to the extent necessary to 
accomplish that purpose. The present airline pattern in the North Atlantic was 
established to implement that policy. However, it was clearly indicated at the 
time the certificates were awarded that because of the terrific social and eco- 
nomic upheavals occasioned by World War II no one at that time could predict 
with any certainty just what would be necessary to establish and maintain a 
leading position in that field on any long-range basis. Nor could it be determined 
at that time just what routes should be permanently operated, or how many 
United States carriers should participate. As a result, 3 carriers were certifi- 
cated to operate over the North Atlantic in what was, in fact, a 7-year 
experiment.” 

Less than 2 years of that experimental period still remain. The uncertainties 
since 1945 have multiplied rather than lessened, as indicated by the record 
before us. We know less today about what routes should be permanently estab- 
lished than the Board thought it did in 1945. We know with less certainty today 
how many carriers should be certificated. And we know less today what the 
political and sociai future of tomorrow may be which will so directly influence 
our international routes. 

On the other hand, we do know things which were not known in 1945. We do 
know that the period of subsidization will be longer and costlier because of the 
competition of the nationalized airlines of other nations. We do know that com- 
petition from other countries will be more severe than was anticipated because 
we are to a considerable degree financing our foreign competitors with our own 
money. We know that Russia, China, and other satellite nations now within the 
Soviet orbit are not now and will not be for a long time, open to our airlines. 
Other nations may likewise soon be closed to United States carriers. We know 
that the seasonal unbalance in air traffic has little likelihood of being leveled— 
en anticipated in the earlier decision—but indicates an even greater 
unbalance. 


% Northeast Air et al., North Atlantic Routes, 6 CAB 319 (1945). 
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To summarize, we are in the fifth year of the experiment in more of a quandary, 
faced with more uncertainties and up against more imponderables than we were 
when the North Atlantic route pattern was established. The paramount ques- 
tion which then arises is, should we at this time permit a merger which would 
realine the North Atlantic route pattern, eliminate a United States competitor, 
and make other and vital changes in an experiment upon which we have already 
spent many millions of dollars, without any clear-cut reason for such a change 
in its course and pattern, and without a dispassionate hearing and decision on 
the merits of this issue alone? The facts are not before us to so decide. 

It is my conclusion that we should not now, in the midst of the experiment, 
change the route pattern and the respective responsibilities of the carriers 
chosen to carry our flag abroad as the result of a heated, acrimonious, adversary 
proceeding. Now is the time for the Government and the respective airlines to 
do some of what Winston Churchill called exalted brooding, because we are all 
charged with the same immediate responsibility. It is not a question of who 
should be supreme in service to Europe, but how we may continue to carry out 
our policy of maintaining leadership in the air. That responsibility devolves 
not only upon the Government, but upon the three carriers concerned, and in 
such a situation thoughts of individual advantage should be put aside so far 
as is humanly possible. 






















Hanoip A, JoNngEs. 







MEMBER LEE, CONCURRING AND DISSENTING: 

I would approve the Pan American-American Overseas merger providing TWA 
is authorized to serve London. The real problem here is one of maintaining a 
proper competitive balance between our transatlantic air carriers. It is not 
necessary that we have three carriers operating across the Atlantic in order 
to maintain this balance. By approving the merger and placing TWA into Lon- 
don, we would still retain that element of competition envisioned by the Board 
in the North Atlantic case,” and at the same time adhere to our fundamental 
policy of “constructive competition” which we have followed in our domestic 
route cases, 

In addition to the need for maintaining a proper competitive balance between 
our transatlantic carriers, there is another reason why two United States car- 
riers should serve London. If Pan American is the only United States flag 
earrier operating to London, our share of the total United States-London traffic 
will surely be diminished. Having already secured from the British the right 
for two United States flag carriers to operate between New York and London, 
I think it would be a mistake for this Government to eliminate one and thereby 
turn over a portion of this traffic to another country. 

The only real problem, as I see it, is whether approval of the merger would 
place Pan American in such a predominant position as to upset the competitive 
balance of our transatlantic carriers. I think Pan American would enjoy such 
a position unless an adjustment is made in the route pattern of TWA authorizing 
that carrier to serve London. 

In terms of operating revenues, Pan American is stronger than any other 
American carrier, as evidenced by its total operating revenues of over $140 mil- 
lion in 1948, as compared with $113 million for the combined operations of 
American and American Overseas, and $101 million for TWA. 

Pan American has already demonstrated its ability to develop traffic at com- 
petitive points Although the Crozier report allocated the traffic equally between 
Pan American and TWA at Portugal, and divided the traffic equally between Pan 
American, American Overseas, and TWA in the case of Dire, the actual results 
of operations for 1947 and 1948 show that Pan American carried 18,824 passengers 
in and out of Lisbon as compared with 2,346 for TWA, while at Shannon Pan 
American carried 10,838 passengers, American Overseas 9,859, and TWA 6,109. 

Pan American, because of its reputation as the leader and largest and most 
powerful United States carrier, and because of its affiliations and connections 
with other foreign-flag airlines, is able to penetrate to a considerable extent 
markets which TWA is authorized to serve exclusively. For example, during 
the months of September 1948 and March 1949, Pan American carried 17.4 percent 
of the American-flag United States-Paris traffic, which shows Pan American’s 
ability to participate in markets which it is not authorized to serve. 

The strength of Pan American’s transatlantic route is evidenced by the total 
number of passengers transported between the United States and Europe by the 








































® Northeast Air ct al., North Atlantic Routes, 6 CAB 319 (1945). 
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three United States carriers. Based upon the Board’s September 1948 air-traffic 
survey, and taking the traffic from 61 selected United States cities having the 
largest amount of transatlantic travel, out of a total of 10,980 transatlantic air 
passengers American Overseas carried 2,948 or 26.8 percent, TWA carried 3,467 
or 31.6 percent, whereas Pan American carried 4,535 or 41.3 percent. From these 
figures it is obvious that approval of the merger without any adjustment in the 
route pattern for TWA would place Pan American in an overwhelming position 
with respect to transatlantic air travel. 

To undertake to minimize what Pan American would get out of this merger 
by pointing merely to the Scandinavian countries and the Netherlands is to 
divert attention from the real benefits which would accrue to Pan American in 
absorbing its competitor between the United States on the one hand, and London 
and Frankfurt on the other, which represents a substantial portion of the North 
Atlantic traffic carried by these two carriers. Also, to point to the recent gains 
made by TWA without referring to its previously weakened condition because 
of internal financing and organizational troubles is to give only part of the 
story. Based upon the Board’s September 1948 traffic survey, and again taking 
the 61 selected cities, if we assume that TWA would carry all of the United States 
and London and half of the United States-Shannon gateway ™ traffic previously 
carried by American Overseas during that month, Pan American’s participation 
in transatlantic travel would then amount to approximately 59 percent as com- 
pared to 41 percent for TWA. There are different indexes of measuring the 
competitive strength of these two carriers, some of which indicate that they 
are more evenly balanced than the figures which I have used, but when each 
index is taken apart and examined and then viewed realistically, Pan American 
if consolidated with American Overseas, even with TWA serving London, would 
still be by considerable odds the strongest United States-flag carrier over the 
North Atlantic. In fact, the addition of London to TWA’s route gives that carrier 
the minimum of strength necessary to provide the competitive balance required 
by the Board’s policy. 

Although any United States-flag carrier relied upon to provide competition for 
Pan American should have a margin of advantage rather than a margin of dis- 
advantage, particulrly when the overpowering effect of Pan American’s world- 
wide system with its attendant advertising and public relations advantages is 
considered, yet under all of the circumstances involved in this situation, I believe 
it would be possible for TWA, even with the margin of disadvantage it would 
still have after being certificated to serve London, to provide the competition 
required by the Civil Aeronautics Act and the policy of the Board. 

Section 408 (b) of the act provides that the Board shall approve a proposed 
merger “upon such terms and conditions as it shall find to be just and reasonable 
and with such modifications as it may prescribe.” It is recognized that Pan 
American has taken the position that it would not accept any conditions elimi- 
nating portions of its route, and that it would likewise not accept any conditions 
adding points to the route of TWA unless these conditions were to be accom- 
plished by equivalent additions to Pan American’s route. I believe that approval 
of the Pan American-American Overseas merger conditioned upon the certification 
of TWA into London is a reasonable exercise of the Board’s power under the 
act and is in accord with prior decisions of the Board which have imposed just 
and reasonable terms and conditions.” While it is not possible to determine 
whether Pan American would be willing to consummate the merger if TWA is 
authorized to serve London, this is a decision which lies with Pan American and 
that apna would have the opportunity to accept or reject this condition as it 
sees fit. 

I do not agree with the majority that “Pan American’s absorption of AOA 
would lead to an immediate increase, rather than a lessening, of aggregate mail 
pay demands.” The record in this case shows that the proposed acquisition offers 
an opportunity for substantial savings which would reduce the mail pay re- 
quired to support the operations of the merged carrier. Pan American and 
American Overseas have offices and personnel at numerous points served by both 
earriers. These duplicating overhead expenses would be saved as well as sub- 
stantial amounts spent by American Overseas for advertising and publicty. 
There would also be savings resulting from only one general and administrative 


* Gateway traffic is that developed at the coterminal points on the transatlantic routes. 
This traffic ppggnates to approximately 91 percent of the total transatlantic traffic during 


September 1948. 
° Pan American-Panagra Agreement (8 CAB 50 (1947)). 








2644 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


staff, as well as the consolidation of duplicating schedules. While I do not be- 
lieve the savings would approximate the $9 million estimated by Pan American 
prior to the hearing in this case, or even the $6,500,000 anticipated by Pan Ameri- 
can at the oral argument, I do believe the savings would be considerable. 

Nor am I persuaded by the argument that we should not reexamine the trans- 
atlantic picture until a full 7-year period has transpired. We have already had 
5 years’ experience in transatlantic operations, and it is doubtful whether 2 more 
years of operations under the present three-carrier route pattern will bring forth 
any additional facts which are not now known to the Board. We are aware of 
the fact that world conditions have diminished to some extent the traffic potential 
of the route previously awarded to American Overseas, and we are also aware 
that we are now realizing the full impact of foreign-flag competition upon our 
United States-flag carriers. Moreover, the operating experience of our trans- 
atlantic carriers has been sufficient to permit the Board to issue a Statement 
of Tentative Findings and Conclusions “ for the purpose of establishing final mail 
rates for these carriers. In view of these facts, I do not believe that the merger 
should be denied on the ground that we have not had the benefit of a full 7-year 
period of operating experience. 

In view of the foregoing considerations, it is my position that the merger should 
be approved and that TWA’s transatlantic certificate be amended to permit that 


carrier to serve London. 
JosH LEE. 


RYAN, VICE CHAIRMAN, DISSENTING: 
One of the most important cases ever presented to this Board in its bearing 
upon the development of a sound United States air transportation system is 
that which is here presented to us for decision. Two out of three of our inter- 
national airlines operating in the transatlantic service ask our approval of a . 
proposed merger of their facilities. One of the ablest and most experienced of 
the Board’s trial examiners, with an eminent reputation for ability and impar- 
tiality, having listened to many witnesses in hearings lasting through many 
weeks and having studied and analyzed many pages of oral testimony, exhibits, 
and briefs, has reached the considered conclusion that the proposed transaction 
is consistent with the public interest and merits our approval. Three of my 
colleagues, who constitute a majority and therefore speak for the Board, here, 
enter an order denying that approval. I cannot concur in this decision, believing 
that it does not give proper consideration to the urgent need for the accomplish- 
ment of a more economic air pattern in our transatlantic service and the need 
for reducing the rising tide of subsidy which threatens to engulf those opera- 
tions. The American taxpayer emerges as the forgotten man in this decision. 
The majority holds that an approval of the present merger would upset what 
it terms that “fundamental line of policy affecting our national interest.” If the 
fundamental line of policy referred to is competition, the fears that haunt the 
majority may be laid at rest, for competition across the Atlantic would not be 
abandoned by the consummation of the proposed merger. Only the uneconomic 
and wasteful phases of the existing competitive pattern would be abandoned. 
If the reduction of our United States transatlantic air carriers in number from 
3 to 2 is the subject of concern, the majority’s fears may be considered equally 
ephemeral for the figure 3 is not essential to competition and has no significance 
to a “fundamental line of policy affecting our national interest.” Indeed the 
authorization of 2 transatlantic carriers instead of 3 was strongly advocated by 
public counsel in the 1945 case in which our transatlantic pattern was established, 
the same public counsel who has served as public counsel in this case. Public 
counsel had the following to say in the oral argument in the 1945 case: “* * * it 
is impossible to conclude that an operation of this scope by three separate car- 
riers represents desirable and economic service from the viewpoint of the travel- 
ing public, the Public Treasury, and the national interest. * * * Three carriers 
are too many to share the total business available to United States carriers.” * 
The trial examiner who presided over the Board’s hearing in the 1945 case, 
after studying the evidence and briefs, came to the same conclusion and recom- 
mended to the Board the authorization of 2 carriers instead of 3 across the North 
Atlantic. The same trial examiner was also the trial examiner in the present 
case. About the same time the Attorney General recognized that the policy of 


1 Order serial Nos. E-3880, E-—3881, and E-3882, adopted February 7, 1950. 
7 North Atlantic Route case, 6 CAB 319, oral argument, pp. 530, 540. 
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competition could be adequately sustained in the transatlantic area by two 
carriers, one operating a route to northern Europe and the second operating a 
route to southern Europe. He added that from the standpoint of military con- 
siderations or national prestige “the existence of 2 companies flying over alter- 
nate routes would seem to offer a greater advantage to the Nation than would a 
single company flying the 2 routes or 2 or more companies flying the same 
routes.” ™ 

Two economically strong carriers engaging in competition for transatlantic 
traffic and in competition with powerful foreign airlines that are also battling 
for their share are likely to fulfill the policy of competition envisaged by the 
Civil Aeronautics Act much more effectively than 3 United States carriers, 2 of 
which now suffer from wasteful duplication of facilities, personnel, and effort. 
This is the situation which confronts us today in the transatlantic area. 

American Overseas Airlines, which now seeks to merge its operations with Pan 
American Airways, was designated by the Board in 1945 to operate a route which 
at that time appeared to offer unusual opportunities for the development of 
traffic. In our 1945 decision no analysis was made of, or more than passing 
reference given to, the foreign competition which might develop on the route due 
largely to the fact that the principal aeronautical nations of Europe, depleted 
and exhausted by the worst war in history, did not seem to be in a position to 
provide any formidable air transportation for some time to come. But the Board 
did place weight upon the opportunity for developing traffic to the vast Russian 
land which many in positions of authority then believed was about to enter 
upon a new era of economic and social relations with the Western World. 

Both views lost their validity in the light of subsequent events. The Russian 
and Polish cities and half of Germany on the American Overseas route dis- 
appeared behind the Iron Curtain, thereby depriving the American Overseas 
route of a very substantial part of its original value; at the same time strong 
and vigorous airlines representing European nations arose from the devastation 
of war to confront our carriers with a steadily increasing measure of effective 
competition.“ The majority in the present decision sweeps this question under 
the bed. 

The present action of the Board will not alter the situation which the Russian 
Government has created. It will not restore what the fortunes of politics have 
taken from us. It will not convert into a business success an operation which 
in the years 1945-49 has brought an average net return of 1.1 percent on invest- 
ment to American Overseas’ stockholders and increased operating deficits which 
the Government has had to cover.” This decision will merely compel American 
Overseas Airlines to continue to operate a curtailed and weakened route pattern 
as a separate corporate operation and to do so against its will and the judgment 
of its experienced management which has been convinced by 5 years’ experience 
that its present route pattern cannot be economically operated without increas- 
ing and heavy Government subsidies. It may be noted in this connection that 
although the motives and credibility of Pan American have been challenged 
by the majority in language resembling more the advocate’s brief than a judicial 
analysis, no attack is made on the credibility or motives of American Overseas’ 
management; yet no consideration whatever is given to the fact that that man- 
agement, headed by one of the ablest leaders in the air-transport industry and 
an outstanding advocate of the competitive system, has reached a considered 
judgment which affirms the wisdom of the proposed consolidation as an economic 
measure certain to strengthen the competitive system and benefit the Federal 
Treasury. 

The Congress in the Civil Aeronautics Act has placed a duty upon this Board 
to see to it that the air transportation system which is developed under the 
Board’s promotional and regulatory powers shall be an economically sound 
system.” This means, in part at least, that the subsidy cost to the Government 
shall be kept at a minimum. The following data showing the mail payment 


7% Attorney General’s Report on International Air Transport Policy, submitted to the 
Congress on February 28, 1945, H. Doc. No, 142, 79th Cong., p. 35. 

™ Foreign air carriers in competition with American Overseas have been able to obtain 
75 percent of the total transatlantic traffic between the United States and the Scandi- 
navian countries and the Netherlands. See appendix C. 

% Exhibit A—33 and transcript oral argument, p. 30. 

% Sec. 2 of the act directs the Board in the exercise and performance of its duties 
under theact to consider, inter alia, “The regulation of air transportation in such manner 
as to * * * foster sound economic conditions in, such transportation * * *.” 
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received by our three transatlantic carriers during the past 4 years are not 
without significance here: 
$12, 074, 000 


hein ds Saeed cciiniel ascetic ita te a aie Saree sees 5, OOO 
The need for accomplishing a more economic air-transport pattern in the 
transatlantic area to meet this problem of rising subsidy costs and thus offer 
some measure of relief to the Federal Treasury poses a question which this 
Board should not lightly dispose of. It seems to me that the majority has 
failed to give sufficient weight to it. In fact, one of the majority in his con 
curring opinion completely ignores the evidence of the savings to be accomplished 
from the combined operation. 

Of the many issues raised in this case, many of which are irrelevant or only 
remotely relevant, two major questions are decisive: (1) will the proposed merger 
result in a more economic operation, thus permitting a reduction in the subsidy 
cost to the Government or will it increase the cost to the Government as the 
majority concludes, and (2) will the proposed merger increase Pan American 
Airways’ power in the transatlantic area so as to enable it to so dominate Trans 
World Airlines that the latter will be unable to compete successfully? In the 
following pages I shall deal with these questions in the light of the evidence of 


record in this case. 
I 


The economic benefits of the proposed consolidation 

Until the present decision and even as late as April 1950,” it has always been 
assumed as an elementary fact of experience that consolidations of duplicating 
air transport facilities could be relied upon to effect savings in the costs of opera- 
tion. This conclusion has been reached by the Board even in cases where no 
integration of the merged lines was present.” Recognizing this fact of airline 
economics, the Board and its individual members have been urging upon the 
industry the development of appropriate consolidation proposals as a means of 
accomplishing savings in operating costs. It is my judgment that, on the record 
of this case, the present acquisition offers greater opportunities for savings and, 
therefore, greater opportunity for reducing subsidy requirements than any that 
have been presented to this Board in the 12 years of its history. 

The present record makes very clear the economies that could be expected to 
flow from the consummation of the proposed consolidation of facilities. Highty- 
one and one-tenth percent of American Overseas, transatlantic passengers were 
carried in September 1949 between points which were also served by Pan Amer- 
ican. According to the May 1950 Official Airline Guide, 84.6 percent of American 
Overseas’ transatlantic schedules served London and/or Frankfurt, which are 
also served by Pan American. WBighty-five percent of American Overseas’ station 
employees in the last quarter of 1949 were located either (1) at points served by 
both Pan American and American Overseas, (2) at points served by Pan Amer- 
ican and not American Overseas, or (3) at points served by neither Pan American 
nor American Overseas where both of those carriers have stations. Pan Amer- 
ican and American Overseas both have sales offices in London, Frankfurt, Copen- 
hagen, stockholm, Dublin, Paris, Rome, Munich, and Stuttgart, all involving 
duplicating rentals, duplicating personnel, and other duplicating overhead ex- 
penses. The following tabulation (derived from schedules B-5 of the form 41 
reports of American Overseas and Pan American for the last quarter of 1949) 
reveals the extraordinary extent of the duplication of station employees : 





™ The above figures do not represent the complete bill. Pan American’s and American 
Overseas’ rates are on a temporary basis from January 1, 1946, while Trans World’s 
rate is on a temporary basis from February 1, 1946. The figures shown above might well 
be higher when the final rates are determined by the Board. 

™ Monarch-Arizona merger case, docket No. 3977 et al., decided April 10, 1950. See 
also Monarch-Challenger merger case, a No. 4129, decided December 16, 1949. 

™ Western A. L., Acquisition of Inland A. L. (4 CAB 654 (1944)). 
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Duplicating AOA station* employees, last quarter 1949 


Total AOA station ! employees 
AOA employees at common PAA/AOA points 7 
AOA employees at PAA points along__- 3 : 
AOA employees at points off line both PAA and AOA where both have stations___. 
Total AOA duplicating station employees at such points. Silene ciejpiadcitiats : 
Percent AOA duplicating station employes at such points. ea 
PAA employees at AOA points_____- ‘ vide h As 
Total AOA foreign station ! employees 
AOA employees at common foreign AOA/PAA points. 
AOA employees at foreign PAA points - 
AOA employees at foreign points off line both PAA and AOA where both have sta- 
tions _ _ _. sol d é 
Total AOA duplicating station employees at such points _ ae ‘ nanan 
Percent AOA duplicating station employees at such points eee ee al 76 
PAA employees at AOA foreign points i Pi Peaches. 


1 During the peak seasons the duplication would be greater. Only station employees are included; al 
divisional and general headquarters employees are excluded. Station employees include all employees of 
all categories at the specified stations. 

2 See the following table: 


Dublin_____- 
Gander 
Laaden.’. Bees 


Se 
Shannon 





3 See the following table: 





4 See the following table: 


5 See the following table: 


* Same as footnote 10 minus New York. 


In 1948 American Overseas spent $877,000 for advertising and publicity, the 
greater part of which amount was spent to attract passengers to points served 
by Pan American. Both carriers now have standby equipment to support flights 
at several points on their systems; Pan American’s existing standby equipment 
could do the work of both. Finally, American Overseas’ general and administra- 
tive staff largely duplicates the staff of Pan American. 


77632—57—pt. 1, vol. 4—-—24 
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In the light of the foregoing facts, I find it impossible to conclude that no sub- 
stantial savings would result from the consolidation of these two operations. 
This is not a case where a carrier would expand substantially by obtaining new 
routes; it is a situation where a carrier would obtain substantially more pas- 
sengers on routes which it is already operating. If we judge on the basis of 
transportation experience in such cases the consummation of the present pro- 
posal could reasonably be expected to result in lower unit costs, higher load fac- 
tors and a better ability to adjust schedules to capacity. It would make possible 
a better utilization of Pan American’s existing station facilities and personnel. 
And it would eliminate duplicate overhead expense. These results could and, if 
this Board exercised its full responsibility, would help to check the rising costs 
of the transatlantic service. If the present proposal does not offer the oppor- 
tunity for substantial savings, then no merger will ever be able to offer such an 
opportunity. 

Both Pan American and American Overseas offered evidence of substantial 
savings which would result from the proposed combined operation. Pan Amer- 
ican predicted that savings amounting to $9 million could and would be accom- 
plished by the combined operation—an estimated prepared prior to the Board’s 
hearing in this case. This carrier also believed that a saving of $6,500,000 could 
have been effected in 1948 by the combined operation had it been in existence dur- 
ing that year, an estimate based upon the actual experience figures for 1945. 
American Overseas took the position that savings running into millions of dol- 
lars annually could be realized, although it refrained from claiming a specific 
figure. The majority centers its attack upon the Pan American estimate of $9 
million. It practically ignores the evidence offered by American Overseas, dis- 
posing of that carrier’s claims by pointing out that it had failed to make a mathe- 
matical evaluation of the claimed savings—a view which appears to be in strange 
contrast to previous decisions in which this Board has granted approval of acquisi- 
tions and mergers upon exactly similar evidence in which claimed economies had 
not been reduced to specific figures.” 

The $9 million estimate originally offered by Pan American requires little 
attention here. It might well be ignored except for the majority’s efforts to 
label the estimate as the principal evidence relied upon to sustain the appli- 
cants’ claims of savings resulting from the merger. This position appears 
wholly unjustifiable in view of all the circumstances, including the fact that 
Pan American’s counsel at the oral argument frankly conceded the infirmities 
in the estimate and placed his reliance upon the experience figures for 1948 upon 
which the $6,500,000 estimate was predicated. American Overseas had been 
requested by public counsel to prepare a forecast, and Pan American had been 
requested to prepare a forecast of its Atlantic Division’s operations, both “for a 
future year.” Pan American had also been requested to prepare a forecast of 
the combined operation for a future year. Both responded. The $9 million 
figure was simply the difference between the sums of the mail payments inde- 
pendently estimated by the 2 carriers for their separate operations and the mail 
payments estimated by Pan American for the combined operations.” 

Under the circumstances it was not unnatural that there would be differences 
in the bases for the 2 carriers’ forecasts and other inconsistencies which would 
reduce the significance of the $9 million estimate. But despite the fact that this 
is not the first time that an air carrier has sought to make mathematical evaluh- 
tion for the future and later found that its judgment was mistaken in the light 
of experience, the majority has chosen to regard the present error as a factor of 
major significance, fatal to this application. In view of some of this Board’s 
predictions of the future in past decisions we might well take heed of the 
prophetic admonition that we “judge not lest we be judged.” 

Whatever infirmities may attach to Pan American’s $9 million estimate of 
future savings which represented an unsuccessful attempt to prophesy the 
future in mathematical terms, no such disability attaches to the $6,500,000 esti- 
mate which was the main reliance of Pan American’s counsel. For this esti- 
mate is based on the actual experience figures for 1948 and as such it should 
be a fair test of what might reasonably be expected in the future. Nor was this 


* Monarch-Arizona merger case, supra ; Monarch-ChalJenger merger case, supra: Pan 
Am, Airways, Inc, et al., Merger (2 CAB 503 (1940)) ; Wien Alaska Air-Acquisition-Mirow 
Air Service (3 CAB 207 (1941)); Marine Airways-Alaska Air Transport Consolidation 
(8 CAB 315 (1942); Weatern A. L. Acquisition of Inland A. D., supra; American Air., 
Control of American Export Air. (6 CAB 371 (1945)); Northern Consolidated Air et al., 
Consolidation (8 CAB 110 (1947)). 

“' Transcript, oral argument, pp. 491-492. 
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a mere “ancillary” estimate, as described by the majority. Since it was the 
main reliance of Pan American’s counsel at the oral argument, the all too obvious 
effort to play it down in the majority opinion seems unwarranted. 

This evidence relating to the $6,500,000 estimate derives even greater im- 
portance from the fact that it was supported by detailed exhibits and testimony 
at the hearing where no one contradicted it by any evidence and no probing 
cross-examination was directed against it.” Indeed, the only reference in the 
majority’s opinion to testimony remotely conflicting with the views of Mr. Fer- 
guson, Pan American’s witness, is the statement that Mr. Townley, American 
Overseas’ statistical witness, treated the ground and indirect maintenance ex- 
pense category as vary ying almost directly with volume while Mr. Ferguson 
treated it as varying 35 percent with volume. But Mr. Townley was not ad- 
dressing himself to the question of what savings could result in this category 
from the integration of the 2 companies with an increase in Pan American’s 
volume of more than 50 percent but was merely explaining the basis on which 
he had made an estimate of future expense for American Overseas, assuming an 
operation not significantly different in volume from the operation performed by 
American Overseas in 1948. Mr. Townley’s testimony cannot reasonably be 
construed as an endorsement of the proposition that it would cost Pan American 
approximately 50 percent more in this category of expense to take over the 
American Overseas operation than it would cost American Overseas itself to 
perform it. 

The following tabulation will reveal the savings on each item as estimated by 
Pan American in exhibit PA-152 and as revised in the majority's opinion, 
appendix IV, pages 3 and 4 on the basis of Pan American’s 1948-49 experience: 


Comparison of estimated savings in mail pay which would have resulted from 
integration of American Overseas and Pan American’s Atlantic division during 
1948 as determined by Pan Amreican and as determined by the majority 
opinion on basis of variability of ground and indirect expense experienced 
by Pan American between 1948 and 1949 


{In thousands of dollars] 


Estimated savings under integration 


| PAAesti- | Majority 
mate ! estimate 2 


Operating expense 
Difference 4 





Flying operations. ecteee 287 | 287 
Direct flight maintenance __- bs 110 | 110 | 
Depreciation—flight equipment-____-_...._-- ‘ 405 | 


802 | 
Divisional ground operations. -- _- ; : sad 485 | 
Divisional ground and indirect maintenance _- | —436 | 
Paaeeeeer serviee!: oc 2. a. | 8 | —44 | 
Traffic and sales_- pt acca thenaiale ‘ 583 | 
Advertising and publicity 36 16 
General and administrative : Bias , 221 | 
Divisional ground depreciation -~---._-__-- ‘ = x 
Station expense a | 5: 


POOR aed cseps 4d vic th can eight Shas acd ted Sack ghee *) 
Total operating expense 


Break-even need 
Profit element 


Tees Geet Anti lic cis dc al en a rs 


1 As set forth in exhibits Nos. PA-152 (revised) and PA-153. See also appendix No. IV, pp. 1 and 2, of 
mnajority opinion. 

2 See appendix No. IV, pp. 3 and 4 of majority opinion. 

3 Amount by which PAA estimate exceeds majority opinion’s estimate of savings, 


A detailed analysis of the savings which Pan American estimated it would 
have accomplished in 1948 had the 2 operations been consolidated at the time 


"@ There was no cross-examination except that by public counsel who made no effort to 
explore it in detail and certainly did not attack it. 
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leaves little doubt that the $6,500,000 estimate is sound and, if anything, too 
conservative. I believe that the importance of the subject will justify a brief 
examination of each item in the estimate. 


Flying operations and direct flight expense 

Pan American has estimated a saving of $397,000 in these 2 categories—$287,000 
in flying operations and $110,000 in direct flight maintenance.” The majority 
states that this saving is materially inflated because it would produce for Pan 
American load factors somewhat higher than those realized in the past. This 
conclusion appears to be extraordinary since the attainment of higher load factors 
is the reason for eliminating the uneconomic duplication of scheduling that is now 
carried on by the two carriers. Actually the estimate appears to be low in view 
of the unused space on both carriers. 

A brief review of Pan American’s and American Overseas’ schedules from 
New York to London alone is very illuminating. Day after day, year after year, 
flights of the two carriers leave within a short time of each other, if not at the 
same hour. Thus, in January and February of 1948, American Overseas operated 
daily Constellation flights leaving New York for London at 4 p.m. During the 
same period Pan American operated daily Constellation flights from New York 
to London leaving at precisely the same hour of the day. It is perfectly apparent 
that some of these flights could have been consolidated. In March and April of 
1948 American Overseas operated a Constellation every day of the week leaving 
New York for London at 1 p.m. Pan American continued to operate its daily 
flights at 4 p. m.“ In the months of May through September 1948, American 
Overseas operated daily Constellation flights at 5:30 in the afternoon and a 
small number of additional flights at other hours. During this entire period 
Pan American also operated daily afternoon flights. In October, November, and 
December 1948, when operations were cut back for the winter, the two carriers 
continued to operate daily flights leaving New York from between one-half and 
2% hours of each other. This situation continued on through April of 1949 and 
during the rest of 1949 it was much the same as during 1948. 

The conclusion is apparent. There is no question but that a large number of 
flights could be consolidated if the two carriers were merged. The cirect flight 
cost of a Boeing for a round trip between New York and London exclusive of 
depreciation and insurance is $9,600.~ The elimination of but one round-trip 
flight a week would save a half million dollars a year in direct flight expense alone 
and this assumes conservatively that no aircraft could be disposed of due to con- 
solidation of flights. The elimination of two Boeing round trips a week would 
save a million dollars a year. In May 1950, American Overseas and Pan Ameri- 
can operated a total of 31 round-trip transatlantic schedules weekly. It is cer- 
tainly not unreasonable to expect that with the acquisition of American Overseas 
as few as two of these schedules could be eliminated in view of the tremendous 
duplication of services performed by the 2 carriers. This is more than a matter 
of merely adding up schedules, traffic, and capacity on an overall basis. The 
important thing is that the combined operation would permit greater flexibility 
of scheduling and allow the remaining carrier more closely to adjust capacity 
to traffic on a day-to-day basis. 

Depreciation, flight equipment 

Pan American estimated that it would have saved $405,000 in depreciation of 
flight equipment had the two carriers been integrated during 1948.% This was 
based entirely upon the reduction in the number of operational reserve aircraft 
required. American Overseas during the period in question maintained opera- 
tional spares at New York, Frankfurt, and London—a total of 4 aircraft, 2 DC—4’s 
and 2 Constellations. Pan American also maintains operational spares at points 
on its system to back up its service. That these aircraft of Pan American would 
fully meet the need of the combined system is not contradicted by any evidence 
in the present record. The capital saving from the elimination of the 4 American 
Overseas aircraft would have been $2,495,000 in 1948." The saving in deprecia- 
tion through the reduction of this standby equipment would have amounted to 
$405,000 in annual operating expense in 1948. The future savings would be 
greater than in 1948 since the depreciation on the Boeing is greater. 


* Appendix IV, p. 1. 

* Other flights were operated during these 4 months by Pan American at afternoon 
hours which might well have been consolidated, too. 

8° Exhibit PA—164; Pan American brief to Board, p. 81. 

* Appendix IV, p. 1. 

* Exhibit PA-—153. 
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Divisional ground operations 

Here Pan American estimated that it would have saved $1,075,000 a year.™ 
Its expense in 1948 in this category was $1,350,000. American Overseas’ was 
$1,226,000. Pan American estimated that 20 percent of its expenses in this cate- 
gory were variable. Thus, with a 56-percent increase in revenue plane-miles to 
be flown after the acquisition, the additional cost to Pan American would be 
$151,000 a year, thus saving $1,075,000. The majority does not directly challenge 
this very large savings estimate. It merely asserts that in 1948-49 Pan Ameri- 
can experienced an expense variability of 98 percent with revenue plane-miles 
rather than of 20 percent as estimated by Pan American.” 

Later I shall refer to the comparision of Pan American’s 1948 and 1949 ex- 
penses. Here I need note only that, when it is considered that this category of 
expense includes the offices of the operations manager, communications, meteor- 
ology, airports, dispatch, and their assistants, the route manual unit, the crew- 
scheduling units, the chief pilots and assistants, supervisory operations engineers, 
in short, the headquarters personnel engaged in directing and supervising the 
actual operation of the airline and all related expense, and when the tremendous 
duplication of the operations of the 2 carriers is further taken into considera- 
tion it is apparent that with the consolidation of functions a large part of 1 group 
of personnel and their attendant expenses would be eliminated. 


Divisional ground and indirect maintenance 


Pan American estimated that it would have saved $91,000 in this category if 
the operations of the 2 carriers had been integrated in 1948.” This category 
includes such expenses as shop overhead, engineering, shop supervisors, training, 
shop supplies, and unallocated labor. The estimate is obviously conservative. 
With the combination of the two separate fleets of Constellations and Boeings the 
saving would be larger in the future than it would have been in 1948 since it 
would be possible to make substantial reductions in stores of spare parts, clerical 
and supervisory work, and engineering expense in connection with a standard- 
ized fleet of aircraft. The majority opinion says that rather than producing 
a saving the integration of the operations of the 2 companies would cost Pan 
American $436,000 more than it now costs the 2 companies separately. The 1948 
total expense for both companies in this category was $4,908,000. The Pan 
American estimate of $91,000 saving, or only 10 percent of the American Overseas 
1948 expense of $892,000, would seem to be modest. The majority would have 
us believe that instead of $91,000 saving this category of cost would total 
$5,344,000, or $436,000 more than before the acquisition—an increase of 49 
percent over what American Overseas spent in 1948. This does not seem to be 
a reasonable conclusion. 


Passenger service 


Here again we are dealing with a relatively small item of savings. Pan 
American estimated that if the 2 companies had been integrated in 1948 it would 
have saved $178,000 in this category.“ Pan American’s 1948 passenger service 
expense was $2,202,000; American Overseas’ was $1,213,000. Pan American’s 
estimate of $178,000 saving assumed that it could eliminate about 15 percent 
of American Overseas’ costs in this category on the theory that with the increase 
in volume it could more efficiently use its passenger service facilities and that it 
could eliminate some of the duplicating American Overseas’ facilities as well as 
duplicating supervisory personnel at common points both in the United States 
and abroad. Certainly this is a reasonable estimate. But the majority not only 
denies this; it asserts that with the consolidated operation Pan American’s costs 
would be $44,000 more than the total of the 2 separate operations. Here again 
what on its face appears to be a reasonable estimate is discarded by the majority 
by an uncritical application of 1948-49 volume variability—a device the validity 
of which has not been explored or subjected to the test of a hearing. 


Traffic and sales 


Pan American estimated savings of $583,000 in this category “ on the theory 
that the additional American Overseas business could be handled at a cost of 10 
percent of the additional commercial revenues. Pan American’s total expense 
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in this category in 1948 was $4,291,000; American Overseas’ was $2,304,000. Pan 
American estimates that the additional American Overseas business could have 
been handled at an expense of $1,721,000. 

This category of expense is not seriously challenged by the majority.” The 
majority opinion accepts Pan American’s estimate of 10 percent of commercial 
revenues as a reasonable approach to added cost but reaches a saving of $455,000 
rather than $583,000. The only difference between the two estimates is that 
Pan American did not include American Overseas’ nonscheduled revenue and the 
majority does so. It is doubtful whether it costs anywhere near as much in 
traffic and sales expense to handle nonscheduled traffic, particularly of the type 
that was moved in 1948 by American Overseas, as it does to carry scheduled 
traffic. Thus, although the Pan American figure could conceivably be decreased 
a small amount, the Pan American approach is probably closer to reality than 
the approach in the majority opinion. 

However, it seems quite possible that the savings that could be accomplished 
by Pan American would actually be substantially greater than the $583,000 
which it estimated. The great preponderance of American Overseas’ expenses 
in this category has been and is at stations served by Pan American. Approval 
of the sale would permit Pan American to eliminate a large amount of duplicating 
personnel, ticket and sales offices, and facilities and overhead. Thus, American 
Overseas and Pan American both have sales offices at Dublin, Frankfurt, London, 
Shannon, and New York—points served by both carriers. American Overseas 
has sales offices at Munich and Stuttgart on Pan American’s route. Pan Ameri- 
can has sales offices at Copenhagen and Stockholm on American Overseas’ route. 
And both have sales offices at Paris, Rome, and Zurich—points served by neither.* 

Substantial savings in this category, therefore, should be derived not only 
from the elimination of precisely duplicating personnel, facilities and functions 
but also from the development of greater density of operations, utilizing existing 
personnel and facilities. 


Advertising and publicity 

Pan American estimated savings of $361,000 in this category assuming a com- 
bined operation in 1948. Pan American’s advertising and publicity expense in 
1948 was $1,417,000; American Overseas’ was $877,000. This estimate assumes 
that 59 percent of American Overseas’ advertising expense would be continued 
certainly a conservative assumption. When it is considered that the 2 companies 
are today advertising for 80 percent of American Overseas’ transatlantic business 
and that in 1948 almost nine-tenths of American Overseas’ advertising expense 
was spent either in the United States or at foreign points where Pan American 
advertises, it seems reasonable to conclude that practically all of the expenses 
incurred by American Overseas in this category could be saved, and that the 
Pan American estimate is definitely understood. 

Again, seeking to deny the obvious, the majority relies upon Pan American’s 
increased cost-volume ratio in 1949. But American Overseas’ advertising and 
publicity increased more than 40 percent from 1948 to 1949 while its non-United 
States mail revenues decreased. Thus, it cannot reasonably be concluded that 
Pan American’s increased volume in 1949 had anything to do with its sharp 
increase in expenses or, more important, that American Overseas’ expenses would 
be continued after the sale. Rather it would appear that there are factors, not 
of record in this proceeding, which explain the increased costs of both carriers. 
The fact remains that had the 2 carriers been consolidated either in 1948 or 1949, 
the cost of the advertising of the consolidated carrier would have been a fraction 
of the cost of the advertising of the 2 carriers separately. 


General and administrative 


This category, of course, involves a type of savings which normally flows from 
consolidations. Pan American estimated that there would have been a saving 
of $1,700,000 in 1948 under a combined operation.” Its own 1948 general and 
administrative expense was $3,475,000. American Overseas’ was $2,089,000. 
Pan American estimated that had there been a consolidation, this item of ex- 
pense would have varied 20 percent with the revenue plane-miles flown. 

The majority opinion again turns to the 1948-49 expense variability in ap- 
pendix IV, pages 3 and 4, finds that the variability was 96 percent with the 
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revenue plane-miles flown and automatically reduces the savings from $1,700,000 
to $221,000. One searches the record in vain for evidence to support this con- 
clusion. Mr. Ferguson’s estimate was wholly uncontroverted at the hearing; 
no one offered a word even of comment on it. To turn now uncritically to the 
1948-49 experience with no knowledge of the facts affecting that experience 
and no information on which to judge its relevancy to the present proposed 
acquisition is to set loose irresponsible forces of speculation against entirely 
competent evidence that stands uncontradicted in the present record. 

A consideration of what is involved in this category of expense demonstrates 
that the majority’s suggestion that only approximately 10 percent of American 
Overseas’ expenses in this category could have been saved had there been an 
integration in 1948 will find no support in airline economics or experience. For 
this category includes the salaries, wages, and all related overhead expense of 
the people who are engaged in the management of the two companies and who 
spend the greater part of their time competing with each other. These include 
most of the top executives and their general assistants, the financial people, all 
accounting functions and personnel, insurance personnel, the purchasing de- 
partment, the personnel department, all legal expense, and office services— 
the entire range of administrative functions. 

Division ground depreciation 

Pan American assumed a saving of $48,000 in this category on the theory that 
it would be able to utilize its own divisional ground equipment and eliminate 
that of American Overseas.” This estimate was accepted by the majority. It 
should be pointed out here, however, that due to the acquisition of the Boeings 
the savings in this connection will be even greater in the future than they would 
have been in 1948. 


Station expense (ground operations, ground and indirect maintenance, and 
ground depreciation) 


In this category exhibit PA-—152 included all of the station expense in the 
ground operations, ground and indirect maintenance and ground depreciation 
categories. It does not include station expense involved in passenger service, 
traffic and sales, advertising and publicity, and general and administrative. 
These were treated by exhibit PA-152, and have been treated above, in their 
appropriate categories. 

In this category Pan American again leans definitely toward the conservative 
side. First, it has assumed the continuance of all expense at American Over- 
seas stations not served by Pan American; no savings have been estimated at 
these stations. At common stations it has estimated that 50 percent of its own 
expense would vary in proportion to the increased number of departures at those 
points. On the basis of this approach it arrived at an estimated saving in sta- 
tion expense of $905,000." Pan American’s station expense in 1948 was $3,860,- 
000 and American Overseas’ was $2,449,000. The estimate thus assumes a saving 
of approximately 37 percent of the costs separately incurred by American Over- 
seas in 1948. 

The estimate appears to be conservative. Mr. Ferguson, Pan American’s wit- 
ness, explained at the hearing that he used a figure of 50 percent variability for 
station expense because this figure had been proposed by the Board’s staff in 
connection with another proceeding involving Pan American. He himself felt, 
however, that it was far too high and that a 25-percent variability would be 
closer to reality. Use of a 25 percent variability figure would increase the sav- 
ings in this category from $905,000 to $1,304,000. The majority opinion also 
finds this figure to be too high and substitutes a saving of $953,000. 

On any basis, when the vast amount of duplicating operations performed by 
the two carriers is taken into consideration it seems apparent that the saving 
in this category would necessarily be substantially in excess of the estimate. 


Investment 


In exhibit PA-153 Pan American has estimated that in 1948 there could have 
been a saving in investment totaling $4,667,000. This includes $2,495,000 in 
flight equipment (2 DC-4’s and 2 Constellations, spare engines, inventories, and 
miscellaneous flight equipment) resulting from the elimination of American 
Overseas’ standby aircraft, and $847,000 in ground equipment including motor 
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vehicles, furniture, and fixtures; hangar, shop, and ramp equipment; and im- 
provements to leased property at line stations; and terminals served by both 
Pan American and American Overseas; and duplicating equipment at traffic 
sales offices where duplicating sales forces are maintained. It also includes an 
estimate of working capital of $1,325,000 (based on one-fourth of the cash ex- 
penses saved per year—3 months’ working capital). Using this $4,667,000 of 
savings in investment as the base, Pan American then estimated that it would 
have been unnecessary to pay a return of 10 percent after provision of taxes on 
this saved investment. Thus, the saving in proflit was estimated at $757,000. 

The majority opinion uses the same approach differing only in connection with 
working capital where it would make allowance for a smaller amount of work- 
ing capital saving due to the reduction of the other savings which it estimates.” 
The principle is the same in either event. It should also be noted in connection 
both with the savings in investment and the savings in the profit element that, 
with the introduction of the Boeing, the elimination of any Boeing equipment 
would produce substantially greater savings than the elimination of equipment 
operated in 1948. 

It is apparent from the foregoing analysis of the evidence with respect to the 
$6,500,000 estimate that the proposed consolidation offers the opportunity for 
substantial savings through the elimination of uneconomic duplication of facili- 
ties and personnel. The majority undertakes to avoid this evidence, not by 
direct analysis of the evidence itself but by an indirect attack on three different 
approaches: (1) On the basis of Pan American’s 1948—49 experience; (2) on the 
hasis of the cost-volume relationship principles set forth in the Board’s tentative 
transatlantic mail rate opinion of February 7, 1950; and (3) on the assumption 
that whatever savings could be accomplished Pan American will not or cannot 
accomplish them. 

The first attack is predicated upon a comparison of Pan American’s 1949 cost 
experience in relation to volume with its 1948 cost-volume experience. While not 
disagreeing, except in minor particulars, with some $3 million of the estimated 
savings, the majority opinon not only seeks to destroy other items of savings but 
even to show that Pan American would spend more money on the combined 
operation with respect to various items than was spent by both carriers inde- 
pendently. It assumes that Pan American’s costs would increase in relation to 
volume as their 1949 costs increased over 1948. It urges that when the carrier 
increased its volume in 1949 as compared to 1948, it increased certain categories 
of its expense to a greater degree than Mr. Ferguson, Pan American’s witness, 
estimated they would be increased with the acquisition of American Overseas. 

In examining the validity of the majority’s approach in this matter we must 
keep in mind that the hearing in this case was held in May and June 1949 and 
there is, therefore, no evidence by exhibit or testimony which deals with the 
results of the 1949 operations. We are able to consider them at all only because 
of a general stipulation of the parties that all of the carriers’ reports to the 
Board up to the date of decision may be considered. The very fact that such 
post-hearing reports were not the subject of explanation or cross-examination 
in the hearing makes it necessary for us in the use of such data to exercise great 
caution if administrative justice is to be accorded to the parties. 

In the first place, it should be clear that Pan American’s 1949 expenses 
increased for reasons that had nothing to do with its increased volume. The 
Board’s statement issued February 7, 1950, setting forth tentative findings and 
conclusions with respect to mail pay for the three transatlantic carriers, recog- 
nizes that services with the new Boeing equipment were inaugurated by Pan 
American during April 1949. The statement says that “the indicated deteriora- 
tion in Pan American Airways’ earnings can probably be attributed in large part 
to preparatory activities related to the activation of the Boeing aircraft fleet as 
well as the anticipated expanse of volume reflected in the North Atlantic route 
transfer proceeding.” It said that extraordinary costs of this nature “are prop- 
erly considered one of the necessary capital costs of bringing the expanded 
services and the Boeing 377 aircraft into operation and are properly chargeable 
against the potential economies contemplated with such program.” Hence, the 
statement disregarded these costs for purposes of fixing subsidy. 

Disregarding the question whether the Board can properly draw conclusions 
for the purposes of this case from the 1949 figures of Pan American when no 
opportunity has been afforded Pan American to explain them, it is still an 


*% Appendix IV, p. 6, footnote 7. 









MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2655 


unchallenged fact that Pan American’s 1949 costs were very greatly affected by 
abnormal conditions. To compare those costs with the carrier’s 1948 costs and 
then to imply, as the majority does, that Pan American cannot be expected to 
achieve economies because its 1949 costs were substantially higher than its 1948 
costs, involves a course of reasoning which is difficult to sustain on principles 
either of fairness or logic. 

One of the significant facts of airline economics which experience has vested 
with the character of an axiom is that a carrier pioneering the introduction of 
an entirely new type of equipment, such as the Boeing 377, will be faced with 
large abnormal costs that may persist for an extended period of time. Entirely 
apart from the special and perplexing problems of maintenance which the intro- 
duction of new and revolutionary equipment involves, almost all other categories 
of expense are affected in one degree or another. Special advertising programs 
and publicity efforts are necessary, new standards of passenger service appear, 
additional and special burdens are added to general and administrative expenses, 
all creating substantial cost raises almost completely across the board. These in- 
creases in ground expense, ground equipment, depreciation, ground and indirect 
maintenance, advertising, general and administrative and other expenses do 
not attest to a carrier’s inefficiency or its resolve to forsake economy for extrava- 
gance; rather they are the inevitable consequences that flow from the charting 
of an entirely new course which creates problems of operations that cannot always 
be predicted in advance. The total effect of the introduction of the Boeing dur- 
ing 1949 appears to have been ignored by the majority in reaching its conclusion. 

If Pan American’s operating results in 1949 were also affected by overschedul- 
ing in anticipation of a traffic growth which did not occur (and the record 
contains no evidence on this point), this fact also would not mean that Pan 
American’s 1948-49 cost trend is to be taken as an indication of its inefficiency 
and extravagance in the future. This Board’s records are not lacking in in- 
stances of overestimation by air carriers of probable traffic increase and con- 
sequent overscheduling for limited periods of time. Airline managements do 
not always find it possible to chart the outlines of the future with mathematical 
exactitude. At any rate, Pan American’s Atlantic Division load factor for 1948 
compared very favorably with American Overseas’ and Trans World’s” and a 
glance at Pan American’s current transatlantic schedules shows that it is 
pursuing a relatively conservative policy. Thus the May Official Airline Guide 
shows a Pan American eastbound transatlantic weekly frequency of 18 against 
22 for Trans World. The same guide states that Trans World’s transatlantic 
schedules will be increased by 50 percent in June. If Pan American was too 
optimistic in its planning a year ago, it has nevertheless apparently recognized 
current realities and I find no more reason for believing that Pan American 
would continue at an unjustifiable level than that Trans World or any other 
carrier would do so. 

There is nothing in the record of the present case to show that the increased 
costs which Pan American incurred in 1949 as compared to 1948 were the re- 
sult of increased volume operated in 1949 as compared to 1948. In any event, 
without the most careful exploration—and this is presently impossible in view 
of the fact that Pan American has had no opportunity to explain the causes of 
its cost increases and the extent to which they have been affected by increased 
volume—it is apparent that they have no probative value in the present case. 
But the evidence does show affirmatively that over a longer range than 1 year’s 
experience, costs decrease with increased volume. Thus, the data reflected in 
the charts shown by Pan American at the oral argument demonstrate a striking 
decrease in unit ground and indirect expense of both Pan American and Trans 
World with increased volume despite sharply rising prices and wages.’ 

As a matter of fact, the majority opinion undermines its own apparent thesis 
that increased volume does not substantially reduce unit cost when it states 
that the variability indicated for Pan American’s passenger service expense and 
advertising and publicity expense between 1948 and 1949 reflect changes in 
management policy, and when it concludes that the behavior of these two ac- 
counts indicates that management policy can be a much more influential factor 
in accomplishing savings than can changes in the volume of operation. In this 
connection, it may be significant to note again that in 1948 American Overseas’ 


See appendix No. 1 to statement of tentative findings of February 7, 1950, where 
Pan American’s 1948 load factor is given as 67.99 percent, American Overseas’ as 61.7 
percent and Trans World’s as 57.1 percent. 

2 See also Pan American’s brief to the Board, p. 85. 
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advertising and publicity expense amounted to $877,000, whereas in 1949 it 
amounted to $1,241,000, an increase of 41 percent, although the carrier’s non- 
mail revenues decreased from 1948 to 1949. This experience of American Over- 
seas’ in 1949 further strengthens the conclusion that Pan American’s increase 
in volume from 1948 to 1949 was not the major cause of the high variability 
of that carrier’s indirect expenses in relation to the increase in volume. 

The fact of the matter is that to assert, as the majority opinion does, that sub- 
stantial savings would not result from the consummation of the proposed trans- 
action is to assert that Pan American will not take advantage of the opportunity 
to realize such savings. In the absence of any data of record in this proceed- 
ing to show that Pan American’s management is inherently inefficient and prof- 
ligate and in the presence of the known fact that Pan American, American Over- 
seas and Trans World have each at one time or another been the low cost operator 
of the transatlantic service, there can be no justification for assuming that Pan 
American would not make an effort to realize the cost savings that would be pos- 
sible of accomplishment if this merger were approved. Important public in- 
terests involving the American taxpayers should not be thus struck down by an 
untenable assumption. 

In the second approach to the problem of the $6,500,000 savings estimate, the 
majority, avoiding any direct analysis of the evidence itself, assails the esti- 
mate on the basis of cost-volume principles which are set forth in the Board’s 
tentative transatlantic mail rate opinion of February 7, 1950. That tentative 
opinion develops cost-volume ratios which, applied to the $6,500,000 estimate, 
would reduce that estimate to about $2,500,000. While a saving of $2,500,000 
is not to be lightly brushed aside, it is more important to consider the implica- 
tions involved in the use of such cost-volume ratios in the present case. The ten- 
tative opinion in question carried the qualification that it “does not necessarily 
represent the views of all members of the Board with respect to all issues.” Such 
statements of tentative findings and conclusions with respect to mail pay are 
mere tentative proposals which are advanced, on recommendations of the Board’s 
rate staff, for the purpose of formulating issues for the benefit of the interested 
parties and for the purpose of limiting the issues in order that more expeditious 
hearings might be accomplished.* The statement of tentative findings and con- 
clusions issued February 7, 1950, was made up ex parte by the Board’s staff 
on the basis of carrier reports on file with the Board but without the benefit of 
any hearing or the presentation of any evidence by the interested carriers. As 
such, the findings and conclusions in the statement are without any binding legal 
force. Furthermore, the particular statement which the majority relies upon 
here contains theories regarding elements of rate determination and the nature of 
airline costs which are radically different from any heretofore suggested or fol- 
lowed. The statement is one of the most complicated and potentially contro- 
versial rate documents ever issued by this Board. Whether the principles and 
formulas proposed are valid or invalid no one can know, least of all this Board, 
until they have been poured into the crucible of a statutory hearing and their 
nature and efficacy fully investigated and tested. Since the cost-volume princi- 
ples here applied by the majority are not determinative in the transatlantic rate 
case in which they have arisen, I find no justification for accepting them as de- 
terminative in an entirely different case—the one before us. To my knowledge 
the present decision is the first in which the Board has predicated a decision upon 
controversial principles at issue in another case and not yet adjudicated. 

The majority’s third attack upon the proposition that substantial savings will 
result from the proposed transaction is leveled at the character and ability of 
the carrier itself. After concluding that there would be no potential savings 
as estimated by Pan American and American Overseas, the majority decides 
that, even if the opportunity for accomplishing savings arose from the proposed 
merger, Pan American would have neither ability nor purpose to accomplish 
them. 

The reasoning of the majority opinion begins with a reference to Pan Ameri- 
can’s “apparent policy with respect to pricing” reflected in its 1948 annual report 
and to “positions taken by Pan American relative to the transatlantic fare struc- 
ture.” This, it is said, “sheds considerable doubt” as to whether any savings 
“would be shared by the Government in terms of reduced mail-pay requirements.” 


? Prior to the adoption of this tentative order of mail procedure the airlines generally 
had complained that in the hearings in mail rate proceedings the parties had no means of 
knowing what were the issues and that as a result the proceedings involved great delays 
and waste of time and energy. 
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The opinion sets forth an excerpt from the 1948 annual report of Pan American 
(appendix V), which features the following statement: 

“Air transport has the choice * * * the very clear choice * * * of becoming 
a luxury service to carry the well-to-do at high prices * * * or to carry the aver- 
age man for what he can afford to pay. Pan American has chosen the latter 
course.” 

From this excerpt the majority concludes that any savings resulting from the 
proposed merger would be reflected in price cuts to the traveling public instead 
of reductions in the mail payments. This conclusion seems to proceed further 
than the judicial mind is accustomed to roam in the realm of speculation. Aside 
from the question of the validity of a low-fare policy to broaden the international 
travel market with the aid of subsidy, the simple issue presented is whether the 
savings from the proposed merger would be passed on to the traveling public in 
defiance of a Board judgment that the benefit of the savings should be passed 
on to the taxpayer. 

A second criticism is leveled at what is termed Pan American’s “policy on 
eapacity.” The opinion does not indicate what that policy is, but its reference 
to 1949 operating results apparently means that in 1949 Pan American operated 
excess capacity ; whence it is apparently concluded that if American Overseas’ 
facilities are merged with Pan American’s, the latter will continue to operate 
excess capacity in the future, thereby thwarting the realization of cost savings 
that might otherwise be accomplished. That the majority is here principally 
concerned with the 1949 experience of Pan American is evidenced by the fact 
that in the Board’s statement of tentative findings and conclusions on Pan 
American’s transatlantic mail pay for the period up to January 1, 1949 (issued 
April 19, 1949; Order Serial No. E-2728), the Board announced the following 
conclusion, after a critical review of Pan American’s operation : 

“It is our conclusion, therefore, that the capacity operated by Pan American 
during the current year 1948 in scheduled passenger services was not unreason- 
ably related to regular traffic potentials and was required in the interests of one 
or more of the objectives of the Civil Aeronautics Act” (p. 8). 

From the quoted passage it would appear that the majority is hardly in a posi- 
tion now, in view of its avowed reliance upon tentative rate statements, to sug- 
gest that Pan American displayed an extravagant “policy on capacity” prior to 
1949. 

The majority opinion, moreover, specifies no evidence to show that Pan Ameri- 
can’s “policy on capacity” in 1949 was extravagant. Its treatment of this subject 
is to be found in a single sentence, as follows: 

“With respect to capacity, the extent to which management policy may deter- 
mine the actual mail-pay requirements may be gaged by the fact that if during 
the calendar year 1949 Pan American had maintained the projected 60-percent 
passenger-load factor based on the seating capacity used for the various types of 
equipment in the forecasts submitted in this proceeding its savings in break- 
even need would have approached $3 million on the basis of the average system 
yield reported for that year.” 

The passage quoted means nothing other than that if Pan American had had 
a given load factor with different seating capacity, its 1949 losses would have 
been less. The same thing could have been said of any other carrier at any 
time. The pertinent question, however, is whether Pan American could or 
should have conducted itself in the manner indicated in 1949: and on that 
question neither the majority opinion nor the record in this case gives us the 
slightest basis for arriving at an answer. Perhaps Pan American operated too 
many Boeings too soon in 1949; but to conclude that that was true is impossible 
on the present record. The hearing in this case was held in May and June of 
1949, and it seems extraordinary that this acquisition should be disapproved on 
the basis of an assumption as to Pan American’s conduct subsequent to the 
hearing in the present case. 

It seems equally extraordinary to deny Pan American the opportunity of acquir- 
ing American Overseas because of a policy on capacity in 1949 despite a policy 
on capacity in 1948 which the majority considered proper and required by the 
public interest. Does the majority intend to lay down the unprecedented doc- 
trine that, if management makes a mistake in one year, that one mistake may 
become the basis for determining that it will persist in the same mistake in the 
indefinite future? 

The majority also assumes that the Board is at the merey of management 
policy in such matters as fares and capacity. This doctrine of defeatism I 
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cannot accept. The Civil Aeronautics Board has full power to insure that Pan 
American’s Management policy will not deny to the American taxpayer the 
benefit of subsidy savings which this acquisition would make possible. Indeed, 
a regulatory body, possessed with the power to grant Government aid to inter- 
national airlines that cannot live without it, is possessed of a more effective 
authority than that possessed by the ordinary public-utility regulatory body. 
This Board can insist, and it repeatedly has insisted, that the amount of subsidy 
to be granted should be determined on the basis of what the Board determines the 
carrier’s performance should have been or should be in the future. We have 
already tentatively proposed to do this very thing with respect to the subsidy 
for Pan American’s 1949 operations, although the Board’s tentative order has 
not yet come to hearing. We have followed the same policy with respect to 
other carriers on different occasions. To assume, therefore, that this Board will 
be stricken with administrative paralysis if confronted by a recalcitrant air 
carrier that insists upon pursuing a policy which the Board finds to be inimical 
to the public interest, is to adopt an interpretation of the Civil Aeronautics Act 
which finds support in neither law nor reason. Yet this assumption appears to 
be the major factor that now moves the majority to deny an opportunity for 
accomplishing a more economic air pattern.’ 

The majority, in support of its conclusion as to Pan American’s inability to 
effect savings even where the opportunity for savings exists, invokes a test which 
it describes as being on “a broader and more objective level.” This is a com- 
parison of the trend of Pan American’s dependence upon Government aid be- 
tween the years 1946 and 1949 with the trend of dependence upon aid of some 
11 other United States carriers, considered as a group, which are also engaged 
in international or overseas as air transportation.t The majority opinion does not 
inquire whether the figures of the various carriers are on a comparable basis; 
no account is taken of the different conditions under which the various carriers 
have operated at different times during the period in question; and no con- 
sideration is given to the differing characteristics of the routes operated by each 
carrier. The comparison is made by lumping together certain data, including 
the losses before mail pay as reported by each of the these carriers and then 
comparing them with the data for the whole Pan American system in South 
America, Alaska, the Mid-Pacific, the Southwest Pacific, South Africa and in 
the transatlantic European-Asia area. 

It will be observed that the figures used for losses before mail pay, since they 
are the figures reported by the carriers, probably are based upon widely different 
resolutions of various accounting and policy questions, including rates of depre- 
ciation, inventory adjustments, allocation of expense between domestic and inter- 
national operations and similar problems. Neither the majority opinion nor the 
present record offers any critical examination of these data. Again, half or 
more of the 11 carriers with which Pan American is compared are closely inte- 
grated with domestic operations which the same carriers also conduct; and this 
involves cost factors vastly different from those affecting Pan American’s serv- 
ices. Again, the great inflation in costs during much of the period in question 
had an effect upon the 11 carriers which was relatively quite different from its 
effect upon Pan American since several of the 11 were either not operating or 
operating on an insignific2... scale during the first part of the period reviewed. 

It is also important to observe that during the period in question the volume 
of Pan American’s traffic increased by only 50 percent while the volume of the 
carriers compared with Pan American increased by 170 percent, or nearly 3% 
times as much Moreover, the 11 carriers of the comparison were not con- 
fronted with such intense foreign competition as that which faced Pan American. 
A conclusion, therefore, as to the relative cost trends cannot be drawn without 
a careful appraisal of the effects of such competition upon numerous cost ele- 
ments such as passenger service, advertising, scheduling, ete. Finally, it is doubt- 


% At one point the majority concludes that Pan American has not satisfactorily re- 
spenee’ to cautioning by the Board as to its fares and capacity. The references given by 
the majority quite fail to sustain such a conclusion. They are references to tentative 
orders, entered without a hearing and deal only with 8 prior tentative disallowances of 
certain all-cargo costs, 1 of which involved Panagra. This certainly does not justify the 
majority’s sweeping conclusion. 

American Overseas’ service ; Trans World’s international division; Northwest’s service 
across the North Pacific; National’s service between Florida and Havana; Colonial’s 
service to Bermuda; United’s service to Hawaii; Eastern’s service to Puerto Rico; Ameri- 
can’s service to Mexico City; Chicago & Southern’s service to Havana and certain Carib- 
bean points; Braniff’s service to South America; and Panagra’s service from the Canal 
Zone down the west coast of South America. 
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ful whether any air carrier, during the period reviewed, underwent the admittedly 
expensive experience of breaking in untried aircraft which characterized much 
of Pan American’s operations in 1949. 

A brief examination of the figures for 1948, the year before Pan American’s 
introduction of the new Boeing, will illustrate the inconclusive nature of the 
appraisal which is undertaken by the majority opinion. In 1948, leaving aside 
American Airlines’ Mexico City service, Eastern Airlines’ Puerto Rican service 
and United Air Lines’ Hawaiian service, which certainly bear no resemblance to 
Pan American’s operation, Pan American’s loss before mail pay in cents per 
passenger-mile for its. whole system was less than that of six of the other car- 
riers. For its Atlantic division, which includes its costly route to South Africa, 
its loss was less than that of five of the other carriers and only imperceptibly 
greater than that of the sixth. And of the carriers showing a better record, one 
was American Overseas which enjoyed a very fortunate windfall of revenues 
from the Berlin airlift conditions during 1948. In its Lation American division, 
Pan American’s loss was loss than eight of the other carriers in cents per pas- 
senger-mile.* In view of the foregoing, I find it impossible to accept the com- 
parison used by the majority as a valid basis for judgment. 


II 


The effect of the proposed acquisition upon Trans World’s ability to compete 


Apart from the denial by the majority of Pan American’s ability or desire to 
realize savings from the acquisition of American Overseas, the principal reason 
given for refusing to permit the proposed acquisition is the dominant position 
which Pan American is said to occupy in United States air transportation. 
This reasoning of the majority is occupied largely with a description of the 
present relative size of Pan American, its relative size if the present acquisition 
were consummated and the assertion that a carrier of Pan American’s size would 
be able to cripple Trans World so as to destroy its ability to compete successfully 
in the transatlantic service. In support of this reasoning, the majority invokes 
what it calls “very pertinent statistical standards” to measure Pan American’s 
powers. These standards are presented in terms of assets, nonmail revenues, 
countries served, and other supposed indicia. 

The extended hearing provided in the present proceeding was not necessary 
in order to accomplish the application of those standards. If, as the majority 
concludes, those standards show that Pan American is in the position to over- 
whelm its competitor, that conclusion could have been reached speedily within 
a month after the acquisition agreement was presented for our aproval. For 
the facts upon which the majority now relies in reaching its conclusion on this 
point were well known from reports and other data available to us and no 
extended hearing was necessary to acquire them. The majority could have 
reached its conclusion at the outset and saved the various parties the enormous 
expense to which they have been put in prosecuting this case, to say nothing 
of the burden which the case placed upon the time and energies of the Board 
and its staff. 

That the size of Pan American and its relative position in the airline system 
will not be substantially affected by the present acquisition is made clear by 
the record of this case. The air carrier which is being acquired by Pan 
American is not a large operator. Its total passengers are less than the total 
passengers of Pioneer, or of Continental, or of Colonial. Its total passengers 
are less than one-half the passengers of the latter two carriers. They represent 
less than 1 percent of the total United States airline passengers and barely 2 
percent of the total United States passenger-miles. Adding the American Over- 
seas system to Pan American would give Pan American only the Scandinavian 
countries and the Netherlands, countries of minor traffic significance, and the 
additional route miles thus acquired would be of relatively small significance 
since they are lightly traveled routes and are subject to intense competition 
from strong foreign-flag carriers. The majority opinion reveals no specification 
of substantial evidence to justify the conclusion of dangerous domination. 

The somewhat extravagant assertions of the majority opinion prove too much. 
For the dominance of Pan American, if it exists, exists today and must have 
existed for some time past. The same statistical standards, applied to Pan 
American in the past, would have shown that that carrier occupied an even 
larger relative position than that portrayed by the majority. Yet this Board 


5 Appendix VI, majority opinion. 
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and the President of the United States (who has exercised an active judgment 
in these international cases) have repeatedly granted important additional 
authorizations to Pan American over a period of years. If the proposed addition 
to Pan American in this case is wrong for the reasons given by the majority, 
then a number of the past grants to Pan American have been doubly wrong.* 
If this carrier’s position is too dominant today, all of these past grants have 
been wrong. Pan American is just as large as this Board and the President of 
the United States authorized it to be. Every one of those grants was based, and 
had to be, on a finding, backed by substantial evidence, that the public interest 
required the grant. 

I do not believe that this Board and the President can be said to have been 
consistently in error in the past decisions referred to. Those decisions may have 
created a situation in which Pan American’s assets (including Panagra’s) would 
represent some 58 percent of the assets of United States carriers engaged in 
foreign air transportation, if the present acquisition were approved. But it does 
not follow that Pan American will, therefore, have 58 percent of the power to com- 
pete for traffic. The majority ignores altogether the very large assets of the 
foreign-flag carriers; and it ignores the assets behind United Air Lines’ opera- 
tion to Hawaii, Eastern Air Lines’ operation to Puerto Rico and potentially to 
Mexico and American Airlines’ operation to Mexico. 

The majority’s reasoning implies that these assets attributed to Pan American 
can be used to stifle Trans World Airlines. This conclusion ignores the funda- 
mental fact that Pan American is not a private enterprise but a public utility sub- 
ject to strict public regulation. Indeed this Board’s regulatory power is much 
greater than that of any other Federal regulatory body by reason of the fact 
that the Board controls the Federal aid without which our international carriers 
could not operate. The Board exercises extensive regulatory power over Pan 
American’s competitive activities and, what is of equal importance, it has the 
power to improve the competitive position of Pan American’s United States 
competitors not only by restrictive action directed at Pan American but by 
positive action extending or improving the operating rights of those competitors.’ 

But we need not speculate about Pan American’s relative power with respect to 
Trans World. The actual record demonstrates that Pan American is not in a 
position to stifle competitors and will not be if this merger were approved. 
Trans World Airlines already perform 40 percent or more of the passenger- 
miles on the transatlantic routes of all United States transatlantic carriers 
today. American Overseas, although very much smaller than Pan American, 
earried more traffic in competition with Pan American than did Pan American 
between their competitive points. Braniff, which is also smaller than Pan 
American, has increased its passenger-miles on its Latin American operation 
from about 7 million in 1948 to about 29 million in 1949.° Chicago & Southern, 
also small in relation to Pan American, has grown rapidly in its Caribbean opera- 
tion from less than 7 million passenger-miles in 1947 to over 27 million in 1949. 
National Airlines, a direct competitor with Pan American to Havana, more than 
doubled its traffic to that city between 1948 and 1949. In 1948 Northwest’s 
northern Pacific route developed 19 percent of the total Pacific passenger-miles of 
both Northwest and Pan American; its share grew in 1949 to nearly 24 percent 
of the total.” In short, Pan American’s competitors, all of whom are relatively 
new in the international field where Pan American has been operating for many 
years, are steadily improving their relative positions and there is every evidence 
that they will continue to do so in the future. 

Statistics of Pan American’s assets in South America, Hawaii, or Australia 
will shed no light on the question whether, through the proposed acquisition, 
it will be able to injure Trans World in its transatlantic operation. Those 
assets and facilities, busily occupied with the discharge of its public utility 
obligations under the close scrutiny and regulation of this Board in those areas 


6 Aside from the action of the Board and the President in granting Pan American’s 
European-Asiatic route beyond London in 1945, the carrier has received such grants in 
the last several years as the transpacific routes to Japan, China, India, and Australia, 
7 CAB 209; the South African route, 7 CAB 285; the Boston-Bermuda route, 9 CAB 563; 
the Pacific Northwest-Hawali route, 9 CAB 580; and several other important additions. 

7 One-third of the route mileage—44,391 miles out of a total of 127,964—-now operated 


by Pan American is available to it only under temporary authorizations of the Board, and 
all such temporary authorizations are subject to Board review—and possible termination— 
before the end of 1953. 
’ Transcript, oral argument, p. 457. 
— VI, p. 1, majority opinion. 
a, 
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remote from the transatlantic area, have little bearing upon Pan American’s 
position vis-a-vis Trans World Airlines. They have much less to do with 
Trans World’s position in the transatlantic area than Trans World’s extensive 
domestie assets and system and the assets of those other companies with which 
Trans World is under common control have to do with Trans World's position 
in the transatlantic service. 

If Pan American’s widely scattered assets are relevant to the issue of its 
position in relation to Trans World Airlines—and the majority believes they 
are—then Trans World’s assets are equally relevant and must be considered 
here. While Pan American is owned by thousands of small stockholders with 
no concentration of interest, 74 percent of Trans World Airlines’ equity stock is 
owned by the Hughes Tool Co. which in turn is owned 100 percent by a single 
individual. The Hughes Tool Co. at the end of 1946 had capital stock, capital 
surplus, and earned surplus of more than $36 million.“ Its total assets at that 
time were more than $52 million, of which only $6,442,000 represented invest- 
ment in Trans World Airlines.” It is also relevant to note that in 1948 Trans 
World’s controlling stockholder purchased 24-percent interest in RKO’s com- 
mon stock which company had assets at the end of 1948 of over $100 million.” 

If the total assets of Pan American Airways would be three times the assets 
of Trans World (excluding the other assets of its controlling stockholder) that 
fact would be of little significance in determining the relative position of Pan 
American and Trans World in a two-carrier competition in the transatlantic 
area. A current fact of transportation experience will shed some light on this 
matter. In 1948 the depreciated investment of the Pennsylvania Railroad 
system was about 3 times that of the C. & O. and about 6 times that of the Nickel 
Plate system. The competitive impact of this disparity in the railroad field 
in the northeastern part of the United States would be far more serious than 
the impact of the alleged disparity between Pan American and Trans World. 
But it would be difficult to discern any serious competitive weakness between 
these railroads because of their relative assets." 

The majority also seeks to demonstrate an unbalance between Pan American 
and Trans World by referring to the fact that in September 1948 the former car- 
ried a greater share of the Paris-New York traffic than the latter carried of 
the London-New York traffic. Also there is cited the percentage of traffic car- 
ried by Pan American through connections with foreign-flag carriers between 
the United States and certain other points served directly by Trans World. 
This, it is said, shows that Pan American because of its size has an overbal- 
ancing “competitive pulling power.” The analysis which leads the majority to 
this conclusion exaggerates the significance of fragmentary data and draws 
conclusions from them which are not justified. When we examine the figures 
for March 1949 and look at all the points certificated to Pan American but not 
served by Trans World except by connections, we find that Trans World car- 
ried nearly 4 percent of the total traffic carried by both carriers to such points.” 
And upon examining the Trans World points, not served directly by Pan Ameri- 
can, we find that Pan American carried less than 6 percent of the total traffic 
carried by both carriers to such points. This reveals no substantial unbalance. 
Furthermore, the amounts of such competitive off-route traffic carried by each 
carrier are so small as to be of no particular significance. 

The traffic carried by Trans World between the United States and the exclusive 
Trans World points totaled nearly 6,000 passengers in March 1949, whereas the 
passengers carried by Pau American to those points not directly served by Trans 
World totaled less than 4,000. Trans World carried almost as much traffic to 
Rome alone as Pan American carried to London and Frankfurt combined. It is 
quite possible therefore that because of Trans World’s greater traffic to its own 
points, it was less interested than Pan American in the competitive traffic to 
points off its route. At any rate, the difference in the percentage of such traffic 
carried by the two carriers is small. 

The majority opinion likewise emphasizes the fact that Pan American carried 
45 passengers in September 1948 who were traveling between Paris and Latin 


11 Investigation of National Defense Program, hearings before a special committee, 80th 
Cong., pt. 43, p. 27245. 

2I1d., p. 27244. 

18 Moody’s Industrials, 1949. 

4 See railroad statistics on depreciation investment, from ICC Statisties of Railways in 
the United States in 1948, p. 331, line 25; p. 355, line 25; p. 378, line 25. 

15 Reports to Board basic to March 1949 traffic survey. 
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America whereas Trans World carried only 24 such passengers. Here also we 
are confronted with such a minute fraction of the total traffic as to be insignifi- 
cant. However, the majority fails to note that in 1948 Trans World carried 98.5 
percent of all the traffic between the United States and Italy.“ Trans World 
not only operates the only American-flag service between the United States and 
Italy; it also owns a 40 percent interest in the Italian National Airline, LAI, 
which will parallel Trang World’s operation between the United States and Italy 
if this Board and the President grant LAI’s application for such route, which is 
now pending.” 

The majority has arrived at the startling conclusion that Trans World’s pos- 
session of its large coast-to-coast airline system within the United States, which is 
directly integrated with its transatlantic operation,” is not an important factor 
in its competitive position in the transatlantic service. It declares that only 
about 10 to 15 percent of the transatlantic traffic is destined to or originates from 
points beyond the gateway cities on the Atlantic coast. 

It is quite true that a very large percentage of the tickets for transatlantic 
travel read from or to New York. But Trans World’s exhibit in this case (exhibit 
TWA-13) shows that of the approximately 1,300 tickets which it sold in the United 
States for transatlantic travel in September 1948, only about 650 were sold in 
New York or Boston. The remainder were sold by it at its other stations through- 
out the country. Thus nearly half of Trans World’s sales came from stations 
throughout its domestic system. It is quite obvious that Trans World has a 
great competitive sales advantage from its constant contact with hundreds of 
thousands of air passengers at its stations throughout the United States and that 
that advantage is reflected in its ability to sell to those passengers at those 
stations. This advantage Pan American, of course, does not possess since we 
have not given it any domestic routes. The traffic reservoir to which Trans 
World has direct access at those stations far outbalances the traffic reservoir to 
which Pan American has direct access at its stations on its Latin American or 
other divisions, particularly since Trans World can take care of its passengers all 
the way to destination.” 

In denying any advantage possessed by Trans World by reason of its domestic 
system, the majority points to the participation of United Air Lines in connecting 
traffic with Pan American. It refers to 176 passengers in September 1948 wherein 
United Air Lines participated in connections with United States-flag transat- 
lantie carriers. Of these, 144 were connections with Pan American. The ma- 
jority infers that this means that United Air Lines is working for Pan American 
in its traffic policy. 

Of course, the 144 passengers referred to hardly compare with the almost 650 
passengers sold their transatlantic transportation by Trans World at its domestic 
points beyond the gateway. But aside from this, the problem requires a more 
complete analysis than apparently has been given. Examination of United Air 
Lines’ report to us on their September 1948 survey discloses that most of the 
144 passengers were sold by Pan American, not by United Air Lines. The report 
shows that United Air Lines sold only 53 transatlantic tickets, of which only 7 
were for transportation over Pan American, and that 6 of those 7 were for points 
served directly by Pan American. To points served by Trans World and not 
by Pan American, United Air Lines favored Trans World, selling only 1 ticket 
for Pan American and 3 for Trans World. Most of United Air Lines’ sales were 
for transportation by foreign-flag carriers; and the brunt of the foreign-flag 
competition in the transatlantic area falls on Pan American, not on Trans 
World.” For Trans World is relatively free of foreign-flag competition. 

Therefore, if the majority’s statistics justify any conclusion it is that Pan 
American’s lack of domestic routes creates for it a greater disadvantage in com- 
petition with foreign-flag carriers; that Trans World with much less foreign- 
flag competition experiences no comparable disadvantage; and that any benefits 
which Pan American may derive from being able to connect with United States 
domestic carriers are negligible when compared with the sales power enjoyed 
by Trans World by reason of the integration of its transatlantic routes with its 
nationwide domestic system. 


% Exhibit PA-543. 
1” Warren Lee Pierson’s testimony, transcript, p. 2361 ; docket No. 4333. 
% For graphic portrayal of Trans World’s integrated system, see eee A, a repro- 
duction of Trans World’s advertisement in the April 1949 Official Airline Guide. 

” For examples of the manner in which Trans World has exploited this great advantage, 
see reproductions of its newspaper and magazine advertisements in appendix B. 
* As shown in part by appendix C-. 
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The record in the present case clearly disproves the proposition that the con- 
solidation of American Overseas’ facilities with those of Pan American would 
place Trans World in a precarious position in the transatlantic competition. 
Trans World is not a weak international carrier. It has made greater progress 
in its transatlantic operation than either Pan American or American Overseas. 
In 1949 its transatlantic passengers had increased more than 13,000 over its 
1947 level, while Pan American and American Overseas failed even to reach their 
1947 levels. The fact of the matter is that Trans World is already the dominant 
carrier in the transatlantic service. It already receives over 41 percent of the 
total United States-flag transatlantic passenger revenues as compared to 34.9 
percent for Pan American and 23.7 percent for American Overseas.” It already 
flies a larger share of the total revenue passenger-miles than any other carrier 
in the transatlantic service; it flies 39.6 percent of the total revenue passenger- 
miles as compared to 35.9 percent for Pan American and 24.5 percent for American 
Overseas.” It receives 40.6 percent of the non-United States mail revenue as 
against 35.2 percent for Pan American and 24.2 percent for American Overseas.” 
In Trans World, therefore, we are dealing not with a weak and fragile competitor 
that must be protected against vigorous competition even if the price to be paid is 
the frustration of the statutory objective which seeks the accomplishment of 
the most economic route pattern; we are concerned instead with a formidable 
air carrier which in an amazingly short time has been able to achieve a position 
of primacy in the transatlantic service. 

Nor would Trans World’s strong position be weakened after the consolidation 
was approved. The elimination of American Overseas would result in Trans 
World’s receiving a share of American Overseas’ traffic, a point which was 
admitted by Trans World’s witness. All three carriers presently operate to 
Shannon, a relatively good traffic point.* Shannon accounted for more than 
5,000 of American Overseas’ transatlantic passengers in both directions for the 
year 1949. The elimination of American Overseas would also mean that Trans 
World would get part of American Overseas’ traffic to other points, thereby 


“2 For the 12 months ended Sept. 30, 1949: 
Paamgncet revenue: 


Passenger revenue for American Overseas and Trans World is taken directly from the form 

41 reports. Passenger revenue for Pan American is taken from the form 41 reports except 

that there is deducted the revenue from Bermuda traffic and South African traffic based 

upon the passenger-miles shown in schedule C-2 times the Bermuda and South African 

yields shown in exhibit PAA-—163, p. 1, in this case. 
"= The figures are as follows: 
Revenue passenger-miles : 

TWA 290, 677, 000 

263, 189, 000 

179, 424, 000 


The revenue passenger-miles for American Overseas and Trans World are taken from the 
form 41 reports. Revenue passenger-miles for Pan American are also taken from the 
form 41 reports except that revenue passenger-miles between New York and Bermuda and 
between the Azores /Lisbon and Johannesburg are excluded. These are set forth in sched- 
ule C-2 to the form 41 reports of Pan American’s Atlantic division. Since part of the 
assenger-miles of Pan American’s South African traffic is reported as between the United 
tates and the Azores/Lisbon, and cannot be precisely separated, actually the true Pan 
Americe figure is somewhat lower and the true TWA figure is somewhat higher than is 
shown 
% The figures are as follows: 
Non- Uaites States mail revenues: 
$35, 237, 000 


40.6 
gs. 2 


AOA 
*In the calendar year 1949 Shannon was the third station in terms of the due ‘oe 
passengers carried in both directions by American Overseas. 


77632—57—pt. 1, vol. 4-25 
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strengthening Trans World’s position in the indirect competition for traffic to 
all Europe. Since Trans World now enjoys 41.4 percent of the total United 
States passenger revenues in the transatlantic service it is not unreasonable to 
assume that if American Overseas were eliminated, Trans World’s percentage 
would increase substantially, leaving a reasonable balance of competitive oppor- 
tunity between it and Pan American. Trans World with its strong and lucrative 
transatlantic route, which is supported economically by its large coast-to-coast 
domestic route system, and with its relative freedom from foreign-flag competi- 
tion, will be in an excellent position, under its highly efficient management, to 
continue to improve its standing in the future as it has in the past, irrespectve 
of the proposed merger. 

On the other hand, Pan American’s position, although strengthened by the 
additional traffic which the consolidation would permit it to receive on the routes 
which it is already operating and by the addition of the less valuable Scandi- 
navian routes, will be confronted by the most formidable foreign-flag competition. 
On the routes which it would acquire from American Overseas it would face 
three of the strongest airlines in the world: BOAC of the United Kingdom, KLM 
of the Netherlands, and SAS, the consolidated lines of the Scandinavian coun- 
tries. BOAC until recently operated a very low frequency to London because of 
its equipment shortage; but with its new fleet of Boeing Stratocruisers it is now 
operating daily Stratocruiser flights between the United States and London. 
Trans Canada is also entering the same market. Pan American will also be 
confronted with competition of six foreign-flag carriers which are presently 
providing service between the United States and Germany. 

In view of the facts set forth in the preceding pages, I am forced to the conclu- 
sion that the alarming suggestion that the relative size of Pan American, in the 
event of the consummation of the proposed acquisition, would bring ruinous or 
fatal consequences to its competitor is utterly lacking in validity—‘a tale full 
of sound and fury, signifying nothing.” 

In a separate concurring opinion, Member Jones, one of the majority, after 
opposing as fallacious his colleagues’ position that the proposed transaction 
would give Pan American an unreasonable advantage over Trans World, con- 
cludes, nevertheless, that the proposed consolidation should be disapproved. 
He predicates his conclusion upon the belief that we know less today about what 
routes should be permanently established, or how many carriers should be 
certificated than we thought we knew in 1945; and that we know less today what 
the political and social future of tomorrow will be which will so directly influence 
our international routes. He concludes that we should not make any change 
in our transatlantic pattern without a clear-cut reason and without a dispas- 
sionate hearing and decision on the merits of this issue alone. 

I can agree with my colleague’s appraisement of the majority’s conclusion 
that the proposed transaction would not place Trans World at a disadvantage, 
since the great weight of the evidence indicates the contrary; and I can agree 
with his statement that important changes have occurred in the transatlantic 
area since 1945 to increase the cost of the transatlantic air pattern to the United 
States Government; but I cannot agree that these developments justify a policy 
of inaction by this Board in the presence of a clear and timely opportunity to 
improve the situation. I am convinced that we should act, and act now, to bring 
the cost to the Government down to a more reasonable level. 

This case has been pending before the Board for a year and a half. If the 
hearing has been marked by extravagant charges that have frequently had little 
to do with the basic issues, nevertheless, our duty to decide remains no less firm 
and pressing. We cannot refuse to steer ahead if we are to discharge the serious 
responsibilities which the Congress has entrusted to us. 

Postponement of remedial action until 1952 will not only pass up an oppor- 
tunity for achieving a more economically sound transatlantic air transportation; 
it will create problems also for the stockholders and employees of American 
Overseas. It is extremely doubtful if the Board will be able to make adequate 
provision for those 2 groups 2 years hence in the event it then decides to termi- 
nate American Overseas as a carrier. Neither the majority nor the concurring 
7 reveals any awareness of the serious problems which may very well rise 
in 1952. 

We have an opportunity today to grant appropriate protection to the stock- 
holders and employees of American Overseas; but what measure would be open 
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to the Board to accomplish that protection if 2 years hence American Overseas 
should be terminated? It has at times been suggested that the Board could pro- 
vide adequate protection, at least to the stockholders, through liquidating mail 
pay. 

I find no support in the Civil Aeronautics Act for such a measure. The need 
section of that act (406 (b)) speaks only of the need of an air carrier for com- 
pensation “for the transportation of rail” to insure “the performance of such 
service,” and to enable the carrier “to maintain and continue the development 
of air transportation.” [Emphasis supplied.] The act thus contemplates that 
mail pay shall relate to the actual transportation of the mail and that a subsidy 
“need” can be measured only by the needs of a continued service. It seems un- 
likely, therefore, that we would be empowered to provide purely liquidating mail 
pay which had nothing to do with the need of the carrier “to maintain and con- 
tinue” air transportation. If the Board were to attempt such action the action 
would doubtless be challenged either by the Postmaster General or the Comp- 
troller General. 

It cannot be lightly assumed, therefore, that the present decision of the Board 
does not create for American Overseas’ stockholders a potential risk of serious 
financial loss in 1952. Liquidation at that time would probably have to be accom- 
plished through a sale of its properties, and such sale necessarily would be a 
forced sale under unfavorable conditions. And, of course, there would be no. 
way to protect the employees. Meanwhile, the carrier can make no long-range 
plans despite the imminent need for making plans for jet transports and other 
advances in the aviation field which require years to plan and consummate. 

For the reasons herein set forth I must dissent from the decision of the 
majority which disapproves the proposed acquisition. With the dismissal of 
American Airlines’ application for approval of its increased stockholdings in 
American Overseas and with the amendment of Pan American’s temporary cer- 
tificate to authorize it to overfly London, I am in agreement with the other 
members of the Board. 

Oswatp RYAn. 
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APPENDIX B, page 1 
Source: Exh. PA-501 
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APPENDIX B, page 2 
Source: Exh. PA-501 
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{Across the U.S. and overseas. 
you can depend on TWA 


E @ Travel at TWA’s smooth feir-weather level 
i © Dependable, wor'd-proved TWA Constellations 
‘ © Big savings on transatientic round trips 


(Save up to 66% on return portion on TWA’s ; 


special 30-day ticket) 
For reservations call Garfleld 6945 or see your travel agent 
NEW YORK ROME 
334 hrs. Non-Step 1934 heures from U.S. 
LOS ANGELES SWITZERLAND 
8 bes., 5 min. 19 hre., 55 mia. from U.S. 


SAN FRANCISCO 
1046 hours 
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St. Louis Post Dispatch, Marca 21, 1949 
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APPENDIX B, page 
Source: Exh. PA-501 
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(Save up to 68% on return portion on TWA’s 


special 30-day ticket) 
For reservations call Garfleld 6945 or see your travel agent 
NEW YORK ROME 
334 hrs. Non-Step 1936 hours from U.S. 
LOS ANGELES $s 
8 bre., 5 min. 19 hes., 55 mia. frem U.S. 


SAN FRANCISCO 
1034 hours 
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PENDIX B, page 3 

Source: ‘Exhibit lioe Pen s0l 
CAB Docket No. 3589 et al 

Page 6 of .7 Pages 


PAN AMERICAN AIRWAYS, INC. 
THE NORTH ATLANTIC ROUTE TRANSFER CASE 
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The only one-airline service to 


PARIS 


2 (only 15 hrs. 25 min. from U.S.) 

iN It's spring in Paris, so why not go now while space is 
available both ways! Relax aloft aboard a 4-engine, 
world-proved TWA Skyliner. Courteous service; free 
meals; no tipping. Go on to London at no extra fare, 

" via connecting airline. Call your travel agent, or 

\y Michigen 8141 
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Los Angeles Times, April 8, 1949 
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APPENDIX B, page h 
Source: Exh. PA-501 


BOMBA 4 


OU DON’T EVEN GHANG 
PLANES on one of TWA’s fast, 
frequen. flights to the U.8. 
Abd there you can make di- 
reot connections for 56 key 
American cities served by 
TWA’'e U.S. system. New. low 
fares apply through March 31 
on 30-day  trans-atlantic 
round trips. For details, see 

pur TRAVEL AGENT. 


charge when you travel TWA Gkyliners, 
Ne tivping, either! 


LONDON *___.__.._..3 Flights Weekly. 
(* Via connecting airline from Paris) 
For information write: Trans World Airline, Taf 
Maha! Hotel, Bombay, or see your Travel agent. 


FWA 


TRANG WORLD AIRLINE 
LAA EBA BUROPE-APRICA-ABIA 


SPEED SHEPEANTS, large and small, by low-cos TWA Ar 
Cargo. Call your International Freight forworder or necrest 
TWA office. 


Bombay, February 1949, Times of India 
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APTS B, page 
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CAB Docket No. 3589 et al 
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UNITED STATES OF AMERICA 
Civit AERONAUTICS BOARD 
WasHIneTon, D. C. 


Adopted by the Civil Aeronautics Board at its office in Washington, D. C., on 
the 17th day of May 1950. 


Docket No. 3589 et al. 
In the matter of the North Atlantic Route Transfer Case 
ORDER 


Public hearing having been held in the above-entitled proceeding and the 
Board, upon consideration of the record, having issued its opinion containing 
its findings, conclusions and decision, which is attached hereto and made a part 
hereof, 


Ir Is ORDERED: 


1. That the application in Docket Number 3589 for the approval of the acqui- 
sition by Pan American World Airways, Inc. (formerly Pan American Airways, 
Ine.) of the property, assets, and business of American Overseas Airlines, Inc., 
and the transfer to Pan American World Airways, Inc., of the certificate of 
public convenience and necessity held by American Overseas Airlines, Inc., be 
and it is denied; and 

2. That this order shall become effective on the date of its approval by the 
President of the United States. 

By the Civil Aeronautics Board: 
[SEAL] M. C. MULLIGAN, 
Secretary. 
THE WHITE House 


Approved : 


UNITED STATES OF AMERICA 
Crviz AERONAUTICS BOARD 
WASHINGTON, D. C. 


Adopted by the Civil Aeronautics Board at its office in Washington, D. C., on 
the 17th day of May 1950. 


Docket No. 3589 et al. 
In the matter of the North Atlantic Route Transfer Case 
ORDER 


Public hearing having been held in the above-entitled proceeding and the Board, 
upon consideration of the record, having issued its opinion containing its find- 
ings, conclusions and decision, which is attached hereto and made a part hereof, 


Ir Is ORDERED: 


1. That an amended certificate of public convenience and necessity in the 
form attached hereto be issued to Pan American World Airways, Inc., for its 
North Atlantic route; 

2. That said amended certificate shall be signed on behalf of the Board by 
its Chairman, shall have affixed thereto the seal of the Board attested by the 
Secretary, and, subject to extensions of its effective date in accordance with the 
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provisions of said amended certificate, shall be effective sixty days after the date 
of its approval by the President of the United States; 

3. That the initial service plan authorized for service on the route specified 
in Part II of said amended certificate, effective upon the date that such amended 
certificate becomes effective, shall be as follows: 

Between the coterminal points Chicago, Ill., Detroit, Mich., Washington, 
D. C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, Mass. ; 
the intermediate points Gander, Newfoundland, Canada; Foynes, Ireland; 
Dublin, Ireland; London, England; Brussels, Belgium; Frankfurt, Ger- 
many; Stuttgart, Germany; Munich, Germany; Prague, Czechoslovakia ; 
Vienna, Austria; and (a) beyond Vienna, the intermediate points Buda- 
pest, Hungary; Bucharest, Rumania; Istanbul, Turkey; Ankara, Turkey; 
Tehran, Iran; Karachi, Pakistan; Delhi, India; and the terminal point 
Calcutta, India; and (b) beyond Vienna, the intermediate points Belgrade, 
Yugoslavia ; Instanbul, Turkey ; Ankara, Turkey ; Beirut, Lebanon ; Baghdad, 
Iraq; Basra, Iraq; Karachi, Pakistan; Delhi, India; and the treminal point 
Calcutta, India: Provided, That the authorization to serve Basra, Iraq, 
shall continue in effect until December 1, 1950, or until airport facilities at 
Baghdad, Iraq, are adequate, whichever shall first occur; 

4, That Order Serial Nuniber E-251, heretofore issued by the Board on Jan- 
uary 27, 1947, and authorizing Pan American World Airways, Inc. (formerly 
Pan American Airways, Inc.), to operate flights between Eire and points east 
of London, without stopping at London, be and it is rescinded, such rescission 
io Seen upon the date upon which the said amended certificate becomes 
effective ; 

5. That the application in Dockets Nos. 3590, 3592, and 3630, to the extent not 
granted hereby, and the proceeding instituted and consolidated herein by the 
Board by Order Serial Number E-—2512, be and they are dismissed ; and 

6. That this order shall be effective upon the date of its approval by the Presi- 
dent of the United States. 

By the Civil Aeronautics Board: 


[SEAL] M. C. MULLIGAN, Secretary. 
THE WHITE HOUSE 
Approved : 

snide te gticdtntiaE a Te UTS \ineekinatmegimaenmmeean 1950 





UNITED STATES OF AMERICA 
Crviz AERONAUTICS BoarRD 
WASHINeTON, D. C. 





CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY (AS AMENDED) 
PART I 
PAN AMERICAN WORLD AIRWAYS, INO. 


is hereby authorized, subject to the provisions hereinafter set forth, the pro- 
visions of Title IV of the Civil Aeronautics Act of 1988, as amended, and the 
orders, rules, and regulations issued thereunder, to engage in foreign air trans- 
portation with respect to persons, property, and mail, as follows: 


1. Between the coterminal points Chicago, Ill., Detroit, Mich., Washing- 
ton, D. C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, 
Mass. (said authorization as to all coterminals, other than New York, N. Y., 
to continue in effect up to and including July 4, 1952); the intermediate 
points the Azores, Lisbon, Portugal, Barcelona, Spain (said authorization 
to continue in effect up to and including July 4, 1952), and the terminal 
point Marseille, France; and between the intermediate point Lisbon, Por- 
tugal, the intermediate point Foynes, Ireland (until the Board shall de- 
termine that the need for such authorization, in the interest of national 
defense, has terminated) and the terminal point London, England: Provided, 
.That Bermuda may be included as an intermediate point if and when re- 
quired by weather conditions; and 
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2. Between the coterminal points Chicago, Ill., Detroit, Mich., Washing- 
ton, D. C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, 
Mass. (said authorization as to all coterminals, other than New York, N. Y., 
to continue in effect up to and including July 4, 1952), an intermediate point 
in Newfoundland, Canada, the intermediate points Foynes and Dublin, Lre- 
land, and the terminal point London, England ; 

except that if a flight which shall have been commenced via the intermediate 
points listed under subparagraph 1 above or via the intermediate points listed 
under subparagraph 2, as the case may be, cannot be completed via the sched- 
uled intermediate points because of weather conditions, such flight may proceed 
via one or more of the intermediate points listed under the other subparagraph 
even though such weather conditions are known previous to commencement of 
such flight; and that during such times as New York, N. Y., is not usable as a 
terminal because of weather or climatic conditions, the holder shall use Balti- 
more, Md., or any other terminal point within the United States authorized to 
be served by this Part I of the certificate, as amended, as a terminal in lieu of 
New York, N. Y. 

The service authorized in this Part I is subject to the following terms, condi- 
tions, and limitations: 

(1) The holder shall render service to and from each of the points named 
in this Part I, except as temporary suspensions of service may be author- 
ized by the Board, and may begin or terminate, or begin and terminate, trips 
at points short of terminal points. 

(2) The holder may (a) continue to serve regularly any point named in 
this Part I through the airport last regularly used by the holder to serve 
such point prior to the effective date of this certificate, as amended, and (b) 
continue to maintain regularly scheduled nonstop service between any two 
points not consecutively named in this Part I if nonstop service was regu- 
larly scheduled by the holder between such points on the effective date of 
this certificate, as amended. Upon compliance with such procedure relat- 
ing thereto as may be prescribed by the Board, the holder may, in addition 
to the service hereinabove expressly prescribed, regularly serve a point 
named in this Part I through any airport convenient thereto, and may 
render scheduled nonstop service between any two points not consecutively 
— in this Part I, between which such service is authorized in this 

art I. 
PART II 


Pan American World Airways, Inc., is hereby authorized, subject to the pro- 
visions hereinafter set forth, the provisions of Title IV of the Civil Aeronautics 
Act of 1938, as amended, and the orders, rules, and regulations issued there- 
under, to engage in foreign air transportation with respect to persons, property, 
and mail, as follows: 

Between the co-terminal points Chicago, Ill, Detroit, Mich., Washington, 
D. C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, Mass. ; 
an intermediate point in Newfoundland, Canada; the intermediate points 
Foynes, Ireland; Dublin, Ireland; and London, England; intermediate 
points within the following areas: 


Belgium; that portion of Germany Rumania; 
which lies south of the 50th Bulgaria ; 
parallel ; Turkey ; 
Frankfurt, Germany ; Lebanon; 
Czechoslovakia ; Iraq; 
Austria ; Iran; and 
Hungary; Afghanistan; 
Yugoslavia ; 
and intermediate and terminal points within that portion of India which 
lies north of the 20th parallel. 


The approved service plan designating the specific points to be served by the 
holder within each area described above in this Part II shall be determined in 
eee with such procedure as may from time to time be prescribed by the 

oard, 

The service authorized in this Part II is subject to the following terms, condi- 
tions, and limitations : 

(1) Areas defined in terms of countries in this Part II shall be deemed 
to refer to areas within the boundaries of such countries as they existed on 
January 1, 1937. 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2675 


(2) The holder shall render service between the points in the approved 
service plan as fixed from time to time, except as temporary suspensions of 
service may be authorized by the Board; and shall not render service to 
any point not included in the approved service plan as fixed from time to 
time. The holder may (a) begin or terminate, or begin and terminate, trips 
at points short of terminal points; (b) continue to serve regularly any 
point designated in its approved service plan through the airport last regu- 
larly used by the holder to serve such point priur to the effective date of this 
certificate, as amended; and (c) continue to maintain regularly scheduled 
nonstop service between any two points not consecutively designated in its 
approved service plan if nonstop service was regularly scheduled by the 
holder between such points on the effective date of this certificate, as 
amended. 

(3) Upon compliance with such procedure as may be prescribed by the 
Board, the holder may serve regularly a point authorized to be served 
pursuant to the approved service plan as fixed from time to time through 
any airport convenient thereto, and may render scheduled nonstop service 
omitting one or more of the intermediate points authorized to be served 
pursuant to the approved service plan as fixed from time to time. 


PART III 


Whenever refueling stops are made at points in Canada on services authorized 
in this certificate, as amended, through passengers on such services may be 
given stopover privileges at such points. 

Notwithstanding any other provision of this certificate, as amended, the holder 
shall at all times conduct its operations in accordance with all treaties and 
agreements between the United States and other countries, and the exercise 
of the privileges granted by this certificate, as amended, shall be subject to 
compliance with such treaties and agreements and to any orders of the Board 
issued pursuant to, or for the purpose of requiring compliance with, such treaties 
and agreements. The exercise of the privileges granted by this certificate, as 
amended, shall be subject to such reasonable terms, conditions, and limitations 
required by the public interest as may from time to time be prescribed by the 
Board. 

This certificate, as amended, shall be effective sixty days after the date of 
its approval by the President of the United States, and Part II of the 
certificate, as amended, shall continue in effect up to and including July 4, 
1952: Provided, however, That prior to the date on which the certificate, as 
amended, would otherwise become effective the Board, either on its own initiative 
or upon the filing of a petition or petitions seeking reconsideration of the 
Board’s order of , 1950 (Order Serial No. E- 
far as such order authorizes the issuance of this certificate, as amended, may by 
order or orders extend such effective date from time to time. 

IN WITNESS WHEREOF, the Civil Aeronautics Board has caused this certificate, 
as amended, to be executed by its Chairman and the seal of the Board to be 
= hereto attested by the Secretary of the Board on the 17th day of May, 


[sear] JosePH J. O’CONNELL, Jr., 
Chairman. 


Attest: 
M. C. MULLIGAN, 
Secretary. 
Tae Waite House 


Sceccseccennnmecesasne 1900 


SUBCOMMITTEE INSERT No. 10 


Excerpts From THE Sworn TESTIMONY OF NOAH DIETRICH IN THE NORTH 
ATLANTIC ROUTE TRANSFER Case, CAB Docket No. 3589 er AL. 


(Tr. 3709] Q. Mr. Dietrich, during the year 1947, did you have discussions 
with Mr. Juan Trippe relating to a possible purchase by Pan American of TWA’s 
overseas operations, or to a merger of Pan American and TWA ?—A. Yes; accord- 
ing to my best recollection, I had four conversations with Mr. Trippe. 
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Q. Could you tell us, please, the dates of those conversations, as best as you 
ean recall them?—aA. The first one was about January 1, 1947. It might have 
been on the 2d. I think it was the Ist. 

Q. And the second one.—A. Then there were two in March. I think they were 
about the 15th and the 18th. 

Q. And did you have any further discussions?—A. Yes; Mr. Trippe, Mr. 
Hughes, and I met in Palm Springs—I think that was April 12 and 13—and 
then about a week later, Mr. Trippe met with me at the Waldorf Hotel in New 
York again. 

Q. That would be about the week of April 21, probably.—A. Thereabouts. 

Q. Now, Mr. Dietrich, would you tell us who was present at the first meeting, 
please ?—A. My recollection of the first meeting was that Mr. Trippe called me 
on the telephone. I was at the Mayfair House at the corner of 65th and Park 
Avenue, New York City. Colonel Bradley was with me, and he was there during 
the course of the conversations with Mr. Trippe. 

[Tr. 3710] Q. To identify Mr. Bradley for the record, he is Colonel Palmer 
Bradley.—A. That is right. 

Q. And he is the attorney for the Hughes Tool Co.; is that right?—-A. That is 
right; one of the attorneys. 

Q. He is a member of the firm of attorneys.—A. That is right. 

Q. Now, who was present at the second meeting of March 15?—A. I am not 
too clear about the meetings of the 15th and 18th. They overlap in my mind. 
Colonel Bradley may have been at both of those meetings. I know he was there 
at the first meeting. 

Q. He was there, certainly, at the March 15 meeting?—A. That is right. 

-Q. And who was present at the meetings of April 12 and 13, at Palm Springs 
in California?—A. Howard Hughes, Mr. Trippe, and myself. 

Q. And who was present at the meeting of April 21?—A. Mr. Trippe and I 
were there alone. 

Q. Would you go back, please, Mr. Dietrich, to the first meeting on January 
1, and tell us how that meeting was initiated and what was said at that meet- 
ing?—A. Mr. Trippe called me on the telephone and said he had a matter of 
some importance he would like to discuss with me, and asked when he could 
see me, and I suggested he come over at that time. He appeared in about 20 
minutes, and remained there, I would say, 5 or 10 minutes at the [Tr. 3711] most. 

Q. What did Mr. Trippe say to you at that meeting?—A. Well, the conversation 
was quite general, but he pointed out that the airline industry was facing a rather 
rough and rocky road, and he wanted to know if Hughes Tool Co. would consider 
a merger of TWA and the Pan American interests, or at least a merger of the 
TWA transatlantic operations with Pan American. 

I told him it was an interesting subject and we would be glad to listen to 
anything he had to say about it, and glad to consider any proposal he had to 
make. I told him that I would discuss the matter with Mr. Hughes, and he 
said, “All right, then, we will have some later conversations about it.” And that 
was the sum and substance of our first converastion. 

Q. The next meeting, I take it, Mr. Dietrich, was on March 15. Could you 
tell us where that meeting occurred?—A. That was in rooms 10-L and 10-M 
at the Waldorf Hotel in New York City. 

Q. How was that meeting set up?—A. On each occasion Mr. Trippe called me 
and arranged the appointment. 

Q. And he came to your rooms at the Waldorf?—A. He came to our rooms; yes. 

Q. Would you tell us, please, what was said at that second meeting of March 
15?—A. I will have to combine the second and the third meetings, because I 
can’t make a clear line between what was said on the 15th and what was said 
on the 18th. But in those [Tr. 3712] two meetings, Mr. Trippe pointed out the 
necessity for the American airlines to take some combined action. He went back 
into history to show—— 

Mr. Westwoop. May I suggest that it be clear that when the witness says 
“American airlines,” he is referring to the airlines of the United States. 

The Witness, All of the airlines of the United States, particularly those with 
transatlantic operations. 

He went back into history to point out the sad experience of the American 
merchant marine, which was unable to survive on its own feet in competition 
with foreign merchant marine, and that either 1 of 2 things should occur, in 
his opinion, in order to properly compete with foreign airline competition: 

One was either a merger of the interests, and the other was his chosen 
instrument bill, which he said he was sponsoring. 
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By Mr. KENNEDY: 


Q. Could you tell us whether or not at that time he mentioned the pendency 
of Pan American’s domestic route application?—A. Yes. He said that Pan 
American had an application before the Civil Aeronautics Board for a transcon- 
tinental route, that Pan American had operations in the Pacific and in the At- 
lantic, and that it was a most logical idea that they should be permitted to connect 
up those two operations, and that he was firmly of the belief that that application 
would be acted on favorably. 

He went on further to say that in his opinion, having [Tr. 3713] obtained such 
a franchise, that it, in his opinion, would be an easy step from that into local 
Service, transcontinentally. Of course, this is just a conclusion on my part, but 
my inference was that that was a threat to the operation of TWA and it was, 
therefore, advisable for us to do something about it. 

Q. In this discussion of March 15 and March 18, you say Mr. Trippe referred 
to the chosen-instrument bill. Would you tell us, please, Mr. Dietrich, was 
that the meeting at which Mr. Trippe said that he would have the chosen-instru- 
ment bill changed? 

Mr. Frrenpiy. There is no evidence that he said anything of that sort. I 
object to the form of the question. 


By Mr. KENNEDY: 


Q. Well, let me ask you, please, Mr. Dietrich, what was the discussion on 
the chosen-instrument bill? 

Mr. Frrenpry. I should say that was somewhat leading also, this procedure. 

Examiner WreENN. All right, strike the previous question and let this question 
stand. 

Mr. FRIENDLY. Having accomplished the desired effect—— 

Examiner Wrenn. Go ahead and answer the question. 

Mr. KENNEpY. Mr. Friendly makes so many charges and so many innuendos, I 
think they can ali be ignored. 

Mr. FRIENDLY. Well, the question was obviously improper. 

Examiner WRENN. Just a minute. We have a question which the witness 
may answer. Go ahead, Mr. Dietrich. 

The Witness. He gave us his idea of the chosen-instrument bill, what it would 
accomplish, and in connection with it, he pointed out particularly the inability 
of the American flag [Tr. 3714] carriers to compete particularly with the British 
airlines, in that the British—and he mentioned the ratio of compensation of 
British airline employees to American airline employees; it was a ridiculously 
low percentage or ratio—also that their other costs were lower, and then made 
the statement that the British Nene engine was far in advance of any American 
jet engine and that the British were developing an airplane which, in his opinion, 
would be superior to any American airplane, and that before long we would 
have a British engine and transport plane that would be superior to ours, and 
that combined with their lower costs, would make a competitive situation of 
great disadvantage to the American-flag carriers. 

(Tr. 3715] Q. Was there any further discussion on the chosen-instrument 
bill, Mr. Dietrich?—A. Yes. He explained, and we discussed—I had read the bill 
at this time, but I am not clear, in my recollection, on all the points of the 
bill—but in my reading of the bill it was evident to me, because of TWA’s peculiar 
position, that they were placed at a disadvantage, as compared with American 
and United, in such an arrangement. TI pointed out that disadvantage and I 
think I made a suggestion as to how it might be cured, without any thought in 
mind that I was in favor of it, and Mr. Trippe said, ‘Well, I will have the bill 
changed.” 

Q. Are there any other things that occurred at those March 15 and March 18 
meetings, Mr. Dietrich?—-A. Not that I recall, especially. 

Q. Now, the next meeting, I take it, was at Palm Springs, in California; is 
that correct ?—A. That is right. 

Q. And present at that meeting were Mr. Trippe, Mr. Hughes, and yourself ?—A. 
That is right. 

Q. Could you tell us, please, the discussions that took place at that meeting?—A. 
Mr. Trippe again proposed a merger between TWA and Pan American, or, at 
least, a merger between the Pan American interests and TWA’s transatlantic 
operations, or a purchase, but he was emphasizing on overall merger. He had 
his balance sheets and income accounts and I had the TWA figures with me. 


{[Tr. 3716] Q. Mr. Dietrich, you say that Mr. Trippe was emphasizing the 
overall merger?—A. Yes. 
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Q. Now, these discussions took place over a period of 2 days, I believe Mr. 
Trippe testitied—A. Yes. 

Q. Would you just tell us, in general, what subjects took up these 2 days of 
discussion —A. Well, in accordance with preliminary discussions with Mr. 
Hughes, at which Mr. Trippe wasn't present, it was our startegy to draw Mr. 
Trippe out and find out what he did have in his mind. That was our plan of 
procedure, and I asked Mr. Trippe what basis he was thinking of with respect to 
such a merger. And he said, ‘Well, I think the most logical manner of bringing 
that about would be on the basis of book values.’’ My reply to that was that— 
and I specifically pointed it out there—Pan American’s method of accounting 
and ours differed, and, for that and other reasons, in my opinion I thought 
that the most logical and fairest method, if such a thing was to be considered, 
would be a basis of market values. 

Q. Mr. Dietrich, during that discussion was there any further reference to the 
chosen instrument legislation?—A. Yes. Mr. Trippe had a copy of the bill with 
him. He also had a copy of either a brief which they were filing or a prospectus 
or memorandum of some sort from a public-relations angle, which he handed to 
Mr. Hughes and myself suggesting that we read it. It disclosed their approach 
to the problem, their arguments in favor of it—and my [Tr. 3717] recollection 
is that he gave us that on the 12th. We read it the evening of the 12th and 
returned it to him on the 13th. 

He then asked us for our position, and I explained to Mr. Hughes that I did 
have our public relations department memorandum with me, and he said, “Well, 
I prefer not to give it to you, Mr. Trippe,” and it was not given to Mr. Trippe. 

Q. At that time, did Mr. Trippe make any suggestion to Mr. Hughes with ref- 
erence to Mr. Hughes’ personal attitude toward the chosen instrument bill?—A. 
Yes. Toward the end of our conversations, on the second day, Mr. Trippe 
suggested that we would give some further study to the figures and said, “Well, 
now, if we can devise a basis, Mr. Hughes, that will be acceptable to you for 
such a merger, will you then publicly announce your sponsorship of the chosen 
instrument bill? I answered that question by telling Mr. Trippe: No; that that 
would place us in an inconsistent position; that we had taken a position, with 
other airlines, as being opposed to the bill and I didn’t see how we could logically 
change that position. Mr. Hughes concurred in that. 

Q. Is that the general substance of the Palm Springs meeting, Mr. Dietrich?— 
A. Yes; it is. 

Q. Now would you tell us, please, what occurred at the next meeting between 
you and Mr. Trippe in New York?—A. Well, within a week or two later Mr. 
Trippe called on me again at the Waldorf, after phoning me, and asked me if 
we had arrived at any conclusion And I told him that [Tr. 3718] no conclusion 
had been arrived at, that I had no instructions from Mr. Hughes and that I pre- 
sumed that there was no further interest. 

Q. Now, I take it, from your testimony, that the status of these discussions 
was that at the January 1 meeting, and at the March meeting and at the April 
meeting, these were proposals being made to TWA and Mr. Hughes by Mr. 
Trippe?—A. That is correct. 

Q. And Mr. Hughes and yourself indicated no attitude toward them until 
the April discussion; is that correct?—A. Except being willing to listen. 


EXcerPTs FrRoM THE SworRN TESTIMONY OF PALMER BRADLEY IN THE NortH 
ATLANTIC Route TRANSFER CASE, CAB DockEr No. 3589 ET AL. 


[Tr. 3744] Q. Mr. Bradley, were you present at the January 1 or January 2 
re with Mr. Juan Trippe, which Mr. Dietrich has just testified to?—A. Yes, 
sir. 

Q. Would you tell us, Mr. Bradley, your recollection of that meeting?—A. Well, 
it was a short meeting. Mr. Trippe called—we were at the Mayfair House in New 
York, and Mr. Trippe called during the morning and came over and talked to Mr. 
Dietrich and me, and he wanted to know whether TWA would be interested in a 
sale or a merger. It didn’t last long; 5 or 10 minutes. 

Q. And your recollection of what was said at that meeting is in substantial 
accord with the recollection of Mr. Dietrich; is that correct?—A. Yes, sir. 

Q. Were you present at either of the March meetings, Mr. Bradley?—A. I was 
present at the meeting of March 15 in the Waldorf Hotel, rooms 10-L and M. 
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Q. Do you recall hearing at that meeting a discussion by Mr. Trippe on the sub- 
ject of the chosen instrument bill?—A. Yes, sir. 

Q. Could you tell us your recollection of that?—A. Well, my recollection is 
that Mr. Trippe wanted to know whether, in the event of a merger, we would 
support the [Tr. 3745} chosen instrument bill, and Mr. Dietrich had some ob- 
jection to it, and my recollection is—some objection to it because it discriminated 
against TWA, and my recollection is that Mr. Trippe said that would be a small 
matter, he could get that changed. 





Excerpts From THE Sworn TESTIMONY or J. T, TRIPPE, IN THE NORTH ATLANTIO 
Route TRANSFER CASE, CAB Docket No. 3589 ET AL. 


(Tr. 1432] Q. Mr. Trippe, sometime around March or April of 1947 did you 
make an attempt to acquire TWA?—A. Did I make an attempt to acquire TWA? 

Q. Yes—A. No; I wouldn’t put it that way, Mr. Landis. I will be glad to out- 
line the circumstances of the discussions I had with officials of TWA, or their 
principal owner, if you would wish me to. 

Q. Yes; I am afraid I would wish you to, Mr. Trippe. 


[Tr. 1433] The WirTNess. To the best of my recollection, Mr. Howard Hughes, 
the principal stockholder and majority owner of TWA, whom I had never met, 
telephoned me from Washington. I would say it was before March or April. 
I would place it perhaps in February of 1947. He stated he was in the East and 
he would like to talk with me. He asked me if I was going to be in New York 
several days later, and I told him I was and we tentatively arranged to meet. 

He then called me up and stated that his plans had changed—that he had tv go 
out to Wright Field, I believe—and asked me if I had any other business that 
might take me to Washington and, if so, it would be easier for him if we met in 
Washington. 

We did meet and he said he was anxious to find out why there wasn’t more 
cooperation between officials of his company and ours, and that he would like 
to get some further thoughts on the problems with respect to the overseas busi- 
ness, and, in particular, some of the reasons why our company had supported 
the program for unification of the American carriers abroad. 

We spent several hours, as I recall it, discussing these matters, and he in- 
dicated he would like to talk further about them at some later date; and he 
thought he would be coming on East perhaps a month or so later, and we 
tentatively arranged to meet then. 

It developed, however, that his plans changed again and he could not come 
east and, to my recollection, called up to see if it was possible for me to go west 
to meet him out there. [Tr. 1434] I suggested that I had a plan for a trip to 
Mexico City and perhaps we could meet in Texas en route to Mexico City. He 
thought this was a possibility, but later on found that was not possible and he 
suggested we meet on the west coast. He stated that it was necessary that we 
meet in absolute secrecy and that it would be desirable, if possible, to meet some- 
where where the general public wouldn't know that such a discussion or negotia- 
tion was underway. 

We arranged to meet on a Saturday morning—it may have been in March or 
April—at Palm Springs. I flew out on a company plane, taking with me only 
my small boy, 7 years old, who wanted to go for the ride. He asked that we 
plan to meet alone. 

I got there on schedule and checked in at the small inn and found he hadn’t 
arrived yet. He got in a little later in the morning and asked that we meet at 
his cottage, or the cottage that he had arranged to secure for the weekend. 

I proceeded to the cottage and I believe we met sometime around 10:30 or 
11 o’clock in the morning. Mr. Dietrich, one of his associates, was also present, 
together with Mrs. Dietrich, and we discussed the overseas problems at great 
length, and as to the advantages that might be forthcoming were it possible to 
effect a merger between TWA and Pan American. 

I was interested principally in the overseas end of TWA; he, on the contrary, 
was more interested in effecting a merger of the entire TWA operation, including 
the domestic phase of the business. 

(Tr. 1435] I asked him what his views were, of unification in the overseas 
business. He said he was opposed to them unless there was a merger—at least 
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covering the overseas part of TWA—and that if such a merger was effected then 
he would have no further objection. But, in his opinion, that was a matter that 
would be settled by management, from the point of view of the best interests 
of the stockholders. 

He had his balance sheets, income statements available, and I had the latest 
documents with respect to Pan American Airways; and I believe we spent the 
principal part of that day discussing the relative value of the companies. 

I took the position that the proper approach would be on an exchange based 
on the net worth of the two companies, and particularly mentioned my views 
that that principle should obtain where the overseas part of his company to be 
merged with Pan American was concerned, but his ideas were far out of line. 
He felt that the overseas part of TWA was very much more valuable than Pan 
American; in fact, his figure was practically double, as I recall. 

He left that afternoon to keep a date in Los Angeles that evening and came 
back the next morning about 10 o’clock—Mr. Dietrich and Mrs. Dietrich re- 
mained—and we carried forward the following day and got nowhere with the 
negotiations. 

He asked that my plane come back not to Palm Springs but, in order to avoid 
any possible public knowledge of the meeting, that we meet at a deserted airport 
in the south of the State, and he flew me down there in his ship. I got into mine 
which met me there and I returned Hast. That was my last conversation with 
him on that matter. 

{Tr. 1486] Q. Now, Mr. Trippe, from your statement there, you lead me to 
infer that the approach with regard to the sale of TWA was not made by you, 
the initial approach or proposal. A. I have just stated that I had never met 
Mr. Hughes; he called me up and wanted to discuss this whole problem of the 
overseas business, and I don’t think there is anything further I can add, Mr. 
Landis. 

Q. Well, I would like to get clarification on one point. As I listened to your 
statement, you said Mr. Hughes called you up to discuss the whole overseas 
business. But my question is this: Did Mr. Hughes propose to you the sale of 
TWA, or any portion of it?—A. I don’t know whether he proposed to me or I 
proposed to him. 

Q. You don’t know.—A. I wouldn’t be able to state that. The discussion 
initiated at his instance, and we talked about all the problems related to the uni- 
fication of the American Overseas operations which was then a question under 
consideration by many in the industry and by many in Government. 

Q. Now, for clarification, if I may, Mr. Trippe, this suggestion that TWA should 
be sold to Pan American, did that come to the forefront at your first meeting?— 
A. Did it? 

Q. Yes.—A. No, I would say that at the first meeting the discussion related to 
the advantages or disadvantages of the unification policy. 

Q. And a suggestion that Pan American might acquire [Tr. 1437] TWA came 
into the conversations at some later stage, is that right?—A. Well that may have 
come up at the first meeting. I am not sure about that. 

Q. You are not sure.—A. No. 

Q. And you are not sure as to who actually made that suggestion first?—A. 
Well, as I say, the discussion as to the advantages of unification abroad took place, 
Mr. Hughes was very interested in getting all the background for, he said that he 
had not had much experience to date in the overseas business, and he felt Pan 
American had—at least the officers of Pan American had, and he was very 
anxious to discuss all aspects of that program. 

Q. Wasn't there a point of time when somebody said, “Would it be a good idea 
for Pan American to acquire TWA?’ There must have come a point of time 
when something like that happened, the idea of Pan American acquiring TWA 
expressed. Now can you say——A. Well it was discussed at length as I have just 
stated. 

Q. I quite understand you. But as I say, do you remember who first brought 
up that idea ?—A. No, I don’t. 

Q. You don’t.—A. No. 

” 2 & 

[Tr. 1575] 

By Mr. KENNEDY: 

Q. Did you have any meetings with anybody in TWA prior to this discussion 
with Mr. Hughes?—A. Meeting with officials of TWA? 

Q. Yes.—A. Oh, yes, I met with Mr. Frye many times. 
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Q. Anyone else?—A. Yes, I think I have met some of their operating officials, 
at the time the question of airports in New York came up. I know them. 

Q. I didn’t mean to wander far afield, Mr. Trippe. I meant discussions with 
anyone in TWA on the subject of a merger of TWA and American or the acquisi- 
tion by Pan American of TWA’s overseas operation.—A. Not that I recall, no. 
You are talking about some people connected with TWA;; is that right? 

Q. Yes; people connected with TWA.—A. You mean their officers or someone 
who could speak for them? 

Q. Yes, someone who could speak for them, or their officers.—A. Not that I 
recall, no. 

Q. Mr. C. R. Smith and you may see eye to eye on this subject. We asked him 
if he had talked with anyone in TWA and he said he hadn’t talked with any 
officer of TWA. It developed later that he had talked to Mr. Dietrich, who is 
not an officer of TWA. Did you talk to Mr. Dietrich?—A. Yes, I did; he was 
present at the meeting that I referred to this morning, both he and Mr. Dietrich. 

(Tr. 1576] Q. Mr. Hughes said you talked to Mr. Dietrich several times when he 
wasn’t there; is that correct?—A. I don’t believe so. I think I talked to Mr. 
Dietrich after that. 

Q. But not before?—A. That is my best recollection. 

Q. I ask you, Mr. Trippe, on January 1, 1947, did you call on Mr. Noah Dietrich 
and Mr. Homer Bradley at the Mayfair Hotel in New York to discuss with them 
the merger of TWA and Pan American or the acquisition by Pan American of 
TWA’s overseas routes?—A. No, I saw them, yes, but we didn’t discuss any 
such matter. 

Q. You discussed no such matter?—A. No. 

Q. Mr. Hughes says that after his discussions with you in Washington, he 
dispatched—that is the way he put it—dispatched Mr. Dietrich from the office 
to see you and you and he had some further conversations.—A. Yes, I think he 
did, and I wouldn’t say dispatched. I think he asked Mr. Dietrich, whom I 
have a very high regard for, to come to New York, and I did see him on several 
occasions. 

Q. In general, you have a high regard for Mr. Noah Dietrich?—A. That is 
correct. 

Q. And you would say that he is an honest and reliable man?—A. As far as I 
know. 

[Tr. 1577.] Q. And you would say that if he made some statements or told 
you something, that that was fairly reliable?—A. Yes, that would be my view. 

Q. Well, now, when you saw Mr. Noah Dietrich in New York and you dis- 
cussed the subject of merger of TWA and Pan American, did you come to discuss 
the chosen instrument bill?—A. Yes, that was discussed at the meeting with 
Mr. Hughes in Washington, as I stated this morning. 

Q. That was a little earlier than the meeting with Mr. Dietrich in New 
York?—A. Yes. 

Q. It was not the Mayflower Hotel meeting?—A. No, no, these meetings were 
after my meetings with Mr. Hughes in Washington. I haven’t got the date. I 
could get that date and file it for the record, if it would be of any assistance. 

Q. Well, let’s see if we can agree as to when you did meet Mr. Dietrich and 
Mr. Hughes. Let’s see if we can establish a sequence of dates as to when you 
met Mr. Dietrich, or Mr. Hughes, or both of them. You met him on January 
1, 1947, in New York? And Mr. Bradley was present; is that correct?—A. Yes. 


[Tr. 1579.] Q. Let me ask you preliminarily, however, just what was the 
discussion at these subsequent meetings in New York? Well, let’s first of all 
try to establish just what meetings they were, and who was present. Could 
you do that for us, to your best recollection?—A. I believe there were just Mr. 
Dietrich and myself. 

Q. Just Mr. Dietrich and yourself?—A. I think so. 

Q. And how many meetings were there?—A. Well, 1, or there might have been 
2. I am not sure. 

Q. One, or there might have been 2?—[Tr. 1580.] A. Yes. 

Q. And what was the discussion at those meetings?—A. In general, the ques- 
tion of the desirability of the purchase of TWA’s overseas properties, 
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Q. Could you give us the time of those in terms of the pendency of the chosen 
instrument hearings or in terms of the pendency of the Hughes hearings? 

Mr. FrIeNnpty. He is going to give you the dates. That should show it, 

Mr. Kennepy. Yes, but I wondered if Mr. Trippe could recollect that now. 

The Witness. No, I can’t give you the relative—— 

By Mr. KENNEDY: 

Q. Can we agree it was before the famous Hughes hearing in Washington in 
the summer of 1947?—A. Yes, I would think it was before that. 

Q. It was probably before that time?—A. That is correct. 

{Tr. 1581] Q. And Mr. Dietrich at that time was still interested in a merger 
of TWA and Pan American?—A, At that time? 

Q. Well, excuse me. Let me withdraw that question. Was it prior to or 
during or after the hearings on the chosen instrument bill, which, I take it, ran 
from May 19 to June 5, 1947? Can you tell me whether it was prior to, or during, 
or after those hearings?—A. No, I couldn’t be sure. My guess would be it was 
before, but I couldn’t be sure. 

Q. It was after the Palm Springs meeting?—A. Yes. 

Q. Let’s go for a moment to this meeting you had in New York with Mr. 
Dietrich before the Palm Springs meeting. Did you tell Mr. Dietrich at that 
time that you would get domestic transcontinental routes and that, therefore, it 
would be a good idea for Pan American and TWA to merge?—A. Would you read 
the question? 

Examiner Wrenn. Read it back, please. 

(Question read.) 

The WitTNEss. It would be my recollection that I did not, in view of the fact 
that no one could tell whether Pan American would get domestic routes. 

By Mr. KENNEDY: 

Q. Are you pretty clear about that recollection?—A, I am pretty clear. 

Q. In general, you have a clear recollection of that meeting with Mr. Dietrich, 
do you?—A. I know that the meeting was held and I am confident [Tr. 1582] 
I wouldn’t have made any such statement. 

Q. You had some discussion at that meeting, did you or didn’t you, about the 
“chosen instrument” bill?—A. No. I think, rather, on the question of policy, as 
posed by the—— 

Q. Didn’t Mr. Dietrich object to the provisions of the chosen instrument bill 
on the ground that one specific provision, particularly, was unfair to TWA? 
You don’t remember that?—A. I don’t recall that. I recall that at the meetings 
in Palm Springs Mr. Hughes felt there would be no opposition on his part, if the 
merger of the Overseas business with Pan American were consummated, in view 
of the fact that all the stockholders would be treated in the same manner under 
the provision of the act that would be created if the bill passed. He was rather 
fearful that in some way Pan American stockholders would get a better relative 
position than himself. 

Q. Don’t you recall a discussion with Mr. Dietrich, to stay on that subject, 
in which Mr. Dietrich complained that the chosen instrument bill was unfair 
to TWA?—A, Unfair? 

Q. Unfair to TWA. There was a cutoff date, as I recall it, in that bill, Mr. 
Trippe—you may recall it, too—and it related to what period you take for rec- 
ognizing the investment in the consolidated companies. Do you recall that?— 
A. I don’t recall it specifically. I remember that when I appeared before the 
Senate committee I suggested that a [Tr. 1583] date be set that would be 
equitable to everybody. 

Q. Yes, I remember your testimony on that point. 

Now, you don’t recall that Mr. Dietrich complained about it, but I wonder if 
you recall saying to him “I will have the bill changed.” Did you say that to 
Mr. Dietrich?—A. I am definitely sure I did not. 

Q. You didn’t say to Mr. Dietrich “I will have the chosen instrument bill 
changed” ?—A. Definitely not. 
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PAA TABLE I.—Pan American’s percent of stock ownership in airlines organized 
under the laws of Latin American countries 


Name of company a = Dec. 31, 
ncorporation 1940 


Aeronaves de Mexico 

Aerovias de Guatemala 

Aerovias Nacionales de Colombia 

Aerovias de Venezolanas Venezuela_._..........]-- 
Compania Cubana de Aviacion CI « ow cbiinnasunnens 
Compania Dominicana de Aviacion Dominican Republic--| -- 
Compania Mexicana de Aviacion--.-......- Pavone Mexico 

Compania Panamena de Aviacion Panama 

Lineas Aereas Costarricenses Costa Rica 

Lineas Aereas de Nicaragua Nicaragua 

Panair do Brasil i 

Servicio Aereo de Honduras 


SEBSESS 





Source: Company records; CAB Form 41; CAB Report of Stock Ownership; Docket No. 3589 et al. 


PAA TABLE II.—Selected statistics concerning Pan American and Air France 


Pan American Air France 
———_—S 

j 

| 


| 


Investment represented by net worth including long-term debt___._-- odie i $132, 123, 000 
Number of aircraft 7 102 
Number of employees ; ; 15, 915 
Number of passengers carried \ 1, 481, 000 
Route-miles operated . 175, 000 


Comparison of selected factors indicating extent of homeland economics, United 
States and France 


National income 

Population 

World trade 

Proportion of air traffic moving between New York and Paris repre- 
sented by United States and French nationals, respectively (percent) . 

The proportion of air traffic moving between United States and foreign 
points represented by United States residents (percent) 


Source: Annual reports of Air France and Pan American, 1954; IATA Report of Operating Statistics of 
IATA Member Airlines, 1954; United Nations Monthly Bulletin of Statistics, June 1956; IATA Bulletin 
No. 17, Apr. 23, 1956; and CAB Recurrent Reports. 
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PAA TABLE III.—Companies with assets, revenues or net income comparable to 
those of Pan American, year ended Dec. 31, 1954 


Ratio, net | Ratio, net 
Company Net assets | Revenues |Net income} income to | income to 


Thousands 
Pan American World Airways $218, 619 $10, 387 
Admiral Corporation 6, 548 
BE I. a dice nd cvgnnecseresd enue 13, 231 
American Home Products 16, 211 
American Viscose 10, 487 
Campbell Soup Co 338, 668 23, 563 


Cc 
Kimberly-Clark 
Libbey-Owens-Ford Glass 
NE CIOs ec ccc dinti ni eideabasaanba stad 
Minneapolis-Honeywell.--_........-------- 
National Distillers 
Scott Paper 


_ 


- _ 

Ce SeSrwSwwaop 

Darr! W"IAOkQO+! 
os 

OPO D0 = ot a OO NO Go 


— 
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Source: CAB Form 41 Reports; Moody’s Industrials, 1954. 


United States class I railroads with assets and operating revenues comparable 
to those of Pan American, year ended Dec. 31, 1954 


Ratio net | Ratio net 

Net assets | Operating Net income to | income to 
revenues income net assets | operating 

revenues 


Thousands | Thousands | Thousands 
Pan American World Airways $218, 619 $10, 387 
Railroads with assets comparable to those 
of Pan American: 
Denver & Rio Grande Western 212, 124 73, 139 
Kansas ~*~ Southern Railway Co_._. 183, 457 40, 810 
Lehigh Valley Railroad Co 222, 936 65, 594 
Texas & Pacific Railway 254, 074 77, 801 
Railroads with operating revenues com- 
parable to those of Pan American: 
Chicago & Northwestern 527, 389 
Chicago, Burlington & "9 804, 519 
Chicago, Milwaukee, St. Paul & 

Pacific 668, 365 
Chicago, Rock Island & Pacific 470, 911 
Great Northern Railway 914, 261 
Louisville & Nashville 628, 403 
Missouri-Pacific 757, 037 
Southern Railway Co 821, 110 


ne 


Za8 2 
SRER8e BE 


Nt 
SES 


= 


Source: CAB Form 41 Reports; ICC 68th Annual Report on Transport Statistics, 1954, 
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PAA TABLE IV-B.—Comparison of net operating profits in relation to transport 
investment and net worth of certificated United States carriers engaged in 
foreign and overseas transportation, by area of operation, year 1955 


Foreign and overseas Domestic 
Net income 
as percent 
Net Net of net 
Net operating Net operating | worth by 
operating | profitas | operating | profitas | corporate 
profit percent of profit percent of | entities 
transport transport 
investment investment 


PAA-Aloeis.......-22.-.---. 
Alaska Airlines 

Pacific Northern..............- 
ier h teats 


CS ns out cout eu uone idee oh ere 
TE occcosesdscsadincdneubasbaah 
PE ccvcnvesnswereuadittaneas 
TI ince Rania cae vtmanahceiaan net 
PAA-Latin American. --_- 

0) Ste 


pn 


— _— — 
ean B eon 
corre DOOor- oom 


1 Includes PAA, all divisions, 

2 Excludes Canada-United States operations. 

§ Eastern generally uses a 4-year service life for depreciating aircraft rather than the 7-year service life com- 
monly used in the industry. 


Source: CAB Quarterly Report of Air Carrier Operating Factors. 


PAA Taste IV-C.—Comparison of selected trafic statistics of United States 
domestic carriers engaged in foreign and overseas transportation and Pan 
American World Airways, Inc., 1955 and 1954 


Total system revenue ton-miles Total system revenue passenger miles 


Year 
1954 


Thou- Thou- 
sands sands sands 
Pan American 388, 067 
American Airlines 621,115 | 417,055 
Trans World Airlines..| 405,018 | 373,021 
United Airlines........| 463, 730 388, 171 
Eastern Air Lines....- 401,948 | 341, 424 
Northwest-Orient . 
Delta Air Lines 93, 665 
National Airlines 
Braniff International. 
Colonia] Airlines 





17.7 |19, 201, 285 | 16, 316, 780 |2, 884, 455 


Source: Certificated Air Carrier Traffic Statistics as published by the CAB. 
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PAA TaBLE IV-F.—Comparison of average percentage return per annum on 
average annual common stock equity of Pan American, American, Eastern, 
TWA, and United Airlines for period 1951-55 


Average Average 
annual com- annual profit | Annual return 
mon stock after taxes on common 
equity ! oncommon | 

stock 2 


stock equity 


Thousands Thousands Percent 
Pa Amoriowtiniis :..2.5.-40 ccs i cll ales il $101, 956 ol 
American Airlines 52, 121 ; | 
Eastern Airlines 49, 648 
Trans World Airlines : 51, 992 
United Airlines-__.___- 65, 144 
Average per Big Four_. 54, 726 


it et et BD 
NP PNP 
Sonmnn 


1 Represents common stock and surplus. 7 
2 Computed after interest payments on debt and payment of dividends on preferred stock. 


Source: Annual reports of carriers. 


PAA Tasie IV-G.—Comparison of average percentage returns per annum on total 
annual average investment of Pan American, American, Eastern, Trans World, 
and United Airlines, period 1951-55 


Average annual| A verage messi Annual return 
total invest- profit after on total in- 
ment! | tax vestment 


Pan American 
American Airlines 
Eastern Air Lines 
Trans World Airlines 
United Airlines 
Average for Big Four 


1 Includes capital stock, capital and earned surplus and long-term debt. 
Source: Annual reports of carriers. 


PAA TasBLeE V.—Total working capital of selected United States air carriers, 
allocated as between domestic and foreign and Overseas services 


[Thousands of dollars] 


Domestic Foreign and Total 
overseas 


~ 


$1, 183 $56, 337 
45, 512 

10, 798 

16, 989 

3, 098 

11, 165 

5, 876 

2, 203 


151, 978 
43, 541 


Saupe 
ERZBe 


3 


MOON an 
& 
= 


: 


Source: CAB Quarterly Report of Air Carrier Operating Factors, September 1955. 
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PAA Exnursir A 
Fare DIFFICULTIES WITH THE BriTisH—1945 


In 1945 after the war, Pan American had acquired more efficient landplane 
equipment for transatlantic operations. It desired to pass the consequent 
savings along to the public, and proposed a New York-London fare of $275. The 
prewar rate, with flying boats, was $375. 

The British Government objected. The British Government advised the 
United States authorities that, while conclusion of a satisfactory bilateral agree- 
ment was pending, it was prepared to allow 14 frequencies weekly to American 
carriers at a higher rate, but that Pan American would be restricted to 2 fre- 
quencies operated under a 1937 agreement unless it increased its rate. 

Since the limited frequency was wholly unrealistic, Pan American felt com- 
pelled reluctantly to advise the British Government, through the United States 
Government, that Pan American would be willing to reinstate its prewar tariff 
of $375. The new tariff restoring the prewar rate of $375 was filed December 7, 
1945. 

An official communication received by Pan American from the Department of 
State relating to this matter follows: 

DEPARTMENT OF STATE, 
Washington, November 26, 1 1945. 
Mr. Juan T. TRIPPE, 
President, Pan American World Airways System, 
New York, N.Y. 

My Dear Mr. Tripre: I am enclosing herewith for your information a copy of 
a letter dated November 24, 1945, addressed to me by the civil air attaché of the 
British Embassy. 

This letter is explanatory of the British aide-memoire of November 19, 1945, 
on the subject of commercial air services between the United States and the 
United Kingdom, a copy of which was sent to Pan American Airways on Novem- 
ber 23, 1945. 

Sincerely yours, 
SToKELEY W. MorGAn, 
Chief, Aviation Division. 


Enclosure: From Civil Air Attaché, British Embassy, November 24, 1945. 


Crvit Arr ATTACHE, 
BriTIsH EMBASSY, 
Washington, D. C., November 24, 1945. 
Mr. SToKELEY W. MorGAn, 
Chief, Aviation Division, Department of State, 
Washington, D. C. 

My Dear SToKeEtey: 1, This is to confirm our conversation of 20th November 
on the subject of Pan American Airways’ operations into the United Kingdom. 

2. Pan American is, as you know, authorized to operate two frequencies per 
week to the United Kingdom under the 1937 exchange of notes. The agreement 
between the Air Ministry and Pan American Airways contains the words “The 
number of round trips shall not exceed two per week unless amended by the 
government concerned.” Later on the permit states that this is subject to the 
exchange of Notes Agreement relative to North Atlantic air service, between His 
Majesty’s Government and the United States Government. And it, incidentally, 
also specifies that flying boats shall be used. 

3. As you will remember, I said on November 20 that if Pan American adheres 
to its intention to operate at a reduced rate which has not been agreed, His 
Majesty’s Government will be reluctantly obliged to restrict the number of Pan 
American services to the United Kingdom to the two per week permitted under 
the 1937 agreement, on the grounds that unilateral action to fix fares is the 
negation of international agreements and that His Majesty’s Government con- 
sider that prior agreement on fares between operators is essential to fair dealing 
between the parties to an agreement. 

4. As I said, His Majesty’s Government on their part are prepared to accept 
agreed IATA fares and if IATA decide that $275 is right, His Majesty’s Gov- 
ernment would accept it. 

5. Although we appreciate that the U. S. authorities may have no statutory 
powers to approve fares, we cannot accept the contention that American 
operators on international routes cannot be required to comply with reason- 
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able requirements of other sovereign powers whose consent is necessary for the 
operation of the service. 

6. As regards American Overseas Airlines, I said that we shall be prepared, 
pending the conclusion of a formal agreement on a short-term or long-term basis, 
to consider granting them reasonable rights to operate to the United Kingdom 
provided they observe the principle of prior agreement on fares through the ap- 
propriate procedure. We think it only right, however, to warn them that if 
they aline their fares with those of Pan American, we shall have no option but 
to refuse them all rights to operate to the United Kingdom since they have no 
permit. We shall not, of course, discontinue their existing informal services so 
long as they maintain agreed fares. 

7. As I said, we feel that no effective alternative course appears open to us 
to deal with a serious threat to international air transport and to the United 
States policy of regulated competition on the North Atlantic route, and we hope 
that we can at least count on sympathetic understanding from the United States 
authorities of the course which we reluctantly feel compelled to take. 

8. On the subject of the Chicago flight of American Overseas Airlines, con- 
firming our telephone conversation of yesterday, we understand that the aircraft 
that brought Mayor Kelly and his party flew straight back to United States leav- 
ing them in London. 

9. So that these people may be able to make the return trip direct to Chicago, 
His Majesty’s Government will authorize one additional flight to American Over- 
seas Airlines from Chicago in order to bring this party back on 27 November as 
arranged. 

10. His Majesty’s Government make this concession purely as a courtesy to 
the mayor and his travelling companions and emphasize that it is on the assump- 
tion that American Overseas Airline maintain their present trans-Atlantic fare. 

11. With regard to the Washington-London flight which left Washington on 
23rd November, His Majesty’s Government asks that the same aircraft should wait 
in London for the passengers and bring them back. 

Yours sincerely, 
Prerer MASEFIELD, 
Civil Air Attaché. 


PAA Exursit B 
Wortp Air TRANSPORT BACKGROUND 
HOW INTERNATIONAL AIRLINE FARES AND RATES ARE MADE 


While aircraft can move about the globe at high speed and regardless of 
geographical barriers, the airlines who operate them in scheduled service must 
still surmount serious obstacles of another kind in order to give the world their 
special kind of transport service. 

These are the barriers of difference between languages, currencies, laws and 
measurements and, above all, the invisible barriers created by the compartments 
of airspace in which each nation exercises complete and unchallenged control. 

The unique feature of air transport is the fact that men, goods, and mail can 
move quickly from any point on the globar air network to any other, by any com- 
bination of routes, on a single ticket, bought at a single price in one currency and 
valid everywhere for the same amount and quality of service. And this ability 
is basically dependent on a massive system of bilateral agreements between gov- 
a which have been painstakingly arrived at since the end of World 

ar II. 

These agreements provide for the exchange of commercial flying rights between 
nations and make it possible for the airlines to take the further steps necessary 
to bridge or eliminate the other barriers to the efficient and economical coordina- 
tion of their services. The machinery by which this whole system works is 
centered in the traffic conferences of the International Air Transport Associa- 
tion (IATA) and its result is expressed in the 1,000 or so IATA traffic conference 
resolutions in effect at any given time. 

There are three general areas of these agreements. They standardize the 
documents and contracts of air transport—tickets, waybills, baggage checks, 
etc—and the legal understandings behind them; they coordinate and unify 
handling and accounting procedures to permit quick interline bookings and con- 
nections; and they create and maintain a stable pattern of international fares 
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and rates. Taken together, they permit the linking of the routes of many in- 
dividual airlines into a single public service system for all nations and all peoples. 

Most of these agreements deal with the normal and unnoticed routine of 
any national trade association. But in international air transport, otherwise 
simple matters are complicated by the diversity of national laws and customs 
involved and must be brought into a pattern of world agreement by the process 
of international commercial and diplomatic negotiation. 

More than anything else, however, it is the business of ratemaking which gives 
the IATA Conferences their peculiar status and molds the way in which they 
work. 


The necessity of agreements 

Some kind of agreement between carriers on fares and rates is a practical 
necessity in all forms of international communication. Post offices accomplish 
it through the Universal Postal Union and steamship companies through their 
conferences. Trucklines, railroads, and telegraph companies have similar ar- 
rangements. In aviation, the need for agreement is both practical and political. 
The fares and rates of international airlines are, in the final analysis, governed 
and set by the individual countries which they serve. Each country is absolute 
in its own airspace. It can bar or admit whom it pleases and set what condi- 
tions it likes. Each looks at air transport in the light of its own interests and 
alliances, of the needs of its own people, its own carriers and its own economy. 

Widely as the nations may differ in their attitudes toward the ownership, regu- 
lation or control of air transport, they generally have strong views in common 
when it comes to the exchange of commercial rights. Most have airlines which 
they consider necessary instruments of foreign trade and policy. Hach nation 
wants the best break possible for its own carriers. Each would feel bound to 
keep them in business under almost any circumstances, but would much prefer 
to make them self-supporting and independent of subsidy. 

Thus, when any two states sit down to talk about exchange of rights, the ques- 
tion of fares and rates is an important factor in every discussion. In the present 
organization of the world, the granting of rights to fly in bilateral agreements is 
in effect dependent upon the maintenance of fares and rates satisfactory to both 
governments concerned. 


A dilemma for governments 


However, there are few routes in the world whose traffic concerns only two 
countries. Because the airlines weave a web of interconnecting services around 
and over the globe, permitting thousands of alternative routings, virtually every 
fare is related to and dependent upon every other. While governments can nego- 
tiate flying rights in pairs, fares and rates must therefore be worked out multi- 
laterally on a worldwide basis. 

Moreover, in a form of transport whose equipment capabilities and markets 
are still dynamic and expanding, ratemaking is a complicated and highly special- 
ized occupation. 

These twin facts were the horns of a dilemma which faced governments in 
their various postwar meetings on the organization of world civil aviation. They 
would not accept proposals that each nation give up enough individual sovereignty 
to permit q supranational Civil Aeronautics Board to set international fares and 
rates by order. Neither were they willing or equipped to commit themselves to a 
process of perpetual diplomatic negotiation between 50 or 60 countries over each 
adjustment in fare, change in the form of baggage check or shift in an airline 
sales policy. 

They resolved the dilemma by deciding that international fares and rates 
should be worked out by the airlines concerned, as the people best fitted to do the 
job, but with the proviso that no agreement would become effective until reviewed 
and approved by governments as the guardians of national and public interest. 


The role of the Conferences 

This is where the LATA Traffic Conferences come in. After governments have 
decided bilaterally upon the exchange of rights, and after each decides indi- 
vidually what carriers to grant them to, those carriers meet in IATA as the 
agency through which to recommend the basis for the further agreements be- 
tween governments which are necessary to put services into actual operation. 
Thus, while the Conferences are meetings of operators, they deal not only with 
the problems and requirements of airlines, but also with important phases of the 
relations between many nations. 
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Under these circumstances, the IATA Traffic Conferences are quasi-govern- 
mental agencies, responsible not to some other body of their association, but to 
governments. Not only their results, but the rules by which they reach them, 
must be approved by governments. And having delegated a certain measure 
of responsibility to the Conferences, governments have also insisted that they 
be equipped with a set of built-in checks and balances to ensure that national 
interests will be protected and that the airlines themselves will not be able 
to “gang up” on one another or on the public. 

In 10 years the IATA Traffic Conferences have developed into a unique ma- 
chinery for the mass production of international agreement—all the more re- 
markable because the agreements are voluntary in essence, must reconcile the 
widely divergent interests of many parties, are binding only by the unanimous 
consent of these parties, and are effective only after further scrutiny and ap- 
proval of a different and higher set of authorities. 


Governments determine eligibility 

In terms of organization, the Conferences are part of the overall structure 
of IATA, a voluntary and cooperative agency of the airlines. To be a member 
of IATA and of the Conferences, an airline must hold a certificate for scheduled 
air carriage from a government eligible for membership in the International 
Civil Aviation Organization (ICAO), a specialized agency of the United Na- 
tions. Thus, governments determine who may be a member of IATA. In- 
dividual airlines may join IATA or stay out of it as best fits their own interests, 
and no properly certificated company which has wanted to join has been 
refused. 

The terms of reference of the Conferences are set and their rules established 
by the IATA Executive Committee, which is in turn answerable to the General 
Meeting of LATA, in which every airline has an equal vote. All these terms and 
rules must further stand the scrutiny of interested governments before they 
become effective. 

There are actually three IATA Traffic Conferences—-No. 1 for the Western 
Hempishere, No. 2 for Europe, Africa, and the Middle East, and No. 3 for Asia 
and Australia. They meet, however, simultaneously and together so that they can 
act on matters concerning routes in any necessary combination of areas. The 
Chairmen and Vice Chairmen of the Conferences are airline representatives who 
serve without pay; their secretaries, are members of the permanent IATA staff. 
Each Conference maintains individual Subcommittees on Costs and Agency Mat- 
ters, and the three bodies have a joint Fares, Rates, and Charges Subcommittee 
and joint working groups for such matters as traffic handling and accountancy, 
restricted articles, reservations and cargo development. 

The IATA Traffic Advisory Committee, consisting of the 3 Conference Chairmen 
and 6 other airline delegates appointed by the Executive Committee, advises 
the Director General and the Traffic Director of IATA and acts as a steering 
committee for the Conferences. Routine administration is provided by the 
Conference offices in New York, Paris, and Singapore, with special services by the 
IATA head office at Montreal. The whole operation is financed from dues paid 
by the airlines. 


Unanimity and veto 

In the Traffic Conferences, each member has a single vote, regardless of its 
size and no votes may be cast by proxy. Action can be taken only by unanimous 
vote (failure to cast a ballot is considered an affirmative vote); and, by the 
same token, every member airline has an absolute veto over the proceedings. 

After some years of trial and error, the work of the Conferences has taken on a 
definite annual rhythm, dictated primarily by the need for careful drafting and 
due deliberation of resolutions and by the physical requirements of the process 
itself. The wording of Conference resolutions, which may run from 5 lines to 
20 pages in length, is crucial. Once enacted and approved, a resolution is in 
effect a binding contract, which no authority in IATA can temper or waive and 
which is subject to policing by an IATA enforcement office (also under govern- 
ment-approved rules). 

A resolution can also constitute basic instructions to airline tariffs men and 
sales personnel throughout the world, and must be equally intelligible to all of 
them. The preparation of detailed tariffs on the basis of Conference resolutions 
also takes many weeks, and chopping and changing of rates and rules must also 
be avoided in order not to confuse travel agents and the public at large. 
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A Conference meeting takes several hundred airline executives and their expert 
advisers away from tbeir desks in many countries for a period of about 3 weeks, 
Adequate accommodation for them, for their meeting rooms and offices is not 
easily found and must be arranged well in advance. Normally, therefore, the 
Conferences meet once a year—in the slack fall travel season—to consider 
agreements for the international traffic year beginning the next April 1. 


Year-round study 

Processing of Conference subjects, however, goes on throughout the 12 months, 
Just as one new traffic year begins, the Cost Subcommittees meet to survey expe- 
rience and trends of costs as the necessary basis for the next year’s fares and 
rates. A short time later, the airlines exchange their tentative proposals and 
explore their implications in the Fares, Rates and Charges Subcommittee. Mean- 
while, the working groups have been processing other recommendations and joint 
studies, and all of these form the agenda of composite Conference in September 
or October. 

The composite session becomes the focus of all of the effort to achieve the 
coordination which this form of public service requires, and the cockpit of the 
competition between individual carriers and individual countries. It should not 
be thought that the Conference system eliminates competition. Actually, it 
channels and concentrates it, so that prices, theories, forecasts, and ideas can be 
pitted against one another in debate and adjusted in agreement around the Con- 
ference table. It is a less expensive and more satisfactory alternative to the 
successive stages of price war, cutting corners on service, increased government 
subsidy and intervention which would only end up in the same place—govern- 
ment agreement around a table to stabilize fares and rates. Whatever the 
subject, and however brisk the debate, the result of Conference discussion must 
be an adjustment between all of the factors and interests concerned, reached by 
a compromise sufficiently satisfactory to gain unanimous vote. 

Once the Conference is over, the Secretaries must complete the voluminous 
record and circulate it to airlines, who in turn submit the resolutions to their 
own governments, usually in late October and November. If and when govern- 
ments approve, the airlines then prepare detailed tariffs for their actual offering 
to the public. But if one government should disapprove, the resolution concerned 
cannot come into force. 


Position of the United States Civil Aeronautics Board 


In this process of government approval, the situation of the airlines and the 
Government of the United States is a peculiar one. While privately owned, air 
transport in the United States is subject to a very high degree of Government 
control. This is the outcome of a troubled history of domestic public utility 
regulation which has crystallized in the theory of “regulated competition” as the 
happy medium between Government ownership and free enterprise. As Amer- 
ican carriers have expanded into the international sphere, the United States 
Government’s close interest and supervision have accompanied them. 

Under the present United States Civil Aeronautics Act, the Civil Aeronautics 
Board has complete authority over domestic fares and rates. In international 
matters, however, its authority is more strictly limited to the power to disapprove 
those which are unjustly discriminatory. Despite this legislative hiatus, how- 
ever, the Board considers that it is bound to control foreign rates and is enabled 
to do so in another way. The whole organization of international aviation 
is dependent on agreement between operators, but the only way in which United 
States carriers can enter into such agreements legally and without prosecution 
under the stringent terms of United States antitrust legislation is by a specific 
finding by the CAB that any such agreement is not contrary to the public interest. 
Thus, if CAB disapproves all or part of any IATA resolution, the Antitrust Act 
prevents United States carriers from being a party to it; and, if they cannot be 
bound by it, no other carriers would want to be. 


CAB’s international repercussions 


Strictly speaking, the powers of the CAB affect directly only United States 
operators and those foreign-flag airlines who fly into United States territory. Yet 
the Board’s decisions and its theories of public-utility regulations have worldwide 
repercussions, due to the interrelationship of all fares and rates and the fact 
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that United States airlines operate into all Conference areas. And in much 
the same way, of course, other governments have an equally wide influence on 
the pattern of world agreement because they are served by many foreign airlines, 
because their own carriers have farflung routes, or because their scattered terri- 
tories provide steppingstones for purely cabotage routes on which they have sole 
control of rates. 

IATA Conference discussion of agreements must therefore be carried on at 
two levels simultaneously. On one level, they are a balancing of the needs and 
proposals of the airlines themselves; on the other, they seek to reach an accom- 
modation of the interests, theories of regulation, and expressed desires of many 
different nations. 


Government by consent 


In the final analysis, then, agreement reached under these conditions represents 
the best practicable accommodation possible between a myriad of interests. One 
American observer of the process (Eric Bramley in Pegasus) has summed it 
up this way: 

“The Conferences, in many ways, are like the United States Congress—you can 
criticize its workings, and you may have your private opinion of some of the 
people in it, but it remains an indispensable and necessary machinery for the 
government of the country by the consent of those who live in it. Congress and 
Conference both, in the final analysis, work by compromise and their results are, 
therefore, seldom 100 percent satisfactory to anyone.” 

Under these circumstances, the persistence of the Conferences during 10 years 
of hectic postwar air-transport expansion and development is in itself a substan- 
tial achievement. Its success, from the airline point of view, is attested by the 
fact that it has proved sufficiently effective and flexible to meet the requirements 
of operators of every size and type—small or big, global and regional—that the 
number of airlines in the Conferences has steadily increased. 

Governments have a more positive way of expressing their position by specific 
disapproval of what Conferences do; and, over a period of a decade, less than 5 
percent of 5,000 resolutions have ever been rejected, in whole or part, by any 
government. 


Benefits to the public 


And the public has benefited, too, by the maintenance of high standards of serv- 
ice everywhere; by coordination and simplification of services; by a flexible rate 
structure adjusted to the needs of specific regions ; and by worldwide reduction in 
the price of air transport in a period in which the cost of almost everything else 
money buys has inexorably increased. 

The place of the Conferences in the scheme of air transport and international 
affairs is best judged not by the people in them but by the people whose business 
is to watch and control them. This is an opinion from the vantage point of the 
United States Civil Aeronautics Board, as delivered in an address to IATA Gen- 
eral Meeting by the then Chairman, Ross Rizley: 

“You * * * constitute perhups one of the world’s most regulated business man- 
agement groups. But it is also a fact that you have reduced the need for such 
governmental supervision to a minimum, by statesmanship of a high order. 

“This statesmanship is self-regulation; the ability to sit down around the con- 
ference table and hammer out an agreement that is the best solution to your 
problems. What is more, you arrive at these agreements by unanimous vote. 

“* * * Thanks to your insight and breadth of vision, the need for govern- 
mental intervention is limited to government's appropriate duties. The public 
interest is more than adequately served by the intensive and dynamic and fair 
competition which obtains within your field and by reason of the cooperative 
spirit which infuses the members of your organization. 

“It is no exaggeration to say that the existence and statesmanship of IATA, 
more than any other single factor, saved international air transportation in the 
post-war period from the disastrous rate wars and subsidy wars that would other- 
wise effectually have thwarted its sound development. The best tribute I can pay 
to the leadership of your organization is to say that it has created orderly free- 
dom of the air.” 

Source: Published by International Air Transport Association, May 17, 1956. 
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PAA ExursitT C 
[From the New York Times, May 30, 1956] 
FourRTEEN EvurRoPpEAN LANDS FicuHt Arr Fare CUT 
(By Richard Witkin, Special to the New York Times) 


CANNES, FRANCE, May 29.—Fourteen European governments issued a joint 
declaration today of their intention to block the plan of United States airlines 
for a bargain-rate third-class transatlantic airline service. 

This opposition to any quick institution of such service was thrown up at the 
opening of the Annual Conference of International Airlines on Fares. 

René Lemaire, France’s chief of civilian aviation, told the delegates that the 
policy agreement had been reached at a meeting in Paris yesterday of the civil 
aviation chiefs of the 14 countries. 

He said adoption of the American plan now would create a critical situation 
for most European airlines. He said they needed time to adjust to the require- 
ments of the jet age. 

The French official warned that the European governments would not permit 
arate war. If the airlines failed to reach the required unanimous agreement, 
he said, the governments would take action under terms of the bilateral treaties 
governing airline operations between various countries. 

Under these treaties, grants of landing rights and other privileges are depend- 
ent on agreements on rates and fares. 

The proposal for third-class service originated this spring with Pan American 
World Airways. It later drew warm endorsement from the United States Civil 
Aeronautics Board, which last winter demanded that tourist fares on the North 
Atlantic run be reduced. 

It was because of this demand that the International Air Transport Associa- 
tion summoned its 74 member airlines to the annual rate meeting at this time, 
4 months ahead of schedule. 

The European resistance to the Pan American proposal was not merely an 
expression of what the Europeans considered their economic self-interest. It 
was also a manifestation of resentment against the Civil Aeronautics Board’s 
attempt to dictate the rate structure to transatlantic competitors. 

The Pan American proposal is to create, at much lower cost, a third class of 
service with fewer comforts and frills than are provided on current first-class or 
tourist flights. 

The round-trip rate from New York to London would be $391.50. The current 
on-season tourist fare is $522; first class is $792. 

Third-class planes would have more than 100 seats, compared with the present 
tourist maximum of about 85. There would be no liquor service. There would 
be only modest meals, for which the passenger would have to pay extra. 

The 14 countries for which M. Lemaire spoke were Austria, Belgium, Denmark, 
Finland, France, Britain, Iceland, Ireland, Luxembourg, Norway, the Nether- 
lands, Sweden, Switzerland, and West Germany. 

There are several specific reasons, alluded to generally by M. Lemaire, for 
European opposition to the Pan American plan. 

Profits now are marginal. The Europeans say cuts should wait until jet planes 
have been delivered. The jets are expected to have lower operating costs. 

Many of the European airlines have fleets too small to give them the flexibility 
to compete on a three-class basis. 


{IATA Release, June 25, 1956] 


PAA Exnuisit D 


TRANSATLANTIC Ark Fares Cut spy SOME 20 PERCENT IN PROPOSALS BY SCHEDULED 
INTERNATIONAL AIRLINES 


Scheduled airlines in the international Air Transport Association (IATA) 
traffic conferences have completed a worldwide pattern of unanimous fares and 
rates proposals which includes a built-in revolution in low-fare transatlantic 
air service, it was announced here today. 

Keith Granville, Chairman of the Conference, said that, subject to the approval 
of all governments concerned, airlines operating over the North Atlantic will 
reduce Tourist fares about 20 percent ; with a special Excursion fare this October ; 
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cut First Class fares by 10 percent ; set up'a De Luxe class of service in 1957, and 
bring in an entirely new class of low-fare service for mass transport over this 
key world route early in 1958. Under the agreements, a transatlantic trip on a 
scheduled air service may cost as little as $232 one way between New York and 
London. Mr. Granville, who is Commercial Director of British Overseas Airways 
Corp., said today that “these agreements amount to a revolution in international 
air transport. They will certainly be good news to the travelling public—includ- 
ing hundreds of thousands who have never flown abroad before.” 

If approved by governments, the North Atlantic Agreements will come into 
effect in 3 phases over the 18-month period beginning next October 1, when 
present approvals expire. Starting this October, the airlines will offer a new 
low 15-day excursion fare on present tourist class service, available all the year 
round at $425 round trip between New York and London, nearly $100 cheaper 
than the normal tourist fare. (London/New York is the basic rating segment 
for the North Atlantic. Fares between points will bear similar discount.) 

The currently effective basic fares for first and tourist class—$440 and $290 
one way respectively—will remain unchanged until April 1, 1957. Off season 
round trip reductions hitherto offered during the winter will be abolished. Dur- 
ing the period referred to as “off season,” family-fare reductions will be continued, 
but will not be applied to the excursion tickets because of their already low level. 

A special emigrant fare will be offered from November 1 through March 31 
for westbound traffic to the U. S. and Canada from European countries, ex- 
cluding the United Kingdom, Spain, and Italy, where other emigrant air trans- 
port schemes exist. It will cost 40 percent less than the normal one-way tourist 
fare. 

Next April 1, the first-class fare structure on the North Atlantic will be revised 
to provide two levels of first class service—normal first class and deluxe. The 
first-class fare will be $400 one way and $720 round trip, and de luxe $450 and 
$810, as against the present undifferentiated first-class fare of $440 and $792. 

The De Luxe accommodation will include sleeperette types of seating. Berths 
will be available in both First Class services at an extra charge. During this 
period, the Tourist fare will not be changed and the 15-day Excursion fare and 
Family-Plan discounts will continue. 

As a final step in the program, the airlines have committed themselves to 
institute on the North Atlantic as from April 1, 1958, a new class of tourist-type 
mass transport service at fares as low as $232 one way and $417.60 round trip, 
with full 12-months validity. This new low fare will be made possible by greater 
seating densities and by the elimination of all non-essential luxuries. 

Other terms and conditions of the new low-fare, high-density class will be 
determined at the next IATA Conference in the fall of 1957, at which time carriers 
will also decide what other classes of service they will offer as from April 1, 
1958, and what the relationship between them will be. 

Mr. Granville said it was also necessary to allow for some adjustment of this 
fare level at the next conference because it is impossible to forecast the effect 
of world prices on airline costs 18 months ahead, but that it would remain 20 
percent less than the next higher fare level. 

On the Mid-Atlantic route, the airlines will introduce a similar 15-day Excur- 
sion fare beginning October 1 of this year at $97 below the normal round-trip 
tourist fares. First class will be reduced $30 one way, and an additional charge 
of $50 one way for sleeperette will be introduced. 

The Off Season will be abolished and Family Fares retained. 

Fares over the South Atlantic route, which do not expire under present Gov- 
ernment approvals until next March 31, were left unchanged, subject to further 
discussion and mail vote later this year. 

In announcing the North Atlantic agreements, Mr. Granville said: 

“These quite revolutionary decisions come only 3 years after the institution 
of worldwide Tourist services and at a time when the airlines must also be pre- 
occupied with preparing for the jet era only a few years ahead. 

“They demonstrate the determination of the scheduled airlines to give the 
public the largest possible quantity of high quality transport at the lowest pos- 
sible price. They will require the airlines to make extensive changes, not only 
in their tariffs, but also in their equipment and operating plans. 

“The new agreements involve projecting our fares and rates levels as much 
as 2 years into the future, in the face of uncertain cost prospects. Up to now 
this industry has been able to run on 12-months agreements at the longest. 
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“We are confident that these new fares and arrangements will be most attrac- 
tive to new thousands of vacationers, students, and businessmen. And we hope 
particularly that they will make the Atlantic a two-way street by rendering 
Transatlantic flight a practical economic reality for Europeans as well as North 
Americans.” 

International passenger fare patterns in other parts of the world were left 
largely unchanged by the Cannes Conferences. 

The principal alterations proposed by the airlines are these: 

The European fares pattern will show slight upward adjustments, with an 
extension of special night, off-peak, and other promotional fares between many 
specific points. 

Special inducements will be offered to encourage inclusive tours. 

There will be some upward adjustments in fares from Europe to the Middle 
and Far Hast, from Europe to Africa, and between some African points, due to 
increased costs, 

Many regional fares within the Middle East will be reduced by about 10 per- 
cent. On the North- and Mid-Pacific routes, between Asia and North America, 
First Class fare reductions of $10 to Tokyo and $25 to other Asiatic points have 
been agreed upon. 

The Tourist fare will not be changed, but the Vice Presidents of the airlines 
concerned will meet next spring to consider a possible low-fare Excursion similar 
to that proposed for the North Atlantic. 

It was also agreed that fares between Europe and Tokyo via the North Pole 
will be the same as those between the same points via India. 

Generally, Polar fares between the West Coast of North America and Europe 
will equal fares for similar Journeys via the East Coast gateways and the North 
Atlantic. The latter polar services will adopt the same separation of De Luxe 
and normal First-Class service as voted for the North Atlantic. 

General adjustments have been made to cargo rate levels to render it possible 
to carry further the development of new types of cargo traffic on many routes 
by additional low rates for specific commodities. Except where otherwise noted, 
the new fares and rates will generally come into effect on October 1 or November 
1 of this year, or on April 1, 1957, and will remain in effect until March 31, 1958. 


FeBrRuARY 29, 1956. 
PAA Exursir 


SUPPLEMENTAL STATEMENT OF S. G. TrPpTON, PRESIDENT OF THE AIR TRANSPORT 
ASSOCIATION OF AMERICA 


Mr. Chairman and members of the committee, when I appeared before your 
committee last month, I advised you that, because of conflicting views among 
our member carriers, our association was unable to take a position on the pro- 
visions of H. R. 4648 and H. R. 4677 which would expand the power of the Civil 
Aeronautics Board to regulate overseas and international rates. In view of the 
importance of the issue raised by those provisions, your chairman requested us 
to reexamine the problem, and also to explore with the chairman of the Civil 
Aeronautics Board the possibility of arriving at a recommendation on this sub- 
ject in which both the Civil Aeronautics Board and the carriers could concur. 
We have attempted to do as your chairman requested. After a careful reexami- 
nation of the problem, our carriers have succeeded in eliminating the differences 
of opinion among themselves. However, we have not succeeded in arriving at 
any agreement with the Civil Aeronautics Board on a joint recommendation. On 
the contrary, I must report to you that the carriers and the Board are in com- 
plete disagreement. The Board still favors an amendment which would give 
it the same power over overseas and international rates as it has over domestic 
rates; the carriers are unanimously opposed to any extension of the Board's 
rate powers. 

Before getting into the merits of the problem, I think it would be interesting 
to the committee to review briefly the rather curious history of the problem 
during the past 20 years. As some of you will recall, the question as to how 
much power the Board should have over overseas and international rates was 
raised during the period 1935-38 when the Civil Aeronautics Act was being 
written. The issue was resolved in the 1938 act by giving the Board the same 
power over overseas rates as it had over interstate rates, with one exception: 
the Board was given no power to prescribe the specific rates to be charged in 
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overseas air transportation. However, only a limited authority to regulate 
international rates was given to the Board. And, in section 404 (c) of the act, 
Congress directed the Board to make a further study of the international rate 
problem and to submit its report within a year. The study was made and sub- 
mitted on August 22, 1939. In it, the Board recommended against any further 
extension of its power over rates in foreign air transportation. (The Board’s 
report was published as H. Doc. No, 478, 76th Cong., 2d sess.). In reaching that 
conclusion, the Board relied, in part, upon the viewpoint expressed by the State 
Department, which was opposed to the regulation of transportation rates in 
international commerce, and also upon the opposition of the international car- 
riers, both in the air transport and the maritime fields. At that time, therefore, 
there seemed to be quite general agreement among those most immediately con- 
cerned with the problem that the Board’s power over international rates should 
not be extended. 

Follo -ing the negotiation of the Bermuda Agreement in January and February 
of 1946, the position of some of the parties changed. In that agreement, the 
executive branch of the United States Government undertook to use its best 
efforts to secure legislation which would give the Civil Aeronautics Board the 
same power over international rates that it had over domestic rates. Since 
that time, of course, the Civil Aeronautics Board, the State Department, and 
other departments in the executive branch of the Government have been carrying 
out their commitment to seek such legislation. Some of the international air 
carriers adopted the same point of view; others maintained the position which 
they had held earlier and continued to oppose any such extension of the Board’s 
powers. Now, 10 years after the Bermuda Agreement, the carriers, having 
again examined the question, based upon their experience during that period, 
have all returned to the position which both they and the Government agencies 
supported prior to the agreement. I cite this history, not with any intention 
of criticizing either the carriers or the Government agencies for their changes 
of position, but only to illustrate the difficulty of the problem. 

Let me turn now to the merits of the problem. It is not an easy one to 
answer, and it is not an easy one to explain. I shall do my best, however, to 
make clear what the problem is and the reasons why our carriers are now 
united in believing that there should be no further expansion of the Board’s 
ratemaking powers in the overseas and international fields. 

The basic fact which, in our opinion, underlies both the problem and the answer 
to it is the necessity of multilateral consideration of changes in the worldwide 
rate structure. Rates in the international field cannot be fixed satisfactorily, 
either on a unilateral or a bilateral basis—that is, they cannot be fixed by 1 or 
2 carriers, or by 1 or 2 governments. A sound international rate structure can 
be built up and maintained only by the multilateral action of the carriers or the 
governments concerned. 

The international rate structure is not just a conglomeration of separate and 
independent rates between each particular pair of points. On the contrary, it is, 
within major areas and to some extent worldwide, an intricately fitted pattern of 
interdependent parts. The rate between points A and E depends to some extent 
upon the rates between each of those points and the points B, C, and D inter- 
mediate between them. It depends upon the rates between B, C, and D and 
points beyond both A and E. And, to a considerable extent, it depends upon the 
rates between points both of which are beyond the two terminals. For example, 
the Miami-Lima rate cannot be fixed without regard to at least the Habana- 
Barranquilla rate, the Habana-Lima rate, the Buenos Aires-Habana rate, and the 
Buenos Aires-Montreal rate. By the same token, the New York-Cairo rate could 
be affected by at least the following rates: London-Cairo, London-Rome, London- 
Athens, Paris-Cairo, Paris-Rome, Rome-Cairo, Rome-Athens, Amsterdam-Cairo, 
Brussels-Cairo, Frankfurt-Cairo, and Amsterdam-Rome. Moreover, rates in one 
part of the world cannot be intelligently fixed without careful thought to their 
effect upon traditional traffic flows and the rates in effect in other parts of the 
world. A change in the fares across the South Atlantic, for example, could dis- 
rupt the historic traffic flow between Brazil and the Orient via the United States. 
Rather obviously, no one carrier and no one government is in a position to make 
final decisions on these matters. Neither is any pair of carriers or pair of govern- 
ments. If a sensible and intelligent worldwide rate structure is to be maintained, 
it can be fixed only multilaterally, either by the carriers or the governments con- 
cerned. 
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The choice between carrier responsibility and government responsibility was 
the issue that was so carefully considered at the Chicago convention in 1944. 
Starting with the premise that it took the participation of all of the carriers or 
all of the governments concerned to arrive at a sensible answer, the question was 
whether the responsibility should be placed on the carriers or whether the re- 
sponsibility should be placed in the hands of some agency representing the several 
governments. There was strong support at the Chicago convention for the 
creation of an international regulatory agency, like the Civil Aeronautics Board, 
which would have the responsibility, on behalf of all of the governments of the 
world, of regulating international rates. As the committee knows, that pro- 
posal was rejected and the decision was made to place the responsibility on the 
carriers. Our Government both urged and subscribed to that decision. None 
of the carriers which I represent has the slightest doubt that the decision reached 
at Chicago was the right one, and we have heard no criticism of it from repre- 
sentatives of our own Government. While Civil Aeronautics Board and State 
Department representatives continue to urge, as they are bound to do under the 
Bermuda Agreement, that the Civil Aeronautics Board be given greater unilateral 
powers over international rates, they continue to express their confidence in the 
soundness of the Chicago decision and in the machinery created through IATA 
for carrying out that decision. 

The IATA Traffic Conference machinery has demonstrated that it can work. 
It has made invaluable contributions to the tremendous development in inter- 
national aviation that has taken place in the last 10 years. It is our belief that 
it should not only be permitted to continue its work, but should be given every 
encouragement to work. More, not less, reliance upon it is, in our judgment, the 
right answer to a sound worldwide rate structure for air transportation. 

To give the Civil Aeronautics Board the additional powers which it is now 
seeking would be a step in the opposite direction. It would establish a trend 
toward reliance on unilateral and bilateral action by governments. For Con- 
gress to give the regulatory agency of this Government additional power to deal 
unilaterally with international rate problems would be an open invitation to 
every other government in the world to move in the same direction. Every 
exercise by the Board of such powers would not only be an invitation to other 
governments to do likewise; it might well place some of them in a position where 
they would feel it necessary to take unilateral action to defend the interests of 
their own people and their own carriers. Augmenting the power of the Board to 
act unilaterally would not be regarded as an expression of faith by this Govern- 
ment in the need for multilateral action or in the machinery that has been created 
to provide multilateral action. It could not be interpreted otherwise than as a 
step away from the philosophy adopted at Chicago. 

Not only would such a decision be bad psychologically and politically, it is not, 
in our opinion, either a necessary step or one which would provide a practical 
solution to the problems presented. The Civil Aeronautics Board already has 
very broad powers over IATA rate agreements. As the committee knows, IATA 
decisions on rates can be arrived at only by the unanimous agreement of the 
carriers concerned. All such agreements must be filed with the Civil Aeronautics 
Board under section 412 of the Civil Aeronautics Act, and the Board is required 
either to approve or disapprove such agreements. Unless it finds them to be in 
violation of the Civil Aeronautics Act or adverse to the public interest, it must 
approve them. If it finds them either unlawful under the act or adverse to the 
public interest, it must disapprove them. Section 412, therefore, gives the Board 
a virtually plenary power over agreements reached in IATA. In addition, how- 
ever, it permits the Board to exercise, indirectly, a substantial influence on the 
position taken by our carriers in negotiating IATA agreements. A practice has 
developed of consultation between the carriers and the Board prior to IATA 
traffic conference meetings. Following these consultations, the Board advises 
our carriers in writing as to what its views are on the subjects to be discussed 
at the IATA traffic conferences and, on occasion, recommends positions to be 
taken by our carriers. Since the Board has the power to disapprove agreements 
which do not conform to its views, the carriers must, of necessity, attach consid- 
erable weight to the Board’s views. It can hardly be claimed, therefore, that 
there is any deficiency in the Board’s power with respect to those cases where 
agreement is in fact reached in IATA traffic conferences. 

The only type of situation in which it could be argued that the Board’s powers 
are deficient is the situation when no IATA agreement is in effect—in other words, 
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in what is commonly described as an open-rate situation. Such a situation 
might arise because the IATA carriers have failed to arrive at any agreement, 
or because the agreement which they did arrive at was disapproved by some 
government and, therefore, could not take effect. Those who argue that the 
Board should have power to regulate international rates in an open-rate situa- 
tion generally point to two types of cases: First, an open-rate situation where 
there is no intergovernmental dispute; and second, an open-rate situation where 
an intergovernmental dispute has arisen. Let me discuss them separately. 

The first type of case—that is, an open-rate situation where no dispute at a 
governmental level has arisen—seems to us to present only one practical prob- 
lem: An actual or potential rate war where the carriers are quoting, or threaten- 
ing to quote, cut rates which are lower than can be economically justified. The 
Civil Aeronautics Board has suggested that there is a real danger of rates that 
are too high in such a situation. In his testimony before this committee last 
month, Mr. Rizley argued that since some of our international carriers are no 
longer receiving subsidy, they might try to raise their rates and thereby realize 
additional revenues (which they would be entitled to keep since they could not 
be deducted from subsidy). We cannot help but regard that danger as purely 
illusory. Any international route on which there is sufficient traffic to permit 
earriers to operate without subsidy is so highly competitive that exorbitant 
rates could not be maintained very long unless there was an agreement among 
the carriers fixing those rates. It is inconceivable, for example, that on a route 
like the North Atlantic, all of the carriers serving the route, including both 
United States-flag and foreign-flag carriers, would voluntarily raise their rates 
to exorbitant levels in the absence of some kind of an understanding among them- 
selves. If there is an understanding, the Board has ample power under section 
412 of the act to deal with it. In the absence of an understanding, it is, in our 
opinion, pure theory to talk about the possibility of unsubsidized United States- 
flag carriers being able to charge rates higher than those regarded as fair and 
competitive by the other carriers serving the route. I repeat, therefore, that, in 
our opinion, the only practical problem which could arise in an open-rate situa- 
tion where no intergovernmental dispute had developed would be the possibility 
of a rate war. 

The Civil Aeronautics Board seems to argue that if it had the power to regu- 
late international rates, it could, singlehandedly, step into such a situation and 
promptly correct it. We are afraid that that also is largely theory. One might 
assume that, given the power to suspend rates, the Board could stop a rate war 
at some point by stepping in and suspending all of the new and lower rates filed 
by the carriers. But the matter is not that simple. In the first place, if there is 
a Bermuda-type agreement applicable, the Board could exercise its suspension 
power only with respect to the rates of the United States-flag carriers. Under 
the terms of the Bermuda agreement, each government waives the right to sus- 
pend the rates of the carriers of the other. Consequently, part of the power 
which the Board is asking for—the power to suspend the rates of foreign-flag 
carriers—is a power which it could not use if it had it; it has already waived 
the right to use it in all cases where Bermuda-type agreements apply. 

In the second place, the remaining power—-to suspend the rates of the United 
States-flag carriers—would not be effective, and its exercise by the Board might 
have disastrous consequences for our own carriers. Suspending the rates of the 
United States-flag carriers obviously would not prevent the foreign carriers 
from continuing to cut the rates below those which our carriers were forced to 
charge by the Board. And if they did so, they could almost certainly divert a 
large share of the traffic away from the United States-flag carriers. Conse- 
quently, in cases where Bermuda-type agreements are applicable, even with the 
suspension power it is seeking, the Board would not be able to deal effectively 
with an actual or potential rate war. 

If, in a case where no Bermuda-type agreement were applicable, the Board were 
to suspend not only the rates of the United States-flag carriers, but also those of 
the foreign-flag carriers serving the route, it is unthinkable that the foreign 
governments involved would sit idly by and accept, without question, such a 
unilateral disposition of the matter by this Government. The least that would 
happen, in all probability, would be a protest by some foreign government ( which 
would throw the case into the second category—that is, a dispute case), and 
it is not likely that foreign governments would content themselves simply with a 
protest. Some more drastic action on their part could almost certainly be ex- 
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peas in response to the unilateral intervention by the Civil Aeronautics 
oard. 

Still considering our first type of case (where no governmental dispute has 
developed), let us suppose that the Civil Aeronautics Board did not have the 
power to suspend rates, or were to refrain from exercising its power. Then no 
immediate action could be taken to stop an actual or developing rate war. 
Under the proposed amendment which the Board is supporting, it could act 
only by instituting a formal rate proceeding, to which, presumably, it would name 
as parties not only the United States-flag carriers, but also the foreign-flag 
carriers serving the routes involved. In the absence of a settlement agreed to 
by the carriers, such a proceeding would last a minimum of 6 to 9 months and 
might run for years. Yet the Board would have no authority to issue an order 
fixing new rates until the proceeding was completed. And again, any such order 
could not be directed, alone, at the United States-flag carriers. In order to serve 
its purpose, it would have to apply to the foreign-flag carriers also. And again, 
we think it is a little naive to expect other governments to sit idly by and leave to 
the Civil Aeronautics Board the ultimate solution of such a problem. What form 
the reaction of other governments would take is, of course, hard to predict, but 
we doubt that it would be limited to a mere protest in all cases. Hence we find 
it hard to believe that unilateral action by the Civil Aeronautics Board is a very 
practical or satisfactory solution to the problems which might arise in our first 
type of open-rate situation. 

Those who argue for an extension of the Board’s power have placed great 
reliance, at times, upon its usefulness in the second type of open-rate situation— 
that, is, where a dispute has arisen between two governments. This argument 
goes back, of course, to the provisions of the Bermuda agreement, which have 
been widely copied in other bilaterals—although, let me hasten to say, they do 
not appear in all of the bilaterals. Under the provisions of the Bermuda agree- 
ment, either government may protest to the other concerning the rates proposed 
by a carrier of the latter. In any case where a protest is filed, the two govern- 
ments undertake to consult with one another and to try to reach an agreement 
on the appropriate rate. If they fail to do so within a reasonable time, then, upon 
request of either of the governments, the dispute is to be submitted to ICAO for an 
advisory report—in other words, for arbitration—and both governments under- 
take to use their best efforts to put into effect the solution recommended by 
ICAO. The argument is that, since our Government has agreed to this procedure 
for settling disputes and has committed itself to use its best efforts to carry out 
the solution arrived at, either by consultation or arbitration, it should have the 
power to force the carriers to put that solution into effect. It seems to us that 
this argument, also, overlooks the practicalities of such a situation. 

In the first place, let me interject that the dispute procedure provided for 
in the Bermuda agreement and a number of subssequent agreements has never, 
to our knowledge, been invoked, although the procedure has been available for 
the past 10 years. The fact that it has never been necessary to resort to it 
detracts considerably from any argument that additional powers are necessary 
to make the procedure effective. 

In the second place, it must be recognized that even if the Board had the 
powers which it is seeking, it could not give prompt effect to decisions reached 
in consultation or arbitration without the cooperation of the carriers concerned. 
If the carriers were not willing to cooperate, under the amendment the Board 
is seeking no order could be issued until the conclusion of a formal rate proceeding. 
As I indicated earlier, such a proceeding could last for months or even years. 
In the meantime, the Board would have no power to force an unwilling carrier 
to accept the decision reached in governmental consultations or in arbitration 
under the dispute procedure. Prompt implementation of the decision would, 
therefore, depend upon the cooperation of the carriers. 

If the carriers are willing to cooperate, then the power is not necessary. And 
it seems most unlikely that a carrier would refuse to cooperate unless there were 
extremely potent reasons for doing so. As the committee knows, there are a 
number of types of conditions which foreign governments insist upon imposing 
on the operating rights granted to United States-flag carriers. For example, 
in spite of the best efforts of our Government to avoid such conditions, foreign 
governments do, on occasion, insist upon the right to restrict the amount of 
capacity operated by United States-flag carriers. Obviously disputes on this 
subject may result in consultations between our Government and the foreign 
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governments concerned. Yet, when dealing with a condition of that type, our 
Government is completely dependent upon the cooperation of the carriers in 
carrying out the decision reached. The Civil Aeronautics Board has no authority 
to regulate the capacity operated by our international carriers, and the Board 
is not asking for any such authority. Nevertheless, the practicalities of the 
situation are such that our carriers do cooperate in carrying out decisions on 
that subject. We know of no reason to anticipate that the carriers would be 
less willing to cooperate in carrying out decisions reached on rate matters that 
become the subject of disputes between our Government and foreign covernments. 

But again, whether the decision reached in consultation or arbitration is carried 
out voluntarily by the carriers or is forced upon them by the Board (assuming 
that the Board were given the power to do so), there is no assurance that the 
solution will be more than a highly temporary one. The decision is subitect to 
the weakness of any bilateral decision on such matters. Since, as I indicated 
before, the solution of problems involving the international rate structure is, in 
all important cases, one which must eventually be settled multilatera'ly, there 
is no reason to believe that the decision reached in a dispute hetween our Govern- 
ment, and, say, the Government of the United Kingdom will be acceptable to 
France, Spain, Italy, and other governments which may be affected. Whether the 
rates were placed in effect voluntarily by our carriers or whether they were or- 
dered by the Board to place it in effect, those other governments would presumably 
feel free to take such action as they regard appropriate to counteract any adverse 
effect of the rate upon their people or their carriers. Since any mator problem 
of this tvpe is almost bound to have repercussions affecting more than the two 
governments involved in the original dispute, the ultimate solution must be satis- 
factory to all of the governments concerned. Hence the dispute will eventually 
have to be resolved multilaterally, either through IATA or through consultations 
with a number of governments. Consequently, we do not regard as very per- 
suasive the argument that the Board should be given this power in order to 
permit it to implement bilateral decisions reached under the Bermuda dispute 
procedure. 

There are many other considerations which demonstrate the ineffectiveness 
of unilateral government action of the type which the Board seeks power to 
exercise. I cannot begin to cover the many complexities arising from the currency 
situation throughout the world and its relation to transportation rate structvres, 
but let me give you just an example of how futile it would be for the Board to 
try to establish transportation rates without also providing some answer to the 
related currency exchange problems. Some foreign governments have estahlished 
a fixed rate of exchange for conversion of their currency into United States 
dollars. That exchange rate is the only rate at which a United States-flag carrier, 
for example, can withdraw currency from the country or can accent payment 
for transportation charges. Nevertheless, the national carrier of such a country 
may and, in some actual cases, does have authority to accent foreign evrrencies 
at a different rate of exchange. The result is that while both the United States- 
flag carrier serving that country and the national carrier of that country may 
quote the same rate in terms of United States dollars, the number of units of the 
foreign currency which each is free to accept is quite different. Even if the 
Board were to have the power to prescribe the rate to be charged by air carriers 
furnishing transportation between such a conntry and the United States, it conld 
not effectively control the exchange rate within that country, much less the rate 
at which the foreign carrier could accent other foreign currencies in p»yment 
for transportation. Even the 2 governments concerned could not bilaterally con- 
trol the aecentance of foreign currencies by carriers of a third country serving 
either or hoth of the 2 countries involved in a consultation. 

A second example involves the control of rontings which may be used for rate 
purnoses. The Civil Aeronautics Board, given the authority which is seeks, 
might undertake to nrescribe the rate to be charged between, sav, New York and 
London. However. if a cheaper rate were applicable hetween London and, say, 
Toronto, the New York-London fare could be effectively defeated by passengers 
who borght a London-Toronto ticket and denlaned at New York. Or, if the 
London-Toronto fare were enough cheaner, a London-New York nassenger could 
buy a ticket from London to Toronto, and then come on to New York from Toronto 
and still save money. 

Prohlems such as these can be dealt with multilaterally and have heen handled 
effectively throngh IATA. They do not lend themselves to solution by the uni- 
lateral action of 1 government or by the bilateral action of 2 governments. 





2704 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


In his testimony before your commitee last month, Mr. Rizley argued that 
the Board’s present lack of power over international rates results in weakening 
the position of our Government in negotiating bilateral agreements with other 
governments, and in weakening the position of our carriers in their negotiations 
in IATA. We are inclined to believe that the Board's lack of power is a source 
of strength, rather than weakness. The position of our Government in bilateral 
negotiations can be weakened by the Board’s lack of power over international 
rates only if the two governments involved in the negotiations try to dispose 
of existing or potential rate problems on a bilateral basis, rather than leaving 
them to a multilateral solution. If our Government were to insist that such 
problems can be dealt with satisfactorily only on a multilateral basis, its position 
would be greatly strengthened by the fact that it has no power to intervene 
unilaterally. 

As far as the carriers’ position is concerned, experience has indicated that, 
rather than being weakened, their position is actually strengthened in many 
eases by the fact that our Government does not have the power to interfere 
unilaterally in such matters. I am told that there have been a number of cases 
where unilateral action by foreign governments has been prevented by calling 
to their attention the fact that our Government not only does not attempt to 
deal with such problems unilaterally, but actually has no power to do so. Con- 
sequently, it seems to us that neither our Government’s position nor our carriers’ 
position would be strengthened by an indication that our Govenremtn felt it neces- 
sary to have a greater power to interfere unilaterally in problems of this type. 
The threat of unilateral action by our Government is not calculated to strengthen 
its hand or the hand of its carriers, and it is certainly not calculated to encourage 
the multilateral approach which, we are convinced, is the only sound one. 

Mr. Rizley also spoke of the need for this power to deal with “serious threatened 
open rate situations.” I have already indicated that we do not regard unilateral 
action by our Government as either necessary in such situations, or as providing 
a practical solution to them, But let me add two comments. First, I am 
informed that a number of open-rate situations have existed at various times 
throughout the world and have not created any serious problems. If any such 
situation were to become potentially dangerous, there would obviously be a great 
incentive for IATA to step in and close the rates. Second, it is of at least passing 
interest to note that at least as many open-rate situations have been created by the 
Board’s disapproval of IATA rate agreements as have been created by the failure 
of IATA to reach agreement. Consequently, it would appear that the Board 
has some responsibility for the number of open-rate situations which may exist. 

Mr. Rizley, in his argument before this committe, also laid great stress on the 
fact that, under the terms of the Bermuda Agreement and similar bilaterals, 
foreign governments retain the right to take unilateral action with regard to 
rates charged by our carriers as long as the Civil Aeronautics Board does not 
have the power it now seeks, whereas, under the terms of the bilaterals, if the 
Board had those powers, rates objected to by foreign governments could, if 
approved by the Civil Aeronautics Board, go into effect pending settlement of 
the disputes. The Board, in effect, argues that giving it the power to regulate 
international rates would transfer the right of unilateral action from foreign 
governments to our own Government, and they seem to regard that, alone, as 
sufficient justification for enacting the legislation. We can agree that there 
is some advantage in obtaining a waiver by foreign governments of their right 
to take unilateral action with regard to the rates of United States-flag carriers, 
but we cannot attach the overriding importance to this argument which the 
Board does. On balance, it seems to us that it is more than offset by other 
considerations. 

At the outset, it must be remembred, as I pointed out earlier, that the waiver 
is reciprocated by this Government. In return for the waiver by foreign govern- 
ments of the right to take unilateral action with respect to the rates of out 
carriers, our Government waives the right to take unilateral action with respect 
to the rates of the foreign-flag carriers. On the face of it, the two waivers would 
seem to offset one another. Whether, as a practical matter, one would prove 
to be more important than the other would, of course, depend upon the circum- 
stances of the particular cases which might arise. But, as I mentioned earlier, 
it is pretty clear that the waiver by our Government would prevent the Board 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2705 


from dealing promptly and effectively with a rate war, even if it had the 
statutory suspension power it is asking for. 

Moreover, it must be recalled that there are some governments with whom we 
do not have Bermuda-type agreements, and some governments with whom we 
do not have any formal air transport agreements. In those cases, of course, 
there is no waiver by the foreign government of its right to take unilateral action 
with regard to the rates of our carriers. And in those cases, as I have pointed 
out previously, any indication from our Government that it intends to rely on 
unilateral action would almost certainly inspire greater reliance by those foreign 
governments on such action. 

But there is an even more basic consideration which, in our judgment, 
outweighs any apparent advantage which we may derive from such a waiver by 
foreign governments. As I have tried to make clear throughout this testimony, 
we do not regard unilateral action by any government as a sound answer to our 
international rate problems, and, from that standpoint, unilateral action by our 
Government is probably no better answer in the long run than unilateral action 
by any other government. Whatever may be the case in other aspects of foreign 
relations, this is an area in which strongarm methods by any government are 
almost certain to provoke retaliation in one form or another by other govern- 
ments. Consequently, we cannot take much comfort in the thought that, under 
certain circumstances, our carriers, with the backing of the Board, have the 
legal power to charge rates which are objectionable to foreign governments. Nor 
can we believe that insistence upon exercising such a power would produce any 
long-range betterment in international air transportation or in our national 
interests in international air transportation. 

While I have already indicated that overseas rates are part of the world- 
wide rate structure and consequently must, in the long run, be treated in the 
same way as international rates, let me expand on that point just briefly. There 
should be no question in anyone’s mind that the rate between the west coast 
of the United States and Hawaii is an important element in the entire rate 
structure for the Pacific area. By the same token, the overseas rates of some 
other countries have an equal or greater influence on the worldwide rate struc- 
ture. Rates established, for example, between London and Hong Kong obvi- 
ously control around-the-world rates. Rates between London and Nassau, or 
between Paris and Pointe-a-Pitre (Guadeloupe) can control rates in the Atlantic 
area. If the United States insists upon the right to regulate, unilaterally, rates 
between the continental United States and our Territories and possessions, we 
must expect that the United Kingdom and France and other governments 
will insist upon a similar right with respect to rates to their territories and 
possessions. At the present time, both the United Kingdom and the French 
Governments have recognized the necessity of treating overseas rates as part 
of the whole worldwide rate structure. These rates are now handled through 
the IATA machinery, as they must be if any kind of a rational rate structure 
is to be maintained. Our Government can take no different attitude if they 
expect to achieve a sound solution to international rate problems. We recog- 
nize, of course, that the Board now has extensive powers over overseas rates. 
But we cannot endorse any extension of those powers and we should hope that 
the Board would be most cautious in the use of the powers it now has. 

In summary, we believe that the Board’s present powers in the overseas and 
international rate field are more than adequate. As I have pointed out, the 
Board already has virtually plenary powers over rate agreements made in IATA 
and, as a result of that power, is in a position to exercise a very considerable in- 
fluence over the position of our carriers in their negotiations in IATA. Those 
are powers which the Board has not hesitated to exercise. Not only do they 
consult with the carriers prior to all IATA traffic conference meetings and 
furnish the carriers with a statement of their views, but they have shown no 
hesitation in disapproving IATA agreements which do not conform to their views. 
As a matter of fact, I am informed that during the history of the IATA traffic 
conferences, the Civil Aeronautics Board has disapproved more of their rate 
resolutions than all of the other governments of the world put together. Indeed, 
there is no other government in the world that even comes close to the Board’s 
record. The Board has disapproved almost seven times as many IATA resolu- 
tions as the government with the next highest total of disapprovals. Conse- 
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quently, the only area in which additional power could possibly be needed is in 
the case of open-rate situations resulting either from failure of IATA to arrive 
at agreements, or disapproval of IATA agreements by this or some other govern- 
ment. For reasons which I have outlined at some length, we do not regard 
unilateral action by our Government as either a necessary answer to such prob- 
lems, or as one which would produce desirable or effective results. 

What is needed, in our opinion, is less talk of unilateral action, less talk of 
bilateral action, and more reliance upon multilateral action through the IATA 
machinery which was set up to implement the decision reached at the Chicago 
convention. We are convinced that the only sound, long-range answer to the 
international rate problem is for our Government, and the other governments 
of the world, to place greater, not less, reliance on IATA, and to demonstrate 
greater, not less, confidence in the ability of the carriers to settle these problems 
in a sensible manner. No one government can possibly bring to bear the experi- 
ence or the expertness in dealing with these problems that is available in the 
IATA traffic conferences. That machinery has worked and it should be en- 
couraged to continue working. It is the only effective answer that we know of. 


* * * * * s * 


As I predicted at the time of my appearance before your committee last month, 
a number of proposals have been made during the course of these hearings on 
which we should like an opportunity to comment. Unfortunately, I am not pre- 
pared to submit those comments today. I should be most appreciative, however, 
if the committee would permit me to file an additional statement containing them 
within the next 2 weeks. 

May 18, 1956. 
Hon. Oren Harris, 
Chairman, Transportation and Communications Subcommittee, 
Committee on Interstate and Foreign Commerce, 
House of Repreesntatives, Washington, D. C. 


Dear Mr. CHArRMAN: I have read the supplementary statement dealing with 
regulatory authority over rates and fares in foreign air transnortation, sub- 
mitted to your committee by the Civil Aeronautics Board on March 15, 1956. In 
view of the character of this statement, I request the inclusion of this letter in 
the record of your hearings. 

I refer specifically to the second paragraph of the Board’s statement which 
reads as follows: 

“The essence of Mr. Tipton’s presentation is that the control of international 
air transportation rate should be given to a cartel of international airlines free 
of any effective review or direction by the United States Government. In our 
judgment, this is an attempt to advance a monopolistic arrangement to serve the 
private interests of the international carriers and is at variance with the 
American and common-law view of the responsibilities of common carriers, is 
contrary to the philosophy of the antitrust laws, and is opposed to the protection 
of the basic rights and interests of the traveling and shipping public.” 

This paragraph is but illustrative of much of the ensuing discussion in the 
statement. References to IATA as a “cartel” and to “monopolistic arrange- 
ments” are repeated from time to time throughout the statement. 

In the first place, let me say that the first sentence quoted above is about as 
complete a distortion of my testimony as would have been possible. I empha- 
sized repeatedly the extent to which the Board now has power to control the 
actions of IATA with respect to rates. The Board has frequently exercised this 
power and presumably will continue to do so. 

In the second place, I am at a complete loss to understand how the Board can, 
after having participated in the formulation of policy by our Government which 
resulted in the creation of IATA, after having approved many international 
agreements which rely in part upon the effectiveness of IATA, and after having 
specifically approved the IATA machinery for the past 10 years, now label it a 
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“cartel” and a “monopolistic arrangement” which is contrary to all principles of 
American law and to the public interest. 

I do not propose to offer a detailed answer to such a statement. The charge 
that IATA is a “cartel” was effectively answered by Sir William Hildred, the 
President of IATA, in the hearings before a subcommittee of the House Cuom- 
mittee on the Judiciary on March 15 of this year. Sir William’s answer appears 
in the transcript of testimony beginning at page 771. As to the merits of the 
question, I will rely upon the earlier statement which I submitted. 

The question before the committee is a difficult and an important one. I am 
confident that the committee will consider it on the merits and without regard 
to the adverse catch-phrases employed by the Board in its supplementary 
statement. 

Sincerely yours, 
S. G. Treron, President. 


PAA ExuHrsit F 


Excerpt From OPINION oF THE CiIviL. AERONAUTICS BOARD IN NORTHEAST AIR, 
ET AL., NoRTH ATLANTIC Roures (6 C. A. B. 319, 326 (1945) ) 


Except for the extension of some domestic airlines into Canada and Mexico, 
there has been heretofore a separation between the sphere of operations of 
international air carriers and domestic air carriers. This separation developed 
partly as a result of governmental policy and partly because international over- 
ocean travel has historically terminated at our shorelines. In the present case 
the Board is called upon to determine whether this pattern will be followed or 
whether domestic air carriers will be permitted to engage in international 
service. 


PAA Exutsit G 
See exhibit at p. 2526. 


PAA ExuHisir H 
See exhibit at p. 2527. 


PAA Exursir I 
COMPARISON OF WEIGHTED AVERAGE ROUTE MILES OPERATED BY SELECTED AIR CARRIERS 


The weighted average route miles operated by Pan American under certificates 
of public convenience and necessity awarded by the United States Government, 
many of them in recognition of Pan American’s early pioneering, total 63,155. 

As a result of route awards, since the date of the Civil Aeronautics Act, a 
total of 43,552 international and overseas route miles have already been put 
into operation by other United States-flag carriers which, in contrast to Pan 
American, also enjoy domestic route networks which have been expanded within 
the United States. In addition a total of 8,572 overseas and international route 
miles are being operated by 3 United States all-cargo carriers, 1 of which also 
has a domestic route system; 3,277 route miles between the United States and 
Alaska are now being operated by 2 carriers which also have intra-Alaskan 
networks; and 976 miles of routes are operated by 3 small United States carriers 
operating locally to points in the Caribbean area. All of these mileages relate 
to the routes which such carriers are now actually operating and do not include 
the additional mileage awarded to them but not yet activated. 
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Route miles 
Carrier | 
Domestic International Totai 
and overseas 
Trunklines: | 
BER. oa nda didi dan Gab bain daabichiadldadt ies. sBean 6, 250 983 7, 
Eastern (including Colonial) | 7, 356 3, 635 10, 991 
TWA 4, 944 13, 130 18, 074 
United 6, 836 2, 740 9, 576 
Braniff. ... 5, 558 6, 898 12, 456 
Delta 4, 862 3,101 | a 
National 2, 318 114 | 2, 432 
Northwest 3, 706 12, 951 16, 657 
Total 41, 830 43, 552 85, 382 
United States-Alaska; ei tae ; 
aska 1, 665 1, 665 
Pacific Northern 1, 612 1, 612 
ETE cctenimeanetiteeccamporacincenancalninaas. Ble ure 3,277 3,277 
——= — —SS>E_«b&O=m—_—RES— 
Local Caribbean carriers: 
SI AE iid whinthidncadhbee bhbbeend Selb keins ocwettaw eden a oktele 461 461 
I eittenninnndtstribetne tata Hittedt diets: dddvnbaknattnbesdycaples en 414 414 
TERE: ao sendiomnamie nad ebt Gbbhrkh saab nana tama oad olen haute ania 101 101 
Ta ails a Le eee 976 976 
All-cargo carriers: a ” 
“Tere doce bistic btn DE heats eae 22,709 2, 266 4, 975 
Pentear Ot Ty ete oie cena sissdediclbh. gabe icecs 0 3, 861 2 3, 861 
Aameetes COE BEI... cctccancscusescdshudichbwndence 0 2, 445 2, 445 
NI. cistiaianentmecbtinnecineitiannnennnee EM a | 2, 709 8, 572 | 11, 281 
Total other United States carriers...........-....-..--.- 44, 539 56,377 100, 916 
Or sinicnndcinecensnsesicnctcneddaaeuvenessnete 63, 155 63, 1 





1 Intra-Alaska data not compiled. 
2 Estimated for 1956. 


Source: CAB, Certificated Air Carrier Traffic Statistics, December 1955. 
PAA ExuHtsiT J 


Pan American respectfully requests that following the committee insert on 
page 2433 of the transcript, there also be inserted in the record the attached 
more recent data, supplied by the Civil Aeronautics Board to the Senate Com- 
mittee on Appropriations, showing “Mail ton-miles, and service mail pay and 
subsidy accruing to air carriers for air-carriage operations conducted during 
the fiscal years 1954, 1955, 1956, and 1957.” Said data in the attached tabula- 
tion form appears at pages 390-392 of the Senate committee’s hearings on the 
Department of Commerce and related agencies appropriations for fiscal 1957 
(H. R. 10899, 84th Cong., 2d sess.). 

Also, for completion of the record, the following shows the actual subsidy 
payments received by Pan American for the years 1951 through 1955 retro- 
actively adjusted to reflect CAB mail rate decisions: 


{In millions of dollars] 


Year: Amount | Year—Continued Amount 
I th asia ca aciadetaceet eee ties eae ctaie 20. 5 Minsk de ckint thease cneeettnn ade 1.0 
a a ca 25.0 aoe 
I er an eh ee 22.6 eT Be a sleitrgcaiioes 91.4 
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PAA Exuisit K 
A Brier SKETCH OF INTERCONTINENTAL HOTELS CorP., NEw YorK, N. Y. 


“Human beings in search of recreation and relaxation, of new business oppor- 
tunities, of education and information, are moving across the earth in astonish- 
ing and ever-increasing numbers * * * 

“But where they travel will be largely guided by where they can stay * * * 

“The hotel, in short, is a key factor in the flow and force of travel.” 


—International Markets. 


Intercontinental Hotels Corp. (IHC) was formed early in 1946 partly as a re- 
sult of discussions between the United States State Department and Pan Amer- 
ican World Airways regarding the need for a hotel development program in Latin 
America. It was recognized that increased tourist and business travel to Latin 
America would contribute importantly to the dollar balances of Latin American 
republics and further hemisphere trade and solidarity. 

The lack of adequate and sufficient modern hotel accommodations, however, 
constituted an obstacle to increased travel to Latin America. 

IHC accordingly was organized as a wholly owned subsidiary of Pan American 
to undertake, with the approval of the Government, a hotel development program 
in Latin America; and elsewhere in the world where the lack of adequate hotel 
facilities impedes the development of tourism and business travel. 

Today, 10 years later, Intercontinental Hotels Corp. has become the world’s 
largest overseas hotel corporation. 

The growing roster of IHC-operated hotels presently reads: the smartly mod- 
ern Hotels Tamanaco in Caracas, and Del Lago in Maracaibo, Venezuela ; 
Tequendama in Bogota, Colombia, and Victoria Plaza in Montevideo, Uruguay— 
all designed and operated by IHC for their owners. 

Also the Hotels Reforma in Mexico City, Nacional de Cuba in Habana, Carrera 
in Santiago, Chile, and Grande in Belem, Brazil. 

Intercontinental also represents worldwide such other renowned South Ameri- 
can hotels as the Plaza in Buenos Aires, and the Gran Hotel Bolivar and Lima 
Country Club in Lima, Peru. 

IHC also has designed, and will operate for their local owners, two new ultra- 
modern hotels which are now under construction; one in Curacao, Dutch West 
Indies, which will be completed early next year; and one in San Salvador, capi- 
tal city of the Central American Republic of El Salvador, which also will be 
completed early in 1957. 

The company presently is engaged with plans for the operation and manage- 
ment or leasing of other hotels in Europe, and in various other parts of the 
world, as well as with the design and construction of new hotels. 

Although IHC is a subsidiary of Pan American World Airways, its hotels are 
by no means restricted to PAA routes, and are operated for the benefit of all 
carriers and the traveling public. 

The corporation is headed by a veteran top-flight team of hotel management, 
sales, design, and construction experts who know precisely what tourists and 
business travelers expect in a hotel, and how to meet their requirements. 

Chairman of the board is Wallace S. Whittaker, one of America’s outstanding 
business leaders. 

President of IHC is Byron BE. Calhoun, a kinetic hotel career man who is 
responsible for innovations in the field of hotel design and management which 
have set new standards in the industry. 

Peter Grimm is vice president in charge of hotel operations. Prior to joining 
IHC, he was managing director of hotels in New York and Philadelphia, has an 
extensive executive background in the European hotel field. 

Sylvester J. (Spec) Roll is vice president in charge of negotiations. Mr. Roll 
has spent virtually his entire business career abroad, mainly in Latin America; 
first with the United States State Department, later with PAA. 

Oscar G. Balz, vice president in charge of finances, formerly was associated, 
for 20 years, with Pan American and Panagra, for the most part in Latin 
America. He is an expert on foreign-exchange control and Latin-American social 
and labor laws. 

IHC’s executive offices are located in the Chrysler Building, New York City. 
Also in New York are located its main sales, advertising, construction and design, 
public relations, purchasing, and other departments. A regional sales and 
reservations office is located in Miami, Fla. 
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HOTELS OPERATED BY IHC 


Carrera, Santiago, Chile 

Del Lago, Maracaibo, Venezuela 

El Curacao, Willemstad, Curacao, N. W. I. (1957 opening) 
El Salvador, San Salvador, El Salvador (1957 opening) 
Grande, Belem, Brazil 

Nacional de Cuba, Havana, Cuba 

Reforma, Mexico City, Mexico 

Tamanaco, Caracas, Venezuela 

Tequendama, Bogota, Columbia 

Victoria Plaza, Montevideo, Uruguary 


HOTELS REPRESENTED WORLDWIDE BY IHO 


Plaza, Buenos Aires, Argentina 
Gran Hotel Bolivar, Lima, Peru 
Lima Country Club, Lima 


Other hotel projects under contract or in planning stages in: Guatemala, 
Puerto Rico, Nassau, Haiti, Brazil; also in the Pacific, Middle and Far Bast and 
Europe. 


PAA Exursir L 
See exhibit at p. 2538. 


PAA Exuisit M 


CIVIL AERONAUTICS BOARD 
(Docket No. 3589 et al. E-4410) 
NortH ATLANTIC Route TRANSFER CASE 
Decided July 10, 1950 


Acquisition by Pan American World Airways, Inc., of the assets of American 
Overseas Airlines, Inc., the transfer of the certificate of public convenience and 
necessity held by American Overseas Airlines, Ine., to Pan American World 
Airways, Inc., and the consolidation of said certificate with that held by Pan 

* Ameriean World Airways, Inc., approved. 

Certificate of public convenience and necessity held by Pan American World 
Airways, Inc., amended to authorize service to Paris and Rome. 

Certificate of public convenience and necessity held by Trans World Airlines, 
Inc., amended to authorize service to London and Frankfurt. 

Proceeding held open for the imposition of any required employees protective 
conditions. 

Request of Pan American World Airways, Inc., that London be designated as 
an intermediate point on its route approved. 

Application of American Airlines, Inc., requesting approval of additional ac- 
quisition of control of American Overseas Airlines, Inc., if there has been 
any further such acquisition, dismissed. 


APPEARANCES: 


Howard C. Westwood, for American Overseas Airlines, Inc., and American 
Airlines, Inc. 

Henry J. Friendly, Elihu Schott, and J. E. Hyman for Pan American Airways, 
Inc., and Pan American Airways Corp. 

Gerald B. Brophy and Carl S. Rowe for Transcontinental & Western Air, Inc. 

W. Glen Harlan and E. Smythe Gambreli for Eastern Air Lines, Inc. 
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G. Stanley Gewirtz and Hardy K. Maclay for Seaboard and Western Airlines, 
Inc. 

L. R. Mason for American Export Lines, Inc. 

James M. Landis and Hardy K. Maclay for Brian O. Sparks et al. 

Henry Kirsch for Association of Air Navigators. 

Edward J. Hickey, Jr., and Clarence M, Mulholland for International Asso- 
ciation of Machinists and Brotherhood of Railway and Steamship Clerks. 

James W. Batchelor for Flight Engineers International Association, American 
Overseas Airlines Chapter. 

B. F. Napheys, Jr., for Air Line Dispatchers Association, AFL. 

Phil Gilbert for Council 36 of Air Line Pilots Association. 

Wm. D. McFarlane and Lambert S. O’Mauley for Department of Justice. 

Frank J. Delany, Fred EB. Batrus, William Duvall, and Julian T. Cromelin for 
Post Office Department. 

James L. Highsaw, Jr., and William F. Kennedy, Publie Counsel. 

The following appearances were made pursuant to section 302.6 (a) of the 
Rules of Practice in Economic Proceedings : 

S. H, Moerman for the Port of New York Authority. 

Ivan Bowen for Air Line Pilots in the Service of American Airlines, Inc. 

Hubert A. Schneider for Braniff Airways, Inc. 


OPINION 
By THE Boarp: 


This is a consolidated proceeding arising out of an agreement first entered 
into on December 13, 1948, and later amended on September 13, 1949, between 
Pan American Airways, Inc. (Pan American or PAA) and American Overseas 
Airlines, Inc. (AOA), providing for the sale and transfer to Pan American 
of all the property, assets, and business of AOA, including the temporary certifi- 
cate of public convenience and necessity authorizing it to engage in the air trans- 
portation of persons, property, and mail between coterminal points in the United 
States and various points in northern Burope. American Airlines, Inc. (Ameri- 
can), the majority stockholder in AOA, by simultaneous collateral agreement, 
joined in the transaction. The original contract called for payment by Pan 
American in stock, but the amended agreement provided for a straight cash 
purchase through payment to AOA of $17,450,000. By virtue of the amendment 
a number of the collateral understandings have become moot, there surviving only 
certain agreements concerning the future use of the trade names developed by 
AOA and the orderly termination of operational and financial arrangements 
between AOA and American, whose organizations have been integrated to a 
large degree. As a result of these agreements and amendments, the following 
petitions and applications lie before us herein: 

Docket No. 3589, wherein Pan American and AOA seek approval of the 
basic purchase and transfer ; 

Docket No. 3590, wherein Pan American and American seek approval of 
the surviving collateral understandings implementing the purchase contract ; 

Docket No. 3592, wherein Pan American requests consolidation of AOA’s 
certificate of public convenience and necessity with one of its own certificates, 
which also is sought to be amended; and 

Docket No. 3630, wherein American seeks approval, if necessary, of the 
increase in its ownership of capital stock of AOA, which has taken place 
since the Board approved, in 1945, simultaneously with the award of AOA’s 
present certificate, the transfer of a majority stock interest in AOA to 
American from American Export Lines, the steamship carrier which had 
founded AOA, but which then lay under a Board order to divest itself of con- 
trol of the air carrier. 

A further petition, in Docket No. 3591, in which Pan American sought approval 
of its acquisition of all the assets of Pan American Airways Corporation, formerly 
the top holding company of the Pan American system, was severed from the pro- 
ceeding and decided favorably to the petitioner (order serial No. E-8409, October 
7, 1949), and the transaction has been accomplished, 

At the same time as these various applications were consolidated into this 
proceeding (order serial No. E-2511, March 1, 1949), the Board instituted a pro- 
ceeding (serial No, E-2512),’ likewise consolidated herein, to determine whether, 
if the proposed purchase of AOA should be approved, there should be any altera- 


1 Interpreted in a later order, serial No. E—2838, May 19, 1949. 
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tion, amendment, or modification, in whole, or in part, of the temporary certitfi- 
cates of public convenience and necessity, as amended, issued to AOA, Pan Amer- 
ican, and Transcontinental & Western Air, Inc. (TWA) in the 1945 North Atlantic 
case.” 

Copies of the applications herein and of the supplemental agreement were duly 
transmitted to the President pursuant to section 801 of the act. Both as based 
on the original agreement and as modified by the supplemental agreement, the 
proceeding hus pursued the usual procedural course of prehearing conferences 
and hearings before an examiner of the Board. Upon our denial of the pro- 
ponents’ petitions that the record be certified directly to the Board for initial 
decision (order serial No. E-2991, July 6, 1949) briefs were filed to the examiner, 
who subsequently rendered his report, recommending that the proposed pur- 
chase be approved. Exceptions were taken to this report, briefs to the Board 
were filed, and oral argument has been heard by the Board. 

Permission to intervene in this proceeding was granted to Seaboard and West- 
ern Airlines, Inc., Eastern Air Lines, Inc., Transcontinental & Western Air, Inc., 
United Air Lines, Inc., the Postmaster General, the Department of Justice, the 
Air Line Pilots Association, the Association of Air Navigators, American Over- 
seas Airlines Chapter of Flight Engineers International Association, Air Line 
Dispatchers Association, AFL, the International Association of Machinists, the 
Brotherhood of Railway and Steamship Clerks, American Export Lines, Inc., 
Brian O. Sparks, et al. (a group of employees of American Overseas Airlines), 
and Council 36 of the Air Line Pilots Association, pilots in the service of Pan 
American. The Postmaster General did not take any position on the issues. 
Generally speaking, the labor organizations confined their cases to the issues 
concerning the protection of employee interests and the handling of employee 
relations in the event the merger were approved. United Air Lines also restricted 
its attention to the proposed labor conditions. Other than the petitioners, Pan 
American and American-AOA, the remaining parties, including public counsel, 
all opposed the granting of permission to Pan American to purchase AOA. 

Section 801 of the Civil Aeronautics Act provides that the transfer or amend- 
ment of a certificate involving foreign routes shall be subject to the approval 
of the President of the United States, and that decisions of the Board shall be 
submitted to the President before publication. Accordingly, after due delibera- 
tion the Board on June 1, 1950, submitted its decision to the President, in which 
it decided, by a vote of 3 to 2, that the applications of Pan American and 
American for approval of the acquisition of AOA and transfer of its certificate 
to Pan American should be denied.* The President, acting in accordance with 
his statutory authority, withheld his approval of the Board’s decision, and in 
a letter to the Acting Chairman of the Board advised the Board as follows: 

“My objective is to accomplish a route pattern in which our Nation may have 
the benefit of competition to the principal traffic points in Europe, and to 
avoid a monopoly on the part of either of the United States carriers. 

“Tt is apparent that, as traffic points, London, Paris, Rome, and for the time 
being Frankfurt are the leading European cities. Therefore I desire that both 
remaining carriers be authorized to serve each of these points. In the case 
of Rome, which one of the carriers now serves both on its Shannon and 
its Lisbon routes, the other carrier should be similarly authorized. As 
to Frankfurt, which is a principal air traffic point during and principally 
because of the American occupation of Germany, the TWA is to serve Frank- 
furt until the Board shall find that such service is no longer required in the 
interests of the American occupation of Germany. 

“This adjustment should result in the fullest accomplishment of the broad 
national objectives which, especially at this critical time, should govern the 
development of United States air transportation and will provide for vigorous 
competitive growth by our airlines. 

“Tt is most important that this matter be disposed of in the present pro- 
ceeding without further delay in order that the carriers concerned may immedi- 
ately go forward with plans for their needed further development. 

“Therefore, I have decided to approve the sale of American Overseas Airlines 
with the route adjustments set forth above. Please submit an order at once.” 


2 Northeast Air., et al., North Atlantic Routes (6 CAB 319 (1949)). 

?The opinion and order of the Board as originally submitted to the President were 
adopted at a meeting of the Board on May 17, 1950, as shown by the official minutes of 
the Board for that day. 
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Accordingly, an appropriate order will be entered approving the sale of 
AOA, making the route adjustments directed by the President and transferring 
the certificate of AOA to Pan American. In view of the long history of 
successful operations conducted by Pan American and TWA, and after con- 
sideration of their financial condition, we find these carriers to be fit, willing, 
and able to conduct the operations authorized hereby. For the purpose of in- 
suring that the method of serving the points in the amended certificates will 
be consistent with outstanding agreements with other countries, and at the 
same time allowing the carriers the greatest possible flexibility in operations, 
we are directing that proposed initial service plans for service over the routes 
hereby authorized be prepared by the carriers and submitted for our approval. 
We are further directing that, until such time as initial service plans are fixed, 
no service be inaugurated to any point or area except in accordance with the 
service plans of AOA, Pan American, and TWA in effect on the effective dates 
of the amended certificates. In determining upon approval of any service plans 
to be submitted the Board will of necessity take into account and be guided 
by the President’s objective of achieving competitive service into all four major 
points referred to in his letter. 

Pan American has also requested that its existing certificate be consolidated 
with that of AOA. Although not specifically instructed to do so by the President, 
the Board has concluded that, in view of the decision to transfer the certificate 
of AOA to Pan American, the certificates of Pan American and AOA should be 
consolidated for the purpose of permitting greater flexibility of operations and 
maximum utilization of equipment. The form of the consolidated certificate 
issued concurrently herewith follows that suggested by Pan American. It is 
recognized that this consolidated certificate will permit various combinations 
of service which would not be authorized by merely transferring American 
Overseas’ certificate to Pan American to be operated as a separate route. How- 
ever, under conditions presently existing in Europe and in view of the fact that 
the authority granted will be subject to reexamination in 1952, we are of the 
view that the additional benefits which will ensue to Pan American from such 
consolidation during this period will not result in any substantial adverse effect 
to any other American-flag carrier. Accordingly, for the reasons stated and 
in light of the President’s direction, we find that consolidation of these certificates 
in the form attached hereto is required by the public convenience and necessity. 

In this proceeding there also is included an application by Pan American to 
designate London as an intermediate point on its route; at present it is certifi- 
cated as a terminal point, which prevents Pan American from nonstopping beyond 
that point. A grant of this application will promote the public interest by afford- 
ing Pan American a greater degree of flexibility in its scheduling, and will be 
consistent with the objective of the President’s direction in this case, since 
London will appear as an intermediate point, rather than as a terminal point, 
on TWA’s route. 

In view of the President’s direction, we have concluded that the transfer of 
AOA’s assets should be approved under section 408 of the act. AOA’s certificate 
will be merged in Pan American’s certificate, it will have no authority to operate, 
and Pan American will have use for its assets in connection with its enlarged 
authority. To a large extent its assets consist of Boeing and Constellation 
aircraft, similar to aircraft presently operated by Pan American, and therefore 
can be readily integrated into Pan American’s fleet. The price to be paid by 
Pan American for these assets closely approximates their book value as of the 
end of the year 1949, so that there can be no objection thereto. This, however, 
does not imply any finding as to the actual legitimate investment of Pan Ameri- 
can for ratemaking or other regulatory purposes. The evidence of record estab- 
lishes that the payment of the $17,450,000 price for the assets of AOA will not 
unduly burden Pan American financially nor impair its capacity to render service 
as a certificated air carrier. Accordingly, we find that the acquisition of the 
assets of AOA by Pan American is consistent with the public interest and will 
not result in the creation of a monopoly and thereby restrain competition or 
jeopardize another carrier not a party to the acquisition. 

Since the Board had recommended that the President not approve the ac- 
quisition of AOA by Pan American, no consideration was given to the ques- 
tion of what, if any, conditions should be imposed for the protection of those 
employees of both carriers who might be adversely affected thereby. More- 
over, since the President has indicated that the acquisition of AOA by Pan 
American should be approved without further delay, we have been unable 
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to give adequate consideration to this problem. Accordingly, we will retain 
jurisdiction over this proceeding for the purpose of imposing any required 
employee-protective conditions. It is presently intended that our decision on 
this matter will be reached and announced prior to the effective date of the 
consolidated certificate issued concurrently herewith. However, in the event 
that such decision is not reached prior to the effective date of the consolidated 
certificate, and for the protection of employees during the interim period 
necessary to effectuate the transfer of American Overseas’ assets and the in- 
auguration of service by Pan American under authority of its amended certificate, 
we shall impose the condition that no person employed by either carrier in its 
North Atlantic operations on the date of approval by the President of the 
order accompanying this opinion shall be discharged other than for good cause 
shown until further order of the Board. In this connection it should be noted 
that the Board is seriously concerned with the provision of adequate protection 
under all the circumstances for employees who are adversely affected by the 
transaction, and expects that the carriers concerned will make every reasonable 
effort to this end. The Board will, however, retain jurisdiction to supplement 
any voluntary arrangements by such terms and conditions for employees’ pro- 
tection as it may hereafter determine to be in the public interest. 

Another application under section 408 lies before us in this proceeding. By 
its petition, Docket No. 3630, dated January 21, 1949, consolidated in this 
proceeding by our order serial No. E-2511, dated March 1, 1949, American seeks 
our approval, if such approval is necessary, of its increased holding of stock 
in AOA. This prayer by American is an alternative, it being indicated in the 
petition that the petitioner’s primary view is that its acquisition of additional 
AOA stock shares is not subject to Board approval. 

The jurisdictional issue arises out of the fact that, subsequent to approval by 
the Board of American’s acquisition of control of AOA (then known as Amer- 
ican Export Airlines) through the purchase by American of 51.4 percent of the 
capital stock of AOA, through a series of events American acquired an additional 
block of approximately 11 percent of the stock of AOA. After giving effect to 
these and certain other minor purchases and sales of AOA stock, the holders 
of 1 percent or more of the AOA capital stock, as of December 31, 1948,‘ were 
as follows: 

~ sy — 
Number of | Percent of 
shares | total 





' 
1, 083, 154 | 61.9 
355, 708 | 20.3 
638, 820 | 3. 
W. L. Mellon | 30, 000 1.7 


SE I tc acenctentianneesanbonnit 
American Export Lines, Inc-__- 
Lehman Brothers 


| 
Sear aa 
| 


| 


| 1, 532, 682 87.5 


As of the same date there were 217,143 shares, representing 12.5 percent of the 
total outstanding shares, held by members of the public in lots of less than 1 per- 
cent each. 

The jurisdictional question is whether the increase, through purchase, of 
American’s stockholdings in AOA from 51.4 percent of the outstanding shares to 
61.9 percent of the outstanding shares, constitutes an acquisition of control within 
the meaning of section 408 of the act. In the circumstances here presented, we 
think it does not. 

We have previously held that acquisition of a block of stock aggregating con- 
siderably less than a majority interest may constitute an acquisition of control 
within section 408,° that there are many degrees of control,® and that an increase 
in the extent or degree of control through additional stock acquisition likewise 
may constitute an acquisition of control requiring further approval under section 
408." It is clear, however, that not every acquisition of stock represents an 


*The number of shares held by American as of that date remains the same today. 

5 Braniff Air., et al., Acrovias Braniff, 8. A. (6 CAB 947 (1946) : In the Matter o 
the Aviation Corporation, order to show cause, serial No. 4087, October 9, 1945, affirmed, 
serial No. 4153, October 30, 1945. 

6 Transcontinental € W. A., Control by Hughes Tool (9 CAB 38 (1948) ). 

* Railroad Control of Northeast Airlines (4 CAB 879 (1943)); Transcontinental ¢ 
W. A. Control by Hughes Tool (9 CAB 381). 








2718 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


acquisition of control. The existence of control or the incidence of an acquisition 
of control “is a factual matter to be ascertained by weighing all the evidence in 
each particular case and drawing reasonable inferences and conclusions from 
such evidence in the light of the obiective of the Act.” ® 

In Transcontinental & W.A., Control by Hughes Tool (9 C. A. B. 381), we were 
confronted with a situation in which the controlling person had increased its 
interest in the air carrier from a holding of 45.6 percent of the outstanding com- 
mon stock, as previously approved by the Board,’ to an inalienable right to ac- 
quire, throngh the conversion of notes, up to a possible 80 percent of the common 
stock. We found there that the right to acquire the additional stock had resulted 
in an increased measure of suhstantive control over the carrier and its corporate 
affairs, and that accordinely there had resulted a further acquisition of control 
within the meaning of section 408 of the Act. 

Here, as in the Hughes Tool case, we are dealing with a Delaware corporation. 
Unlike the Hughes Tool case, however, we have previously approved American's 
acquisition of a majority of the AOA capital stock, and the further acquisition at 
issne herein leaves American's holdings stil! 83,396 shares, or approximately 4.77 
percent, short of the two-thirds mark vital to a question of merger, consolidation, 
or dissolution of AOA. Although American has, and has had ever since the acqui- 
sition we previously approved, both effective control of the day-to-day manage- 
ment of AOA and sufficient control by direct stock ownership under Delaware law 
to sell all the assets of the company, it still lacks the power without obtaining 
the concurrence of the owners of 83,396 additional shares, to force a merger, 
consolidation, or dissolution. 

It is true that American, by its increase in holdings, has come closer than it 
was to the significant two-thirds ownership mark. But that would be true of 
the purchase of any one additional share subsequent to the original acquisition 
of the majority block, and we are not prepared to hold that any accretion to stock 
ownership, no matter how small, represents, in and of itself, a further acquisi- 
tion of control within the purview of sectiotn 408. It seems to us that to be signifi- 
cant within the interpretation of the term “control” which we have been anply- 
ing, the accretion must be such an increase in the quantum of interest nreviously 
held as to yield, through alteration of the rights and privileges which theretofore 
attached to that quantum of interest, a new and additional measure of subtsan- 
tive control over the corporate affairs of the carrier involved. In this case the 
increase in American’s interest does not lift its proportiontae ownership to any 
level at which new rights or privileges accrue, nor does it come so close to such 
level in absolute number of shares as to enable us to ignore the remaining discrep- 
aney. It appears that in any future controversy of the kind indicated, American 
would now, as it did before, lie under the necessity of soliciting sufficient con- 
currence form other shareholders to enable such combination to carry its point, 
and there is no showing here of such mutuality of interest between American and 
any other AOA shareholder as to warrant our finding that such future concur- 
rence is a present legal fact. 

Accordingly, we find that in the circumstances presented American’s acquisi- 
tion of the additional shares of AOA capital stock does not constitute an acquisi- 
tion of control requiring our approval under secttion 408 of the act. 

An appropriate order will be entered. 

Ryan, Acting Chairman, Lee, Jones, and Adams, Members of the Board, con- 
curred in the above opinion. 

ORDER 


A full public hearing having been held in the above-entitled proceeding, and 
the Board, upon consideration of the record, having submitted its opinion con- 
taining its findings, conclusions, and decision to the President for approval, pur- 
suant to section 801 of the Act; the President having advised the Board as set 
forth in the accompanying opinion; and the Board, upon consideration of its 
original opinion in the light of such advice, having issued its opinion containing 
its findings, conclusions, and decision attached hereto and made a part hereof; 

It rs Orperep, 1. That the applications and petitions in Dockets Nos. 3589 
and 3590 wherebv approval is sought of (1) the acquisition by Pan American 
World Airways, Inc., (formerly Pan American Airways, Inc.), of the pronerty, 
assets, and business of American Overseas Airlines, Inc., (2) the transfer to 
Pan American World Airways, Inc., of the certificate of public convenience and 
necessity held by American Overseas Airlines, Inc., and (3) certain collateral 





8 Rraniff Air., et al., Aerovias Braniff. 8. A. (6 CAB 947, 948). 
* Transcontinental 4 W. A., Control by Hughes Tool (6 CAB 158 (1944)). 
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understandings implementing the purchase contract between Pan American 
World Airways, Inc., and American Overseas Airlines, Inc., be and they are 
granted; 

2. That amended certificates of public convenience and necessity in the form 
attached hereto be issued to Pan American World Airways, Inc., and Trans 
World Airlines, Inc., (formerly Transcontinental & Western Air, Inc.) ; 

8. That said amended certificates shall be signed on behalf of the Board by its 
Acting Chairman, shall have affixed thereto the seal of the Board attested 
by the Secretary, and, subject to extensions of their effective date in accordance 
with the provisions of said amended certificates, shall be effective 60 days after 
the date of their approval by the President of the United States; 

4, That Pan American World Airways, Inc., and Trans World Airlines, Inc., 
shall submit to the Board proposed initial service plans for service on the 
routes specified in the attached certificates; that until such time as the Board 
shall fix approved service plans for such routes (a) Pan American World 
Airways, Inc., shall not inaugurate service to any area or to any point pursuant 
to the authorizations contained in its attached certificate except in accordance 
with the approved service plans of American Overseas Airlines, Inc., and Pan 
American World Airways, Inc., in effect on the effective date of said certificate ; 
and (b) Trans World Airlines, Inc., shall not inaugurate service to any area or 
to any point pursuant to the authorization contained in its attached certificate 
except in accordance with the approved service plan of Trans World Airlines, Inc., 
in effect on the effective date of said certificate; 

5. That this proceeding be held open and jurisdiction be retained for the pur- 
pose of imposing such employee protective conditions as the Board may hereafter 
find to be appropriate and in the public interest ; 

6. That no person employed by Pan American World Airways, Inc., or Ameri- 
can Overseas Airlines, Inc., upon the effective date of this order in their North 
Atlantic operations shall be discharged other than for good cause shown until 
further order of the Board herein; 

7. That the applications and petitions in Dockets Nos. 3590, 3592, and 3630, 
except to the extent granted herein, be and are dismissed ; 

8. That the proceeding instituted and consolidated herein by order serial No. 
E-2512, dated March 1, 1949, be and is terminated ; and 

9. That this order shall be effective upon the date of its approval by the 
President of the United States. 

The White House, July 11, 1950.—Approved: 

{s] Harry S. Truman 


CERTIFICATES 
PART I 
PAN AMERICAN WORLD AIRWAYS, INC. 


is hereby authorized, subject to the provisions hereinafter set forth, the provi- 
sions of Title IV of the Civil Aeronautics Act of 1938, as amended, and the orders, 
rules, and regulations issued thereunder, to engage in foreign air transportation 
with respect to persons, property, and mail, as follows: 

1. Between the coterminal points Chicago, Ill., Detroit, Mich., Washing- 
ton, D. C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, 
Mass., (said authorization as to all coterminals, other than New York, to 
continue in effect up to and including July 4, 1952), the intermediate points 
the Azores; Lisbon, Portugal; Barcelona, Spain, (said authorization to 
continue in effect up to and including July 4, 1952) ; Marseille, France; and 
the terminal point Rome, Italy, (said authorization to continue in effect 
up to and including July 4, 1952); and between the intermediate point 
Lisbon, Portugal, the intermediate point Foynes, Ireland, (until the Board 
shall determine that the need for such authorization, in the interest of 
national defense, has terminated) and the terminal point London, England, 
provided, that Bermuda may be included as an intermediate point if and 
when required by weather conditions; and 

2. Between the coterminal points Chicago, Ill., Detroit, Mich., Washing- 
ton, D. C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, 
Mass., (said authorization as to all coterminals, other than New York, N. Y., 
to continue in effect up to and including July 4, 1952), an intermediate 
point in Newfoundland, Canada, the intermediate points Foynes and Dublin, 
Ireland, and the terminal point London, England; 

except that if a flight which shall have been commenced via the intermediate 
points listed under subparagraph 1 above or via the intermediate points listed 
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under subparagraph 2, as the case may be, cannot be completed via the scheduled 
intermediate points because of weather conditions, such flight may proceed via 
one or more of the intermediate points listed under the other subparagraph even 
though such weather conditions are known previous to commencement of such 
flight ; and that during such times as New York, N. Y., is not usable as a terminal 
because of weather or climatic conditions, the holder shall use Baltimore, Md., or 
any other terminal point within the United States authorized to be served by this 
Part I of the certificate, as amended, as a terminal in lieu of New York, N. Y. 

The service authorized in this Part I is subject to the following terms, condi- 
tions, and limitations: 

1. The holder shall render service to and from each of the points named in 
this Part I, except as temporary suspensions of service may be authorized by 
the Board, and may begin or terminate, or begin and terminate, trips at points 
short of terminal points. 

2. The holder may (a) continue to serve regularly any point named in this 
Part I through the airport last regularly used by the holder to serve such point 
prior to the effective date of this certificate, as amended, and (b) continue to 
maintain regularly scheduled nonstop service between any two points not con- 
secutively named in this Part I if nonstop service was regularly scheduled by 
the holder between such points on the effective date of this certificate, as 
amended. Upon compliance with such procedure relating thereto as may be 
prescribed by the Board, the holder may, in addition to the service hereinabove 
expressly prescribed, regularly serve a point named in this Part I through any 
airport convenient thereto, and may render scheduled nonstop service between 
any two points not consecutively named in this Part I, between which such 
service is authorized in this Part I. 

PART II 


Pan American World Airways, Inc., is hereby authorized, subject to the provi- 
sions hereinafter set forth, the provisions of Title IV of the Civil Aeronautics 
Act of 1938, as amended, and the orders, rules, and regulations issued thereunder, 
to engage in foreign air transportation with respect to persons, property, and 
mail, as follows: 

Between the coterminal points Chicago, Ill., Detroit, Mich., Washington, 
D. C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, Mass., 
intermediate points within the following areas: 

Newfoundland, Canada ; 

Labrador ; 

Greenland ; 

Iceland ; 

Shannon Airport or other airport serving the Shannon Estuary, Hire, and 
Dublin, Hire; 

United Kingdom, including Northern Ireland; 

The intermediate point Paris, France; 

Belgium ; 

Netherlands ; 

Denmark ; 

Norway ; 

Sweden ; 

Finland ; 

istonia ; 

Latvia ; 

Lithuania ; 

Germany ; 

Poland; 

The intermediate point Leningrad, U. S. S. R.; 

Czechoslovakia ; 

Austria ; 

Hungary ; 

The intermediate point Rome, Italy; 

Yugoslavia ; 

Rumania ; 

Bulgaria ; 

Turkey ; 

Lebanon ; 

Iraq; 

Tran; 

Afghanistan ; 
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and intermediate and coterminal points within that portion of India which 
lies north of the 20th parallel, and the coterminal point Moscow, U. S. S. R. 

The approved service plan designating the specific points to be served by the 
holder within each area described above in this Part II shall be determined in 
= with such procedure as may from time to time be prescribed by the 

oard. 

The service authorized in this Part II is subject to the following terms, condi- 
tions, and limitations: 

1. Areas defined in terms of countries in this Part II shall be deemed to refer 
oa within the boundaries of such countries as they existed on January 1, 

2. The holder shall render service to and from each of the points in the ap- 
proved service plan as fixed from time to time and to and from each of the points 
named specifically herein, except as temporary suspensions of service may be 
authorized by the Board, and shall not render service to any point not included 
in the approved service plan as fixed from time to time or not included among 
the points named specifically herein. The holder may (a) begin or terminate, 
or begin and terminate, trips at points short of terminal points; (b) continue 
to serve regularly any point designated in its approved service plan through the 
airport last regularly used by the holder to serve such point prior to the effective 
date of this certificate, as amended; and (c) continue to maintain regularly 
schednied nonstop service between any two points not consecutively designated 
in its approved service plan if nonstop service was regularly scheduled by the 
holder between such points on the effective date of this certificate, as amended. 

3. Upon compliance with such procedure as may be prescribed by the Board, 
the holder may serve regularly a point authorized to be served pursuant to the 
approved service plan as fixed from time to time through any airport convenient 
thereto, and may render scheduled nonstop service omitting one or more of the 
intermediate points authorized to be served pursuant to the approved service 
plan as fixed from time to time. 


PART IIL 


Whenever refueling stops are made at points in Canada on services authorized 
in this certificate, as amended, through passengers on such services may be given 
stopover privileges at such points. 

Notwithstanding any other provisions of this certificate, as amended, the 
holder shall at all times conduct its operations in accordance with all treaties 
and agreements between the United States and other countries, and the exercise 
of the privileges granted by this certificate, as amended, sball be subject to com- 
pliance with such treaties and agreements and to any orders of the Board issued 
pursuant to, or for the purpose of requiring compliance with, such treaties and 
agreements. The exercise of the privileges granted by this certificate, as 
amended, shall be subject to such reasonable terms, conditions, and limitations 
required by the public interest as may from time to time be prescribed by the 
Board. 

This certificate, as amended, shall be effective 60 days after the date of its 
approval by the President of the United States, and Part II of the certificate, as 
amended, shall continue in effect up to and including July 4, 1952, provided, 
however, that prior to the date on which the certificate, as amended, would 
otherwise become effective the Board, either on its own initiative or upon the 
filing of a petition or petitions seeking reconsideration of the Board’s order of 
July 10, 1950 (serial No. E-4410), insofar as such order authorizes the issuance 
of this certificate, as amended, may by order or orders extend such effective date 
from time to time. 

In Witness WHeEREoF, the Civil Aeronautics Board has caused this certificate, 
as amended, to be executed by its Acting Chairman and the seal of the Board 
to be affixed hereto, attested by the Secretary of the Board, on the 10th day of 
July 1950. 

The White House, July 11, 1950—Approved: 

[s] Harry S, TRUMAN 


TRANS WORLD AIRLINIES, INC. 


is hereby authorized, subject to the provisions hereinafter set forth, the provi- 
sions of Title IV of the Civil Aeronautics Act of 1938, as amended, and the orders, 
rules, and regulations issued thereunder, to engage in foreign air transportation 
with respect to persons, property, and mail, as follows: 
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1. Between the coterminal points Chicago, Ill., Detroit, Mich , Washing- 
ton, D. C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, 
Mass., intermediate points within the following areas: 

Newfoundland, Canada ; 

Ireland ; 

The intermediate point London, England; 

France, except Marseille ; 

The intermediate point Frankfurt, Germany, until the Board shall find 
that service to Frankfurt is no longer required in the interests of the Ameri- 
can occupation of Germany ; 

Switzerland ; 

Italy; 

Greece ; 

Egypt; 

Palestine ; 

Trans-Jordan ; 

Iraq; 

Saudi Arabia ; 

Yemen ; 

Oman; 

Ceylon and that portion of India which lies south of the 20th parallel; 
the intermediate points Caleutta, India; Mandalay, Burma; Hanoi, Indo- 
china ; and Canton, China ; and the terminal point Shanghai, China. 

2. Between the coterminal points Chicago, Ill.; Detroit, Mich., Washing- 
ton, D C., Baltimore, Md., Philadelphia, Pa., New York, N. Y., and Boston, 
Mass., intermediate points within the following areas: 

Newfoundland, Canada; and 

Portugal; 
and (a) beyond Portugal, intermediate points within the following areas: 

Spain, except Barcelona; and 

Italy ; 
and (b) beyond Portugal, intermediate points within the following areas: 

Algeria ; 

Tunisa ; 

Libya; and 

Egypt. 

The approved service plan designating the specific points to be served by the 
holder within each area described above shall be determined in accordance 
with such procedure as may from time to time be prescribed by the Board. 

The service herein authorized is subject to the following terms, conditions, 
and limitations: 

1. Areas defined in terms of countries in this certificate, as amended, shall be 
deemed to refer to areas within the boundaries of such countries as they existed 
ou January 1, 1937. 

2. Whenever refueling stops are made at point in Canada on services authorized 
in this certificate, as amended, through passengers on such services may be given 
stopover privileges at such points. ' 

3. Notwithstanding any other provisions of this certificate, as amended, the 
holder shall at all times conduct its operations in accordance with all treaties 
and agreements between the United States and other countries, and the exercise 
of the privileges granted by this certificate, as amended, shall be subject to com- 
pliance with such treaties and agreements and to any orders of the Board 
issued pursuant to, or for the purpose of requiring compliance with, such treaties 
and agreements. 

4, The holder shall render service to and from each of the points in the ap- 
proved service plan as fixed from time to time and to and from each of the points 
named specifically herein, except as temporary suspensions of service may be 
authorized by the Board, and shall not render service to any point not included 
in the approved service plan as fixed from time to time, or not included among 
the points named specifically herein. The holder may begin or terminate, or 
begin and terminate, trips at points short of terminal points. 

5. The holder may (a) continue to serve regularly any point designated in its 
approved service plan through the airport last regularly used by the holder to 
serve such point prior to the date of issuance of this certificate, as amended, and 
(b) continue to maintain regularly scheduled nonstop service between any two 
points not consecutively designated in its approved service plan if non-stop service 
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was regularly scheduled by the holder between such points on the date of issu- 
ance of this certificate, as amended. Upon compliance with such procedure 
relating thereto as may be prescribed by the Board, the holder may, in addi- 
tion to the service hereinabove expressly prescribed, regularly serve a point 
authorized to be served pursuant to its approved service plan as fixed from time 
to time through any airport convenient thereto, and render scheduled nonstop 
service omitting one or more of the intermediate points authorized to be served 
pursuant to the approved service plan as fixed from time to time. 

The exercise of the privileges granted by this certificate, as amended, shall 
be subject to such reasonable terms, conditions, and limitations required by the 
public interest as may from time to time be prescribed by the Board. 

This certificate, as amended, shall be effective 60 days after the date of its 
approval by the President of the United States, and shall continue in effect 
up to and including July 4, 1952, provided, however, that prior to the date on 
which the certificate, as amended, would otherwise become effective the Board, 
either on its own initiative or upon the filing of a petition or petitions seeking 
reconsideration of the Board’s order of July 10, 1950 (serial No. E-4410), 
insofar as such order authorizes the issuance of this certificate, as amended, 
may by order or orders extend such effective date from time to time. 

In WITNESS WHEREOF, the Civil Aeronautics Board has caused this certificate, 
as amended, to be executed by its Acting Chairman, and the seal of the Board 
to be affixed hereto, attested by the Secretary of the Board, on the 10th day of 
July 1950. 

The White House, July 11, 1956.—Approved: 

{s} Harry 8S. TRUMAN 


PAA Exursit N 
Unrtep STaTEs OF AMERICA 
Crvim AERONAUTICS BoARD 
WASHINGTON, D. C. 
Docket No. 3589 et al. 
NortH ATLANTIC ROUTE TRANSFER CASE 
REPORT OF EXAMINER THOMAS L. WRENN 


Served: December 22, 1949 
UPON: 

Howard C. Westwood for American Overseas Airlines, Inc., and American Air- 
lines, Inc. 

Henry J. Friendly for Pan American Airways, Inc., and Pan American Airways 
Corp. 

Gerald B. Brophy for Transcontinental and Western Air, Inc. 

W. Glen Harlan for Eastern Airlines, Inc. 

G. Stanley Gewirtz for Seaboard and Western Airlines, Ine. 

Paul M. Godehn for United Air Lines, Inc. 

L. R. Mason for American Export Lines, Inc. 

James M. Landis for Brian O. Sparks et al. 

Henry Kirsch for Association of Air Navigators. 

Edward J. Hickey, Jr., for International Association of Machinists and Broth- 
erhood of Railway & Steamship Clerks. 

James W. Batchelor for Flight Engineers International Association, American 
Overseas Airlines Chapter. 

Phit Gilbert for Council 36, Air Line Pilots Association, Pilots in the Service of 
Pan American Airways, Inc. 

B. F. Napheys, Jr., for Air Line Dispatchers Association, AFL. 

Maurice J. Schy for Air Line Pilots Association. 

Wm. D. McFarlane for Department of Justice. 

Frank J. Delany for Post Office Department. 

James L. Highsaw, Jr., Public Counsel. 

Exceptions, if any, to matters contained in this report must be filed with the 
Secretary of the Civil Aeronautics Board and served upon all parties within 
15 days from the date of service. Briefs may be filed and served upon all parties 
within 20 days after the date of filing exceptions. 
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Unirep SratTes oF AMERICA 
Civi. AERONAUTICS Boarp 


WASHINGTON, D. C. 
Docket No. 3589 et al.' 


NortH ATLANTIC RouTeE TRANSFER CASE 
REPORT OF EXAMINER THOMAS L. WRENN 


Recommended that the Board find that the purchase of the assets of American 
Overseas Airlines, Inc., by Pan American Airways, Inc., for $17,450,000, con- 
forms to Section 408 (b) and other appropriate provisions of the Civil Aero- 
nauties Act, and that the purchase agreement be approved with certain em- 
ployee protective conditions ; 

Recommended that the application of Pan American Airways, Inc., that the cer- 
tificate to be acquired from American Overseas Airlines, Inc., be consolidated 
with the transatlantic certificate of Pan American Airways, Inc., with appro- 
priate amendment of the latter, be granted ; 

Recommended that Docket No. 3590, requesting approval of a voting trust ar- 
rangement between American Airlines, Inc., and Pan American Airways, Ine., 
be dismissed ; 

Recommended that the Board find that there has been no acquisition of control of 
American Overseas Airlines, Inc., by American Airlines, Inc., subsequent to the 
acquisition heretofore approved by the Board, and that Docket No. 36380 re- 
questing approval of such acquisition, if any, be dismissed. 

APPEARANCES: 

Howard C. Westwood for American Overseas Airlines, Inc., and American 
Airlines, Inc. 

Henry J. Friendly, Elihu Schott and J. EZ. Hyman for Pan American Airways, 
Inc., and Pan American Airways Corp. 

Gerald B. Brophy and Carl 8. Rowe for Transcontinental and Western Air, Inc. 

W. Glen Harlan and EB. Smythe Gambrell for Eastern Air Lines, Inc. 

G. Stanley Gewirtz and Hardy K. Maclay for Seaboard and Western Airlines, 
Ine. 

L. R. Mason for American Export Lines, Inc. 

James M. Landis and Hardy K. Maclay for Brian O. Sparks, et al. 

Henry Kirsch for Association of Air Navigators. 

Edward J, Hickey, Jr., and Clarence M. Muitholland for International Associa- 
tion of Machinists and Brotherhood of Railway & Steamship Clerks. 

James W. Batchelor for Flight Engineers International Association, American 
Overseas Airlines Chapter. 

B. F. Napheys, Jr., for Air Line Dispatchers Association, AFL. 

Phil Gilbert for Council 36 of Air Line Pilots Association. 

Wm. D. McFarlane and Lambert S. O’Malley for Department of Justice. 

Frank J. Delany, Fred E. Batrus, William Duvall, and Julian T. OCromelin 
for Post Office Department. 

James L. Highsaw, Jr., and William F. Kennedy, Public Counsel. 

The following appearances were made pursuant to Section 302.6 (a) of the 
Rules of Practice in Economic Proceedings: 

S. H. Moerman for the Port of New York Authority. 

Ivan Bowen for Air Line Pilots in the service of American Airlines, Inc. 

Hubert A. Schneider for Braniff Airways, Inc. 

This proceeding involves the petition of Pan American Airways, Inc., American 
Overseas Airlines, Inc., and American Airlines, Inc., for approval of an agree- 
ment dated December 13, 1948, and amended September 13, 1949. The original 
agreement gave rise to four separate transactions for which approval was re- 
quested; namely, (1) Docket No. 3589, the request of Pan American and Over- 


1 This proceeding also includes Docket No. 3590, petition of Pan American Airways, Inc., 
and American Airlines, Inc., for approval of a contract dated December 13, 1948, and the 
transactions and stock ownership contemplated thereby ; Docket No. 3592, petition of Pan 
American Airways for the consolidation of the certificate of public convenience and neces- 
sity to be transferred to it by American Overseas Airlines with the certificate of public 
convenience and necessity held by Pan American Airways, Inc., and for the amendment 
of the latter certificate ; and Docket No. 3630, the petition of American Airlines, Inc., for 
approval of the acquisition by it of additional stock of American Overseas Airlines, Inc. 
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seas that the Board approve an agreement dated December 13, 1948, wherein 
Pan American would acquire the property, assets, and business of Overseas and 
the transfer by Overseas of its certificate of public convenience and necessity to 
Pan American; (2) Docket No. 3590, wherein Pan American Airways and Amer- 
ican Airlines request Board approval of a contract between them dated December 
13, 1948, setting up a voting trust for the stock to be received by American on 
the dissolution of American Overseas Airlines; (3) in Docket No. 3591 Pan 
American Airways, Inc., requests approval by the Board of the acquisition by it 
of all the assets of Pan American Airways Corp; (4) in Docket No. 3592, Pan 
American Airways requests the consolidation of the certificate of public con- 
venience and necessity to be transferred to it by American Overseas pursuant to 
the agreement of December 13, 1948, with the certificate of public convenience 
and necessity held by Pan American Airways authorizing air transportation 
between co-terminals in the United States and points in Europe and Asia and for 
the amendment of the latter. The North Atlantic routes as presently certificated, 
and as they would be if Overseas is combined with Pan American, are shown 
on frontispiece maps. 

The foregoing were the subject of a prehearing conference held January 14, 
1949. Subsequently, American Airlines filed a petition, Docket No. 3630, request- 
ing approval, if the Board finds that such approval is necessary, of its increase 
in ownership of capital stock of American Overseas Airlines, and further request- 
ed that such proceeding be consolidated for hearing with Docket No. 3589, et al. 

Subsequent to the prehearing conference TWA filed a motion requesting the 
Board to broaden the proceeding sufficiently to make it possible for the Board and 
the President to arrive at a satisfactory pattern of transatlantic service, includ- 
ing, if necessary, amending or making permanent TWA’s and Pan American’s 
transatlantic certificates ; and Public Counsel filed a motion requesting the Board 
to institute a proceeding to determine whether the public convenience and neces- 
sity requires that the certificates of Pan American, American Overseas and TWA 
authorizing operations across the North Atlantic be altered, amended, or modified 
in whole or in part. By order dated March 1, 1949, Order Serial No. E—2511, the 
Board ordered the foregoing applications consolidated for hearing into a pro- 
ceeding to be styled “The North Atlantic Route Transfer Case.” By order of 
the same date, Order Serial No. E-2512, the Board instituted and ordered con- 
solidated with the North Atlantic Route Transfer Case a proceeding to deter- 
mine whether, if the proposed transfer of American Overseas to Pan American is 
approved : 

“1. The public convenience and necessity require that the certificate of 
publi¢ convenience and necessity issued to American Overseas Airlines, Inc., 
pursuant to Order Serial No. 4375, dated December 20, 1945, should be altered, 
amended, or modified in whole or in part; 

“2. The public convenience and necessity require that the certificate of 
public convenience and necessity issued to Pan American Airways, Inc., 
pursuant to Order Serial No. E-863, dated October 7, 1947, should be altered, 
amended, or modified in whole or in part ; 

“3. The public convenience and necessity require that the certificate of 
public convenience and necessity issued to Transcontinental and Western 
Air, Inc., pursuant to Order Serial No. 5035, dated June 20, 1946, should 
be altered, amended, or modified in whole or in part; 

and in such event to make such amendments, alterations, and modifications 
of the certificates of American Overseas, Pan American, and TWA as may be 
found to be required by the public convenience and necessity.” 

As a result of these orders, a second prehearing conference was held March 
16, 1949. Copies of the applications were transmitted to the President of the 
United States pursuant to section 801 of the Civil Aeronautics Act. After due 
notice to the public and all interested parties, a hearing was held beginning 
May 16, 1949. Seaboard and Western Airlines, Inc., Eastern Air Lines, Inc., 
Transcontinental and Western Air, Inc., United Air Lines, Inc., Postmaster 
General, the Department of Justice, the Air Line Pilots Association, the Asso- 
ciation of Air Navigators, American Overseas Airlines Chapter of Flight Engi- 
neers International Association, Air Line Dispatchers Association, AFL, the 
International Association of Machinists, the Brotherhood of Railway and Steam- 
ship Clerks, American Export Lines, Inc., Brian O. Sparks, et al. (a group of 
employees of American Overseas Airlines), and Council 36 of the Air Lines 
Pilots Association, pilots in the service of Pan American Airways, Inc., were 
permitted to intervene in the proceeding. Formal appearances at the hearing 
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were not entered by United and Air Line Pilots Association (ALPA). Petitions 
by Pan American, Overseas, and American that the Board certify to itself the 
record herein for initial decision were denied by Order Serial No. E—2991, 
dated July 6, 1949. Briefs to the examiner were filed August 4, 1949, by all 
parties except the Department of Justice, the Post Office Department, and 
United. 

On September 13, 1949, Pan American, Overseas, and American entered into 
an amendment of the agreement between them, and on September 15, 1949, 
filed with the Board a request that the record in the instant proceeeding be 
reopened so as to receive therein the amendment to the agreement. On the 
same date Pan American petitioned that Docket No. 3591 (Pan American 
Airways, Inc., acquisition of Pan American Airways Corp.) be severed from the 
instant proceeding and decided at once, which action was taken by the Board 
by order dated October 7, 1949, Order Serial No. E-3409. Pursuant to the 
request that the record be reopened to receive the supplemental agreement, a 
further prehearing conference was held September 26, 1949. The supplemental 
agreement was transmitted to the President pursuant to section 801 of the 
act, and on October 26 hearing in the reopened proceeding began. Briefs re- 
lating to the supplemental agreement have been filed by the parties participating 
in that hearing. 

This proceeding is governed by sections 408, 412, 401 (i), 401 (h), and 801 of 
the Civil Aeronautics Act. Section 408 relates to consolidation, merger, and 
acquisition of control; subsection (a) provides that certain enumerated relation- 
ships shall be unlawful unless proved by the Board, while subsection (b), which 
prescribes the standards to be followed in passing on the proposed acquisition 
herein, provides that any person seeking approval of consolidation, merger, or 
acquisition of control shall present an application which shall be the subject of 
a public hearing, and further provides: 

“Unless, after such hearing, the Board finds that the consolidation, merger, 
purchase, lease, operating contract, or acquisition of control will not be con- 
sistent with the public interest or that the conditions of this section will not 
be fulfilled, it shall by order, approve such consolidation, merger, purchase, lease, 
operating contract, or acquisition of control, upon such terms and conditions 
as it may find to be just and reasonable, with such modifications as it may pre- 
scribe: Provided, That the Board shall not approve any consolidation, merger, 
purchase, lease, operating contract, or acquisition of control which would result 
in creating a monopoly or monopolies and thereby restrain competition or jeopar- 
dize another air carrier not a party to the consolidation, merger, lease, operating 
contract, or acquisition of control.” 

Section 412 requires filing of agreements and specifies that the Board shall 
disapprove any agreement it finds to be adverse to the public interest or in viola- 
tion of the act and shall approve any such agreement that it does not find to be 
adverse to the public interest or in violation of the act. Section 401 (i) pro- 
vides that no certificate may be transferred unless approved by the Board as 
being consistent with the public interest, while section 401 (h) provides that the 
Board * * * after notice and hearing may amend or modify any certificate in 
whole or in part if the public convenience and necessity so require. 

Section 801 provides that the issuance, denial, transfer, or amendment of any 
certificate authorizing foreign air transportation shall be subject to the approval 


of the President. 


The original agreement 

The principal provisions of the agreement dated December 13, 1948, between 
Pan American and Overseas were: 

(1) American Overseas agreed to sell to Pan American its assets and its 
certificate of public convenience and necessity. 

Pan American agreed to assume all of Overseas’ liabilities and issue to Over- 
seas shares of its stock in payment for the assets. The assets of Overseas were 
to be valued by independent accountants (a) at the book value of December 
81, 1948, or (b) at an amount equal to the total number of shares outstanding 
December 31, 1948, multiplied by $10.77 (the average cost of American’s holdings 
in Overseas), whichever is higher. This is the so-called floor provision. 

The report of the accountants, Lybrand, Ross Bros. & Montgomery, made June 
7, 1949, showed that Overseas’ net assets were $18,032,114.04, whereas the amount 
obtained by multiplying $10.77 by the 1,749,825 shares outstanding was $18,845,- 
615.25. The accountants’ reported that the “net assets” of Holding Company 
consolidated with Pan American’s as of December 31, 1948, was $96,672,910.40, 
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which when divided by 6,124,096 shares outstanding was $15.79 per share. The 
$18,845,615.25 figure, value of Overseas, divided by $15.79, value of Pan American 
shares, results in 1,193,844 shares of Pan American stock to be received by Over- 
seas under the agreement. In valuing the assets, value for certificate, going 
concern value, route development expenses, and certain other specified intan- 
gibles were excluded. 

(2) Overseas to distribute to its stockholders the 1,193,844 shares of Pan 
American stock and dissolve. (American as owner of 1,083,154 shares of Over- 
seas’ stock would have 739,550 shares of Pan American stock, and Export as 
owner of 355,708 shares of Overseas stock would have 244,350 shares of Pan 
American stock.) 

(3) Pan American agreed to take over all employees of Overseas on the closing 
date (including officers now devoting all their time to the affairs of Overseas) 
at the rate of compensation then being paid by Pan American for comparable 
work and will endeavor to provide continued employment with Pan American 
or one of its subsidiaries or affiliates suitable in the light of their respective 
qualifications and experience. Provision was also made for joint efforts by Pan 
American and American to provide continued employment for the maximum num- 
ber of employees of American engaged in performing work for Overseas through 
the integration of services at LaGuardia Airport. 

(4) Pan American was to secure a firm undertaking contingent upon the acqui- 
sition by Pan American of Overseas for a credit up to the amount of $10 million 
in addition to all sums borrowed under holding company’s credit agreement 
dated October 2, 1946. 

(5) The agreement expired June 13, 1949, if the transaction had not been 
approved at that time but could be extended by either party for 3 months, which 
was done. After September 13, 1949, either party could withdraw, and it could 
be extended only by mutual agreement. 

There were two collateral agreements; namely: (1) An agreement between 
Pan American and American (Docket No. 3590) which (a) obligated American 
to vote its stock in Overseas in favor of the sale of Overseas; (0b) provided for 
the deposit of the shares received by American as a result of the dissolution of 
Overseas in a voting trust for a period of 7 years, with certain provisions for dis- 
posal of the stock. The agreement provided for 3 trustees, 1 selected by Ameri- 
can, 1 by Pan American, with the third to be mutually agreed on; or, failing 
therein, to be selected by the president of the National City Bank of New York. 
(2) An agreement between Pan American Airways, Inc., and Pan American 
Airways Corp. (Docket No. 3591), providing for the acquisition by Pan American 
Airways, Inc., the subsidiary, of all the assets of Pan American Airways Corp., 
and the dissolution of the parent company. This was severed from the instant 
proceeding and approved by Board order dated October 7, 1949. 


The agreement as amended 


The principal changes made by the amendment dated September 13, 1949, are: 
(1) Provides for the payment to Overseas of $17,450,000 in cash for its assets 
rather than by issuance of shares of Pan American stock; (2) extends the termi- 
nation date of the agreement to March 15, 1950, if not approved before that time, 
with provision for extension to June 13, 1950, by either party ; (3) Pan American 
enters into a new credit agreement for $59 million; (4) the provision of article 
fifth, relating to efforts by Pan American and American to provide employment 
for American employees performing work for Overseas under the integration 
program, was amended to provide that Pan American will, if American requests, 
take over as employees not in excess of 200 employees of American employed at 
New York, less any employees in the employ of Overseas on the closing date as 
a result of integration arrangement between Overseas and American; (5) the 
agreement between Pan American and American (Docket No. 3590) was amended 
to eliminate the provision relating to the creation of a voting trust and certain 
other related provisions which are no longer required by reason of the change- 
wherein the assets of Overseas will be paid for in cash rather than by issuance 
of shares of Pan American stock. 


Background of the transaction 


On July 12, 1940, the Board awarded American Export Airlines a temporary 
certificate to engage in foreign air transportation of persons, property, and mail 
between New York and Lisbon, Portugal.” Subsequent thereto as a result of the 


2? American Export Air. Transatlantic Service (2 CAB 16). 
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decision of the circuit court of appeals,*® the Board ordered American Export 
Steamship Co., the parent company, to file a plan of divestment of. control of 
American Export Airlines. Thereafter, American Airlines and American Pxport 
Lines entered into an agreement whereby the steamship company would divest 
itself of control of American Export Airlines and American Airlines would acquire 
control through the acquisition of not less than 51.4 percent of the stock of the 
airline, which agreement was approved by the Board.* Concurrently, in the North 
Atlantic Route case,® the Board issued temporary certificates for a period of 7 
years to American Overseas, Pan American, and Transcontinental and Western 
Air, which are set forth as appendix 1. 

American assumed control on July 10, 1945, and operations under the new 
certificate were inaugurated in late 1945. Subsequently, the name American 
Export Airlines was changed to American Overseas Airlines. On May 1, 1946, 
a basic intercompany agreement was entered into between American and Over- 
seas which provided for a comprehensive interchange of equipment, personnel, 
and performance of functions, designed to spread overhead costs and reduce capi- 
tal needs through availability to both companies of equipment and experienced 
personnel. Late in 1947, it was determined to expand the integration of the two 
companies on as large a scale as would be consistent with the existence of Over- 
seas as a separate corporation. In essence the program called for the perform- 
ance within the United States of all the functions of Overseas other than policy 
direction of an executive nature and flight operations; all functions performed 
outside the United States were to be performed by the personnel of Overseas. 
Eight basic service orders were entered into representing substantially the entire 
present integration program as follows: Traffic and sales, maintenance, personnel, 
engineering, treasury, properties, materials, and ground operation. As a result 
of this program of integration, Overseas as a corporation now consists of: (1) A 
group of executives some of whom are also executives of American but none are 
paid by Overseas, except those working exclusively for that company. Of the 12 
directors and principal officers of Overseas as of January 22, 1949, 8 hold posi- 
tions with American; only 2 of the principal officers of Overseas were not also 
officers of American. (2) All flight personnel and direct supervisors thereof. 
(3) All personnel needed to perform its functions as an air carrier outside the 
United States. Within the United States, all working functions are performed 
under the foregoing service orders except in respect to flight operations and the 
executive group responsible for policy decisions and supervision of all activities. 

In early 1946 Overseas was without flight and other capital equipment to con- 
duct its operations on the scale required. It also had a net worth of less than 
$4 million. About $25 million was needed within the next 3 years to enable it 
to carry out its capital program for acquisition of a total of 6 DC—4’s, aggregating 
approximately $1,440,000, 7 Lockheed Constellations and spare parts, aggregating 
approximately $5,600,000, 8 Boeing Stratocruisers, aggregating an estimated 
$12 million, and spare parts and related ground equipment. To insure Overseas’ 
ability to purchase DC-4’s and Constellations, as well as make downpayment on 
the Boeing Stratocruisers, American guaranteed a short-term bank loan for $10 
million obtained by Overseas. The loan was obtained in anticipation of more 
permanent financing which took the form of an offer pro rata to all stockholders 
of Overseas of 1% additional shares of capital stock for each share held August 
21,1946. To underwrite this offer at a time when the stock market had weakened, 
American agreed not only to take up its pro rata share of 540,000 shares, but 
also to take up the additional shares not subscribed for by “outside stockholders.” 
Concurrently, American Export Lines agreed it would offer to its own stock- 
holders all the shares numbering 252,000 to which it was entitled to subscribe 
as a stockholder of Overeas and, to the extent its stockholders did not take up 
such shares, to take them up itself. Of the 257,895 shares representing the pro 
rata for the “outside stockholders,” only 68,834 shares were subscribed, and of 
the 252,000 shares to which American Export Lines was entitled to subscribe and 
which were offered its stockholders, only 72,302 shares were subscribed. As a 
consequence of these offerings, American took up a total of 721,079 shares and 
American Export purchased 183,166 shares. In addition, American has since the 
time of that offer purchased 3,075 shares of stock owned by supervisory personnel 
and pledged with the Chase National Bank loans to finance the purchase. The 
following table sets forth the purchases of Overseas’ stock by American. 


3 Pan American Airways Co. v. Civil Aeronautics Board (121 F. (2d) 810). 
* American Airlines, Inc., Control of American Export Airlines (6 CAB 371). 
5 North Atlantic Route Case (6 CAB 319). 











MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2731 












Dealer 10, 1968 6 6 <n a po cnn nee p npn netiveccaseresenne nana trerons 1 360, 000 $8. 33333 | $3, 000, 
BEE. Wily Beeps ceses coerce senaneees eoqqed 540, 000 12. 00000 | 6, 480, 
Nov. 29, 1946 ‘ — 12.00000 | 2 _ 





USRRSEASSE 












1 Number of shares shown are total after giving effect to the 3 for 1 split on Aug. 2, 1946. 





As of December 31, 1948, holders of 1 percent or more of the common stock of 
Overseas were as follows: 
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The capital structure of Overseas as of December 31, 1948, follows: 
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Funded debt: 
3 percent notes to banks under credit agreement dated June 20, 1947- $12, 000. 000 $3, 000, 000 
334 percent subordinated notes due Oct. 30, 1954........-.---.-. 220 .. --} $5,000, 000 $2, 000, 000 
Cepital stock, $1 per value... ..............-..-...-..- SIS ..Sbares 3, 000, 000 1, 749, 825 


Bvents and negotiations leading to the agreement 


Conversations as to the possibility of the sale of Overseas to Pan American 
were initiated by Charles Cheston, a director of American. Mr. Cheston, an 
investment banker, became a director of American in February 1947, and was 
appointed a member of the committee of the American board to negotiate finan- 
cial arrangements for the purchase of the eight Boeing Stratocruisers on order. 
Thereafter, he began to give thought to the question of whether it would be to 
the best interests of its stockholders for American to retire from the overseas 
air transportation field. As 1948 progressed and American suffered substantial 
losses, the more convinced he became of the advisability of getting out of over- 
seas operations if it could be done. That conclusion, he said, was based upop 
several reasons, among which were: (1) It seemed uneconomical to have 38 
United States-flag carriers and a number of foreign lines competing over the 
North Atlantic route when 2 United States lines and maybe a similar number 
of foreign lines could meet the demand; (2) much of the time of several of the 
principal officers of American was taken up with the problems of Overseas and, 
since the maximum American could get from its investment in Overseas was 
62 percent of whatever the earnings might be, it would be to the advantage of 
American stockholders if the full time of these several officers was devoted to 
the problems of American’s domestic operations; (3) unsettled conditions in 
Europe; since Overseas was accepting payment in foreign currency it would, 
over a period of time, be subject to possible losses that might accrue from trying 
to convert that currency into dollars; (4) the passenger load factor looked 
as though it was on the downward move from the previous year and since much 
of the traffic being carried by Overseas was military personnel and civilian 
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Government personnel, there was a question as to the permanency of the traffic. 
Mr. Cheston felt that if business declined and Overseas needed more funds it 
would be almost impossible to raise funds through the sale of stock, and since 
American had already invested a substantial amount in Overseas, American 
should not be asked to make any additional cantribution. It was his opinion 
that American “should husband all its resources for its own needs.” 

Mr. Cheston considered three approaches toward getting out of the overseas 
business; he did not believe Overseas could be sold at a satisfactory price to 
the public; it was his judgment that TWA was not in position to buy, so he con- 
cluded that the best approach would be Pan American. 

In early September 1948, Mr. Cheston in discussing his views with C. R. Smith, 
chairman of the board of American and president of Overseas, stated that he 
would like to approach John W. Hanes, a friend of long standing and who had 
an “intimate knowledge of Pan American,” as to whether Pan American would 
be interested. (Mr. Cheston thought that Mr. Hanes was a director of Pan 
American. However, the Civil Aeronautics Board had early in 1948 disap- 
proved a request that Mr. Hanes continue as a director of Pan American and 
also as a director of United States Lines Co. Thereafter Mr. Hanes was re- 
tained by Pan American in a consulting capacity.) Mr. Smith told Mr. Cheston 
that if he consulted Mr. Hanes, he was doing so on a personal basis and in no 
way acting for American Airlines. 

Mr. Cheston arranged a lunch with Mr. Hanes on September 30. He told Mr. 
Hanes that he had concluded that it would be a good thing for American to get 
out of the overseas business and would like to discuss the possibilities of either 
a sale of all the assets, or 62 percent of them, or an exchange of stock with 
Pan American. Mr. Hanes stated that a cash purchase of stock was out of 
the question as he did not think Pan American was in position to consider it; 
that unless Cheston was willing to consider a deal on an exchange of stock for 
stock, on a straight asset basis, the assets of both companies to be determined 
by independent auditors with the stock to be locked up in a voting trust agree- 
ment, he would not make the proposal to Mr. Trippe (president of Pan Amer- 
ican) because he knew it would be useless. They then discussed the possibili- 
ties of a transaction whereby Pan American would pay for Overseas with its 
stock, the net assets of both companies for the purpose of exchange would be 
the book value, excluding the value of the certificate, development costs, and 
estimated mail pay. 

They parted with the understanding that Hanes would discuss it with Mr. 
Trippe and find out whether he was interested in pursuing it further. Accord- 
ing to Mr. Hanes, Mr. Trippe did not show much enthusiasm about the matter 
but told him that if he wished to pursue the matter, to go ahead. On October 
6, Mr. Hanes met again with Mr. Trippe and Henry J. Friendly (vice president 
and general counsel of Pan American), for further discussion. Mr. Hanes then 
advised Mr. Cheston by telephone of Mr. Trippe’s willingness to consider a deal 
on the basis of the several points previously discussed. At Mr. Cheston’s request, 
a tentative basis for the deal was outlined in a memorandum dated October 7, 
1948, which was transmitted to Mr. Cheston. This memorandum contained 
substantially the points discussed by Messrs. Cheston and Hanes and constituted 
the basic conditions of the agreement subsequently signed. 

A second meeting between Hanes and Cheston occurred on October 13, and 
on October 15 a revision of the proposal was transmitted by Hanes to Cheston. 
After receiving this proposal, Mr. Smith requested Mr. Cheston to discuss it at 
a meeting at which in addition to Smith and Cheston, C. W. Jacob (vice presi- 
dent and secretary of American, and vice president of Overseas), W. J. Hogan 
{Vice president and treasurer of American, and vice president and comptroller 
of Overseas), and Malcolm MacIntyre (counsel for American and Overseas) 
were present. A counterproposal was submitted on October 29, which provided 
for the liquidation of Overseas’ indebtedness of $2 million to American and to 
Export, and also spelled out the fact that a 6-month deadline should be placed on 
Civil Aeronautics Board approval of the transaction. A meeting was held 
November 8 between Messrs. Cheston and MacIntyre, representing Overseas, 
and Messrs. Friendly and Hanes for Pan American, at which a draft was worked 
out and submitted to Mr. Cheston on November 9. 

Mr. Smith showed the letter of November 9 to Ralph S. Damon, president of 
American and vice president of Overseas. Mr. Damon testified that this was 
the first information he had on the negotiations. The same letter was shown 
to Harold R. Harris, Vice president and general manager of Overseas, as John 
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E. Slater; chairman of the board of Overseas, had been out of the country. Mr. 
Smith had informally told some of the directors of American about the conver- 
sations with Pan American. On November 12, Mr. Smith saw Mr. Slater, who 
had returned November 8, and told him of the status of negotiations between 
Cheston and Hanes and also showed Mr. Slater a memorandum which he pro- 
posed to send to the board of American. Mr. Slater told Mr. Smith that he 
would oppose the deal before the board of American Export Lines. 

The November 9 proposal was submitted to the American board of directors 
at a meeting on November 17, 1948. At the same meeting Mr. Smith submitted 
for discussion a detailed memorandum, dated November 15, on the pros and 
cons of the situation. Mr. Damon opposed the deal and Harold Ames, another 
director, also expressed opposition at that meeting. A special committee con- 
sisting of A. N. Kemp as chairman, Messrs. Cheston, Smith, Damon, and Charles 
T,. Fisher, Jr., was appointed to investigate and make recommendations to the 
board at a special meeting to be subsequently held. According to Mr. Damon, 
Messrs. Cheston and Smith urged prompt action on the ground that if TWA 
were negotiating and sold out its international division to Pan American first, 
American could not get as good a price for Overseas. It was stated that Floyd 
Odlum had a power of attorney from Howard Hughes to sell TWA’s interna- 
tional routes. 

The committee held a meeting in the afternoon of November 17 in Mr. Kemp’s 
hotel suite, which was attended by Mr. Slater upon invitation by Mr. Smith, at 
the suggestion of Mr. Damon. Mr. Slater told the committee that a bad job of 
negotiating had been done and that a much better deal could be obtained. At 
the suggestion of Mr. Kemp, the committee agreed that the proposal should be 
modified by the insertion of a floor provision whereby American would receive 
its cost in Overseas of $10.77 per share in Pan American’s stock at Pan American's 
declared book value regardless of what the rate of net audited assets of the two 
companies might turn out to be. On November 18, at the instruction of the com- 
mittee, Mr. Cheston informed Mr. Hanes that the “floor plan” was a necessary 
condition to the committee recommending approval of the proposal, and requested 
an early answer from Pan American. According to Mr. Hanes, this was “quite 
a shock.” As he was engaged in other matters, he requested Mr. Friendly to 
take up the matter with Mr. Trippe. Mr. Trippe advised him the next day that 
he would accept the “floor plan” provided American would accept a change regard- 
ing the matter of accrued mail pay and that the deadline be extended from 6 to 
9 months. The “floor plan” and the counterproposal made by Mr. Trippe were em- 
bodied in a letter from Hanes to Cheston dated November 23, 1948. Mr. Hanes 
left New York within the next day or two and took no further part in the 
negotiations. 

The special committee of the American board of directors filed a unanimous 
report December 6, 1948, recommending that the board of directors of American 
request the board of Overseas to accept the proposal. The committee report 
pointed out that the economic status of the countries served by Overseas is not 
that which the directors anticipated at the time of the original investment in 
Overseas ; that the expectation that Overseas would contribute substantial traffic 
for the domestic system of American, a factor which influenced investment in 
Overseas, had not been justified by actual experience. The report also pointed 
out that the inherent uneconomic risk of overseas air business has been increas- 
ing since 1945; that the rate of return on investment which Overseas could 
reasonably expect is not in keeping with the economic risk involved; that if the 
proposal be accepted (a) the $1,500,000 loan by American to Overseas with 
repayment on subordinated basis will be returned to American in cash: (b) 
American will be relieved of the obligation to provide additional capital for Over- 
seas and will thereby limit its risk; and (c) if anticipated benefits are realized 
by the transaction, American as stockholder will participate in any increased 
earnings and may benefit by appreciation in market value of the shares held. 
The committee concluded that if Overseas is to maintain a position of leadership, 
it will require additional capital; that it might be that the only source of such 
additional capital would be the parent company, American; and that, since addi- 
tional capital for investment in Overseas would not be readily available to Ameri- 
can, Overseas’ requirement for additional capital might strain the capacity of 
American to finance its domestic operation. The committee also pointed out that 
American had suffered substantial losses for several years in its domestic opera- 
tions and concluded that undivided attention by the management of American 
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to the domestic operation may offer promise of reversing that trend and afford 
the company opportunity for profit in the domestic field. 

The report of the committee was accepted by the board of directors at a meet- 
ing on December 6, 1948. Mr. Damon voted for acceptance, stating that while 
he had opposed the matter at the November 17 meeting and opposed it in the 
committee he felt that “any matter of such importance should be decided by 
unanimity rather than with dissent” and that he bowed to the judgment of his 
fellow directors and signed the committee report and voted for the matter on 
that understanding. 

The board of directors of Overseas met on December 6, 1948, and by a vote of 
4 to 1 (Mr. Slater opposing and Mr. Harold Harris abstaining) accepted the 
proposal and authorized the proper officials to sign the agreement with Pan 
American. The Pan American board voted to accept the arrangement on Decem- 
ber 7. The agreement between Overseas and Pan American, and the collateral 
agreements arising out of it, was signed December 13, 1948, and it, with a peti- 
tion requesting approval, was filed with the Board December 15, 1948. As of the 
time of the hearing, the agreements had not been submitted to the stockholders 
of any of the parties involved. 

Mr. Slater resigned as chairman of the board of Overseas on November 19 
because he was convinced that the deal was going through and he did not want 
to be chairman of the board at the time it was formally approved. In January 
1949 he resigned as a director of Overseas. Mr. Damon resigned as president 
and director of American and vice president and director of Overseas on January 
19, 1949, because he found himself “increasingly out of sympathy with manage- 
ment program and policy of American Airlines, including the proposed sale of 
American Overseas Airlines.” Within the next few days he was elected presi- 
dent of TWA. 


Events leading to the amendment 


The original agreement which had been extended to September 13, 1949, was 
terminated on that date. On August 3, 1949, at the conclusion of a meeting on 
other matters, Mr. Trippe referred to the status of the agreement and asked Mr. 
Smith, “what the position of American Overseas was going to be as far as an 
extension was concerned.” Mr. Smith replied that he “felt sure we would not 
be willing to extend it on the basis of the existing terms.” He had previously 
discussed the matter with his associates, including Messrs. Carter, Kemp, Cheston, 
Fisher, Jacob, Hogan, and McIntyre, and had decided he would not agree to an 
extension of the agreement on the existing basis. Mr. Smith said he told Mr. 
Trippe that American “would like to see the arrangement expressed in cash, and 
made the specific suggestion that we just change the wording of the existing 
contract from stock to cash.” Mr. Trippe did not respond favorably and said 
that he would have to consider and discuss the matter with Pan American officials 
before he could state Pan American’s views on those terms. 

Messrs. Trippe and Smith again met on August 9. Mr. Smith again stated that 
it would not be possible to extend the arrangement on the existing basis. Mr. 
Trippe asked whether American would be interested in cash and note arrange- 
ment approximating $16 million. Mr. Smith said that any figure which repre- 
sented less than the book value of Overseas “would not get very far.” Most of 
the meeting was devoted to discussion of how much cash Pan American could 
raise, with Mr. Trippe stating that they would probably raise about $6 million. 

According to Mr. Trippe, in reply to a question as to what Overseas and Ameri- 
can might do if Pan American was not interested in a cash deal, Mr. Smith pointed 
out that they would carry on through 1952, “that froecasts indicated that by 
that time the bank loans would have been completely discharged, that their Con- 
stellation and DC—4 equipment would be largely off the books, that they would 
in effect have only cash and partly depreciated equipment, and that in 1952 there 
was no reason to believe that Overseas would not be extended in operation in the 
North Atlantic. Perhaps TWA might be the company whose certificate might 
not then be extended. In any event, if American Overseas’ certificates were not 
extended beyond the 1952 date, the stockholders of American Overseas could look 
forward with reasonable assurance to ultimately receiving cash to the extent of 
the original investment of American Airlines in American Overseas, and that the 
Boeings could then be sold or perhaps leased to American Airlines or any other 
appropriate customer if there were no other appropriate customer available.” 
With respect to these statements, Mr. Smith thought that Mr. Trippe had per- 
haps merged some of his own statements; he did not tell Mr. Trippe that forecasts 
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indicated that the bank loans would be completely discharged by 1952. However, 
he did say that he had long since reached the conclusion that there would not be 
three carriers in the North Atlantie after 1952 and that if Overseas stayed in 
business until 1952, in his opinion it had just as good a chance of renewal as did 
TWA. 

After the second meeting, Mr. Trippe discussed the problem with officials of the 
senior banks of the Pan American credit agreement and also with Mr. Hanes and 
members of the Pan American executive committee at a meeting on August 16. 
The general view as that, from Pan American’s position as well as Overseas’, a 
eash and note deal would be preferable, first, because Pan American would not 
be confronted with the necessity of issuing approximately 1,193,000 additional 
shares of treasury stock, and second because there was some difference in the 
price fixed in the original floor of the contract approximating $1,400,000. 

In the evening of August 16, Messrs. Smith, Cheston, Hanes, and Trippe met. 
Mr. Hanes, who left about 7:30 p. m., and Mr. Trippe argued against an all-cash 
deal. Mr. Trippe, who was interested in getting “delayed amortization” and was 
dependent upon getting approval of his banks, leaned toward a cash-note formula 
with subordination of notes. Mr. Smith stated he would not accept subordina- 
tion of notes. During this meeting a price of about $17,500,000 was discussed 
and there was also discussion on the issuance of notes in the amount of $9 
million, and cash in the amount of $8,500,000. The meeting adjourned with the 
understanding that Mr. Trippe would advise Mr. Smith of Pan American's posi- 
tion the next morning as the American board of directors were meeting that day 
to consider the problem. On August 17, Mr. Trippe told Mr, Smith that Pan 
American was willing to go forward on the basis of a total transaction of 
$17,500,000, involving cash of $8,500,000, and notes of $9 million, dependent upon 
the attitude of the banks. Mr. Smith reported these developments to the Ameri- 
can board of directors which was in session that day. He also called Mr. Slater 
and gave him the same information, and reported the same thing to the Overseas 
board of directors at a meeting on August 19. 

On August 24, Mr. Trippe told Mr. Smith that Pan American was making 
progress with the banks and that there was a problem in working out terms in 
the Overseas’ note suitable or acceptable to American and also acceptable to the 
banks. Mr. Smith reaffirmed his previous statement that subordinated notes 
would be unacceptable and also expressed the opinion that it might be a good 
idea for Pan American and American attorneys to meet and consider specific 
questions relating to the notes. Within the next few days the attorneys met and 
it developed that the situation was even more complicated than Mr. Smith 
anticipated. After conferring with his attorneys, Mr. Smith on August 31 talked 
to Mr. Trippe by telephone and later went to see him with respect to the details 
of the complications, and expressed the view that there “would be some merit 
in reutrning the discussion to a full cash basis and forget about the notes.” Mr. 
Smith had then formed the conclusion that Pan American could pay cash and 
that American should insist on cash, and since he thought it should be discussed 
with American directors he requested the secretary to send out a call for a meet- 
ing of the board of directors to discuss the matter. 

At a meeting on September 6, Mr. Trippe told Mr. Smith that Pan American 
was working on the possibilities of an all-cash deal and pointed out that since 
there would be substantial economies to Overseas if an all-cash deal was arranged, 
perhaps the appropriate figure should be reduced to $17,425,000, the book value on 
the most recent Overseas balance sheet. Mr. Trippe also suggested that Ameri- 
can and Overseas should share some of the cost that would be involved in working 
out the standby agreements but Mr. Smith did not agree to do so. Mr. Smith 
said that he was going to Canada for several days and suggested that the details 
for an all-cash transaction be worked out by the time he returned so that they 
could be submitted to a meeting of the American board of directors scheduled for 
September 12 and of the Overseas board of directors scheduled for September 13. 

Mr. Trippe then held discussions with the Bankers Trust Co. in New York and 
the Mellon Bank in Pittsburgh, which were not among the 28 banks participating 
in Pan American’s original $50 million credit agreement. These banks agreed to 
take over the $9 million note planned to be issued originally to Overseas and to 
incorporate their credit together with the general credit agreement between Pan 
American and the other banks, so that in effect there would be a new credit agree- 
ment for $59 million to which all the banks would be parties and which would 
eliminate the necessity of Overseas receiving any note. 
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On September 12, prior to the American board meeting, Mr. Trippe discussed 
the matter with Mr. Smith. They agreed upon a price of $17,450,000 all cash, 
with Overseas assuming responsibility for one-half of certain standby fees 
amounting to about $53,000. Other matters agreed on at that meeting related 
to the desire of Overseas to be in position to sell certain equipment if they wish 
to do so, after acquiring the Boeings, and an amendment of the provision of the 
previous agreement relating to efforts of Pan American and American to provide 
employment for certain American employees engaged in integrated operations 
of Overseas and American. 

This proposition was presented to the American board of directors on Septem- 
ber 12 as a tentative proposition, and the board authorized consummation of a 
deal on that basis and gave American’s written consent to Overseas to approve 
the deal. The Overseas board of directors met on September 13 and approved 
the arrangement which had by then been submitted as a firm proposition. 
Present at that meeting were Messrs. Smith, Jacob, Deichler, Mosier (directors 
and officials of American), Gillespie (represented Export), and Jackson. Direc- 
tors Bowers and Harris were absent. The vote was 5 to 1, with Mr. Gillespie 
dissenting. On September 14 Mr. Smith sent a letter to the Overseas stock- 
holders, informing them of the amendment to the agreement. The matter has 
not been submitted to the stockholders, the amended agreement does not provide 
for such, and Mr. Smith said there are no plans for a meeting of stockholders to 
consider the matter. The agreement, as amended, was filed by all parties with 
the Board on September 15, 1949, with the request that the record be reopened to 
receive it, and further hearing on the supplemented or amended agreement was 


held. 
EVIDENCE AND ARGUMENTS FOR APPROVING THE AGREEMENT 


American and Overseas 

The special committee’s reasons for recommending that American dispose of 
its interest in Overseas have been set forth. The evidenc submitted herein by 
American and Overseas is for the most part reiteration and supplementing of 
those reasons. Mr. Smith testified that his recommendation of approval was 
based upon two aspects: “One as affects the national interest of the United 
States, the question being the most logical way for us to operate our overseas 
air-transport system, and the second being the position of the company as view- 
ing the best interests of the shareholders and employees.” Mr. Smith said that 
American, while disappointed at the authorization of three carriers in the 
North Atlantic Route case, was willing to go ahead in light of the fact that the 
war had just been concluded and based upon the pattern of recovery which fol- 
lowed World War I, it was expected that the country would have an era of peace, 
that Europe would get on its feet, that normal trade would be resumed in a 
reasonable time, and that passenger travel would be better than average volume. 
Moreover, there was the expectation that relations with Russia would lead to 
an extensive interchange of travel and commerce. However, experience has 
been to the contrary; traffic has been thinly spread among many carriers, is 
highly seasonal, and is largely military and political rather than economic. 
Russia has not opened up for trade. Foreign trade has not shown the revival 
expected ; world peace seems distant; there is a scarcity of dollars with restric- 
tion on currency exchange and lack of ability to export moneys for which trans- 
portation is sold. He stated that 50 percent of Overseas’ 1948 business stemmed 
from political and military activities rather than from normal foreign trade; 
that much of the revenue for that year came from operation to Frankfurt and 
Berlin, and special services performed for the Army and Air Force. He stated 
that Overseas would earn a profit for the year largely because of the increase 
in mail pay. 

Mr. Smith stated that it would be beneficial to the country to reduce the num- 
ber of carriers on the North Atlantic from 3 to 2 and reduce the need for Govern- 
ment aid; that in view of governmental expenditures the airlines have an obli- 
gation to do what they can to reduce the amount required for their suport. 
It is his view that it is better for the airlines to take the initiative than to wait 
for Congress to force a major operation. On brief it is pointed out by American 
that even now the full subsidy bill for the present North Atlantic system is un- 
known; that United States carriers have been provided with a total of $56 
million for their services in the years 1945 to 1948, which exceeds the total 1948 
mail pay to the domestic trunkline carriers of $47,386,000. Referring to the 
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estimate that approximately $9 million annually may be saved in future subsidy 
payments by approval of the agreement, it is pointed out that on the basis of 
actual experience in 1948, had the operation of Overseas and Pan American been 
combined, there would have been a saving to the taxpayer of over $6 million. 

Mr. Smith termed the Overseas system as being a reasonably sensible one, 
which perhaps would have been much closer to self-supporting had the beliefs of 
1945 been realized, but, under conditions existing in 1949, there is no special 
reason for keeping one separate company to serve the area certificated to Over- 
seas, provided the operations can be sensibly merged with those of some other 
company. In support of the latter viewpoint he pointed out that traffic to and 
from Finland has been thin and the operation into that country has been at 
a loss every month; traffic with Scandinavia must be shared not only with the 
Scandinavian company but with other competitors; that while the recovery of 
those countries has been good, their population is small and the volume of 
business has not been large. The operation to Iceland was characterized as on 
a national-interest basis, that; the country has a total population of 150,000 
people, and that the situation there is further complicated by the fact that they 
have no dollars to spend for transportation. Mr. Smith stated that the Board 
complicated the situation in Germany when it permitted Pan American to serve 
Frankfurt and upset “a reasonably sensible division’ of that country. It is 
the opinion of Mr. Smith that the present volume of unrestricted business be- 
tween England and the United States does not compare favorably with what 
was anticipated in 1945. He stated that even if Overseas could obtain entrance 
to Russia, in view of the present economic and psychological situation in Russia, 
the traffic would be so thin that it would not be profitable and the operation would 
have to be supported as a national-interest route. All of these factors, in the 
opinion of Mr. Smith, mean that the operation will continue to require extensive 
Government aid. 

Pointing to American’s substantial operating losses for 3 consecutive years, 
Mr. Smith stated that stockholders are insistently urgent upon a return on their 
investment. American not only has received no dividends from its investment 
in Overseas, but has each month paid interest on the capital secured for the 
purpose of making the investment in Overseas. The prospect for a return to 
the shareholders of Overseas is reasonably thin and, in the opinion of Mr. Smith, 
the return on investment which may be expected so long as the company is sub- 
sidized is going to be much lower than the hazards of the business warrant. At 
the time of the agreement, he did not believe that additional capital could be 
secured from the public nor from American Export Lines, and American did 
not have capital available for further substantial investment in Overseas. 
Summed up, on the basis of national interest the merger which would reduce 
the carriers in the North Atlantic to 2 would be advantageous, and on the basis 
of shareholders in American it would be a good transaction; moreover, the 
reduction of the companies from 3 to 2 would be beneficial to the companies 
remaining, TWA and Pan American. 

In his memorandum of November 15, 1948, to the directors of American, Mr. 
Smith reviewed the problems and prospects of overseas air transportation faced 
by American and its subsidiary, Overseas. He pointed out that when the cer- 
tificates were granted, foreign competition was largely nonexistent but that there 
are now seven foreign carriers operating North Atlantic routes, all competing 
with Overseas. He further pointed out that each foreign country has centralized 
its operation in one carrier, which is Government-supported. He also pointed 
out that the service pattern in the North Atlantic provides more competition 
between United States carriers than normal business requires or justifies, and 
expressed the view that the Government of the United States will reach the 
same conclusion well in advance of the expiration of the 7-year temporary 
period. He advised the directors that they could safely conelude that all three 
United States carriers in the North Atlantic will not have their certificates re- 
newed when they expire. He advised his directors that if American through 
its subsidiary, Overseas, is to engage permanently in the business of overseas 
air commerce, Overseas must improve its competitive position and endeavor to 
secure the rights of TWA and merge them with its own; that if Overseas ean- 
not do that, then American should get out of the overseas business at the first 
opportunity. In his opinion it would require between $10 million and $20 million 
to take over TWA overseas routes, and that under market conditions ai the time 
Overseas could not finance that program. 
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For the purpose of showing the effect of the Iron Curtain exclusionary policy 
upon Overseas’ route, the following table was submitted : 


Comparing the population that Overseas was authorized to serve and the potential 
it can serve due to the Iron Curtain 








Population | Population 
European country ; errant European country a ; 
1938 | 1948 1938 | 1948 
oconisiicanvatinintestianiagyetsts endntatihsinntennianes euiatielatiiaiesY ecnceneibinbibinasks tial cavocecnctinpleamempasisintay ite asta ststaetitieny enbitiainceniniiindel ichinnteatee 
ed te he acai 118, 000 130,000 || Latvia ae 1, 995, 000 | (‘) 
Bire...2 7 -7777-277""| 2,936,000 | 2,953,000 || Lithuania ___- 2; 575,000  () 
United Kingdom.._..__-. | 47,787,000 | 47, 175,000 || Germany, north 50th | 
Netherlands-----._-..--- .| 8,729,000 9, 479, 000 Nannie tehesin 69, 662,000 | 45, 417,000 
ro oe 3,793,000 | 4,024,000 || Poland................__. 35,090,000 | | @) 
Netway.. 2200.05.22! 2,921,000 | 3,100,000 || U.S. 8. R..----2 22 170, 400, 000 re) 
Sweden... ‘i 6,310,000 | 6, 674, 000 —$$ | —___— 
NE ok d. speekendieo 3,659,000 | 3, 948,000 | Total..........___.-|357, 019,000 | 122, 900, 000 
1, 134, 000 () 


es alee ote ied 


| 
| ' 
| 





1 Nonexistent. 
? 1938 is total population of Germany; 1948 is population of Allied Military Occupation Zones. 


3 Restricted. 
Note.—AOA can serve only 34 percent of the population authorized. 


It is asserted the foregoing shows that Overseas has a genuine commercial 
route only to the British Isles, Holland, and Scandinavia instead of the substan- 
tial and extensive operation the Board had in mind. 

Overseas points out that almost three-quarters of its transatlantic passengers 
and more than two-thirds of its passenger-miles are directly duplicated by Pan 
American, and that the only Overseas points which are substantially outside 
the Pan American area are the Scandinavian countries. 

The following table is cited as supporting that statement: 


Percentage of American Overseas Airlines transatlantic passengers subject to 
direct competition by other airlines,’ January through December 1948 (one 
carrier through plane service) 


| 











| Percent of | Number of || | Percent of | Number of 
passengers | competitors passengers |competitors 
sienna ietilnee iss acai etlarst mesiateies poh 
Competitive: | Noncompetitive: 
ander... 2.3 7 |) ete... Lis 2.8 | 0 
Shannon pile 11.0 5 Reykjavik........-.- 2.3 0 
PERIGIIOR... ..... 2-0-0) 5.2 4 ———_—__|—_—_— 
TE oe creel 36.4 3 Tee). 20.10 Oa 
Amsterdam... _...---| 4.0 1 So 
Frankfurt. _......----| 24.4 1 |} Grand total. | 100.0 }...-. Siget 
SD cio oneal 2.9 1 
Copenhagen... _..---- | 4.0 1 || 
Stockholm-..........- 3.4 1 |) 
eee 1.3 1 |} | 
Total... .___- 94.9 - | | | 











1The competing carriers were Pan American, TWA, SAS, BOAC, KLM, AF, SABENA, 


4. 


Both Overseas and Pan American serve London, Shannon, and Frankfurt, 
which account for 72 percent of the above passengers. Of Overseas’ system 
total of 61,086 passengers for the period January through December 1948, 38,273, 
or 62.7 percent, were subject to direct duplication by Pan American. Overseas 
contends that the core and by far major part of its route is duplicated by Pan 
American, directly contrary to the pattern the Board thought it was providing 
in the North Atlantic. 

American and Overseas point out that in the North Atlantic case the Board 
recognized the importance of foreign traffic from the standpoint of the avail- 
able traffic potential and attempted in laying out routes to take that traffic into 
account. Now the Board has information on the foreign-flag competitive pat- 
tern and the highest density of that competition hits Overseas. The competitive 
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situation is reflected by the table shown above and by the following tabulation 
of carriers competing with Overseas: 


Number of carriers competing over North Atlantic between United States (and 
Canada) and AOA foreign stations 


' 

. United 
tates car- 

national vlers €5- 


interest cluding 


] ] 
Foreign | | 
carrier | AOA 
——|— 
| | 
| | 
| 

| 


Other Total com- 
foreign peting 
carriers carrier 


Between United States or Canada and: 
Gander - - - - analy 
Prestwick - i ie a ad 
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Frankfurt. 
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Copenhagen ‘ 
Stockholm. ._-.- 
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| 
| 
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Con Rr KHOR; KOKO 
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Note.—No saniimestilie: between United States and Berlin or Keflavik. 


The transatlantic operations of United States and foreign-flag carriers are 
shown on a frontispiece map. 

In connection with the testimony of Mr. Smith and the report of the special 
committee of the American board that the expectation of substantial traffic for 
American from operating Overseas has not been realized, the following data were 


submitted : 


Passenger traffic connecting between American Airlines and American Overseas 
Airlines March and September 1948 


March Septem ber 


Number of Number of 
passengers passengers 
LS als eee SS elit 

eo ais | value | Bauins | 
ound | : oun 
trip | 1 way aif | 


1 way 


Connecting passengers: | | 
American Airlines-._. 3 118 | 142 | 23,257 341 74 | 39, 010 


American Overseas Airlines... ____. 118 | 142 | 127, 756 341 74 | 169, 413 


In each month the connecting revenue received from Overseas amounted to 0.49 
percent of American’s gross ticket sales. In the same months, Overseas’ pas- 
sengers connecting with the variops domestic carriers were 180 one-way tickets 
and 164 round-trip tickets, with a dollar value of $29,593 for March, and 410 one- 
way tickets and 88 round-trip tickets with a dollar value of $28,067 in September. 
Most of the traffic originated by American and turned over to Overseas or received 
from Overseas and carried to its destination of American was to or from Chicago, 
Los Angeles, Washington, Detroit, and San Francisco. 

American states that experience has modified some of the ideas of public con- 
venience prevalent at the time of the North Atlantic decision on providing one- 
plane service to and from the United States and assuring single-carrier handling 
of traffic so as to avoid dangers of mishandling arising from a connecting ecar- 
rier’s ignorance of international procedures. It is asserted that the route sale 
will not take away a mile of single-plane service; that American now knows 
that single-plane service between interior points and Europe often might be an 
inconvenience to a passenger, It is also stated that the once-emphasized danger 
of traffic mishandling has largely disappeared as developments have led to a gen- 
eral sophistication among the airlines in handling international traffic which, 
with simplification of procedures, has radically altered the situation. It is also 
pointed out that the professional travel agent handles a large portion of foreign 





2740 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


traffic (50 percent of Overseas’ sales in 1947 and 1948), and that his service 
further reduces the chances of traffic mishandling. 

An exhibit was submitted showing that passenger steamship capacity in the 
North Atlantie has increased from 3,676 berths in the summer of 1946 to 25,595 
berths in the summer of 1949, or an increase of 596 percent. It was pointed out 
that this fact, together with the competition provided by the several foreign car- 
riers operating over the North Atlantic, fully meets the traffic demand, and that 
the traffic flow has now leveled off to a plateau rather than showing a continued 
increase. 

With reference to the testimony as to foreign currency received by Overseas, 
the record shows that the total foreign currency received by Overseas was 
$6,142,000, which was 26 percent of the total revenues of $23,635,000 received 
by the company. The largest foreign currency figure was the English pound 
with $2,855,000 in receipts. 

lor the years 1945, 1946, and 1947, Overseas experienced a net loss of $520,025, 
$181,231, and $776,886, while for the year 1948 a net profit was shown of $1,260,- 
000, which left a cumulative net loss of $218,122 for the 4-year period. The 
record shows that for the 7 months ended July 31, 1949, Overseas had a net 
profit of $260,646. The return on average investment of Overseas after fixed 
charges for the years 1945, 1946, 1947, and 1948, was 0.7 percent, 2.8 percent, 1.1 
percent, and 2.1 percent, respectively. American’s profit and loss statement for 
the years 1946, 1947, and 1948 shows a net loss of $375,948, $2,962,775, and 
$2,983,671, respectively, the last figure being an unaudited preliminary one. 
Overseas presented a forecast profit and loss statement for a standard year of 
Boeing operation, showing mail pay required in order to meet the net loss and to 
provide a 10 percent return on $28,989,000 capital investment required would 
be $11,194,640 at 55 percent load factor, $10,253,640 at 60 percent load factor, 
and $9,697,640 at 62.5 percent load factor. 

An exhibit was submitted comparing the operating expenses of Overseas, 
Pan American’s Atlantic Division, and TWA’s International Division for the 
year 1948, showing total operating expenses as follows: Pan American, $41,114,- 
000, TWA, $37,644,000, Overseas, $21,653,000. In cents per revenue-mile this 
amounted to: Pan American, 301.93 cents; TWA, 291.17 cents; Overseas, 270.55 
cents; and in cents per available ton mile it was: Pan American, 59.5 cents; 
TWA, 58.8 cents; and Overseas, 52.8 cents. 

On September 13, 1949, the agreement which was the subject of the foregoing 
discussion was amended to provide for payment of $17,450,000 in cash instead 
of $18,845,615 in shares of Pan American stock as set up by the Lybrand report. 
Further hearings were held on the limited issues raised by the amendment. 
In discussing his unwillingness to extend the original agreement, Mr. Smith 
said that he was still favorable to the program but that carrying through the 
original deal would involve a substantial cash loss of about $4 million based on 
the then market price of Pan American’s stock. He said that the number of 
shares of Pan American’s stock to be received pursuant to the Lybrand report, 
when multiplied by the then market price of Pan American’s stock, was disap- 
pointing and represented a figure that was not interesting to American as a basis 
for extension of the agreement. He also said that the market price of Pan 
American’s stock, when compared with other airlines’ stock during the time the 
agreement had been in effect, was disappointing. In consequence, he stated 
that he informed Mr. Trippe that he would not recommend extension of the 
existing agreement and suggested that the deal be made on a cash basis rather 
than stock issuance. 

Overseas and American assert that the new agreement is more favorable to 
Overseas than the old agreement. Under the new agreement, a total of $17,- 
450,000, or $9.97 per share of Overseas’ stock, is to be received, Under the old 
agreement the 1,193,844 shares of Pan American’s stock to be received had a 
eash value of $10,296,905 at the 85 figure at which Pan American’s stock 
was selling on September 12, 1949. Thus, each share of Overseas’ stock 
under the old agreement would have received $5.88 worth of Pan American’s 
stock (0.682 share) at the market, or something less than that in practical 
reality since no considerable amount of Pan American's stock could have been 
converted into cash without depressing the market and since there would have 
been some expenses involved in selling the stock. It is pointed out that under 
the old agreement there would have been 0.682 share of Pan American’s stock 
for each share of Overseas’ stock but that, under the new agreement, the cash 
of $9.97 to be received for each share of Overseas’ stock would buy 1.156 shares 
of Pan American’s stock at the September 12 market price and that any Overseas 
stockholder who might prefer to have Pan American’s stock could under the 
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new agreement acquire 69 percent more Pan American’s stock on the basis of the 
September 12 market price than he would have received under the old agreement. 
It is further stated that both American and Overseas had from the outset pre- 
ferred cash rather than a stock deal and that they would prefer the $17,450,000 
in cash to an equivalent amount of Pan American’s stock at today’s market. 

It is argued that the price to be received from the sales of Overseas is fair, 
that it is a negotiated figure and was not fixed to reflect the book value although, 
in fact, the price is somewhat in excess of the book value of Overseas as of June 
30, 1949, which was the last accounting quarter prior to the execution of the new 
agreement. It is further pointed out that in addition to cash to be received, the 
sale involves an assumption by Pan American of obligations to employees which if 
it could be reduced to monetary value would mean that Overseas, considered 
as a whole, would receive more than the $17,450,000. 

Referring to Export’s objection that the price does not reflect any element of 
going concern or good will, it is pointed out on brief that the Delaware courts 
(Overseas is a Delaware corporation) have sustained a cash price which does 
not reflect any element of going concern or good will. (Argenbright v. Phoeniz 
Finance Co. of Iowa, 187 Atl. 124, 126.) It is also pointed out that the Delaware 
courts have sustained a sale for $73 million of assets having a book value of $94 
million, in spite of the fact that the corporation being sold had very good current 
earnings.® 

With respect to the suggestion that Overseas’ book value might exceed its 
June 30, 1949, value at some future time, Overseas argues that contemporaneous 
conditions—not some indefinite future situation—are controlling in judging price. 
It is also pointed out that the book value of a carrier in a highly seasonal business 
will fluctuate from month to month, depending upon monthly earning and losses, 
that while the latest forms 41 will show Overseas has enjoyed earnings since 
June 30, between now and next summer there will be periods of substantial loss 
with a seasonal decline during winter. It is further pointed out that unlike 
the last quarter in 1948 and the first part of 1949, there is no windfall such as the 
Berlin airlife to buoy up revenues. The form 41’s also show that for the first 9 
months of 1948, Overseas had net earnings of $682,932, whereas during the same 
period in 1949, net earnings were $453,091. It is argued that if the fourth quarter 
of 1948 is taken as an indication of what will happen in the fourth quarter of 
1949, there will be a loss of about $700,000 with the result that Overseas’ book 
value at the end of the year would be less than $17,350,000. 

Overseas states that its passenger business has reached a definite plateau, 
markedly different from the growth enjoyed by TWA and Pan American. It 
is stated that apart from the stimulation of the excursion fare, Overseas’ pas- 
senger business has been static since 1947, that since April 1949—the last month 
during which the excursion fare affected travel—every month has fallen below 
the corresponding month of 1948 and 1947. This statement is based on the 


following table: 





Month 1948 1949 


January .......-- Sa , 983, 000 7,708,000 |  '9,678, 
I  isinnnclee ase oe 5, 778, 000 6, 281, 000 1 7, 862, 
ee. ...-..:.. os wat | 7,804,000! 7,821,000! 113,153, 
Be weWeddcot hobs3 bis etl Gas 11, 121, 000 | 10, 176, 000 1 15, 273, 
i ciehteeba tics 4a ~<beceamesoenrern~ inn ...-| 18,491,000 15, 872, 000 14, 935, 
RN ata Et g ct inte intial Be melanin ; 24, 762, 000 22, 579, 000 19, 868, 
QU oc nsagdeua3- aed ~ckee ‘ | 25,149,000! 21,733,000 19, 948, 
August- 5. Bidee=<ii ae ; 21, 865, 000 20, 360, 000 19, 084, 


ehh te om sl nen ncienetichesrseanesieneienes 18, 561, 000 | 18, 562,000} 18, 111, 


1 During January, February, March and April 1949, excursion fares were in effect. 


® Allied Chemical and Dye Corp. v. Steel and Tube Co., 122 Atl. 142. See also Massaro 
v. Fisk Rubber Corporation, 36 F. Supp. 382, 383-385 (D. Mass. 1941) (a Delaware 
corporation: sale for less than book value sustained). It is not unusual for the ICC 
to approve a sales price which is less than book value or physical value in cases where 
the buyer and seller are entirely independent of each other. See Union Belt Raiiway of 
Oakland Control, 271 ICC 223, 2240225 (1948); Pere Marquette Ry. Merger, 267 ICC 
207, 243 (1947) ; Buffalo and Susquehanna Railroad Corporation Control, 162 ICC 656, 
660, 662 (1930) ; Proposed Control of Erie Railroad Company and Pere Marquette Rail 
way Company by Chesapeake and Ohio Railway Company, 150 ICC 751, 753-754 (1929); 
Proposed Control of Sacramento Northern by Western Pacific Railroad, 99 ICC 382, 
3850387 (1925). In such a case the ICC has succinctly expressed itself as follows: 
“* * * the proposed price is not an unreasonable one, and we are not disposed to question 
the judgment of those who fixed it.” Proposed Control of Erie Railroad Company and 
Pere Marquette Railway Company by Chesapeake and Ohio Railway Company, 150 ICC 


at 754. 
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Further referring to the contention that no compensation is being received for 
the substantial going concern value of Overseas, it is argued that a carrier in 
Overseas’ position cannot be said to have any going concern value such as is 
characterized in a case where a permanent certificate is sold, such as, for 
example, sale of route 68 by Western Air Lines to United Air Lines (8 CAB 298). 
It is pointed out that Pan American is buying no permanent rights, that Over- 
seas has nothing to sell beyond 1952, and that it is speculation to attempt to attach 
a money value to the likelihood of Presidential action favoring an extension of 
Overseas’ rights in 1952. It is argued that any element of going-concern value 
in Overseas’ profit potential between the present time and the termination date 
of its certificate is very slight and turns on speculation as to what the Board 
may do in mail-rate cases since the profit depends upon subsidy. It is pointed 
out that capitalization of earnings, the conventional method of showing going 
coneern, will show that the price fixed in the instant transaction is not unduly 
low. Overseas contends that taking all these considerations into account, it 
cannot be contended that the price should be disapproved by the Board, that it 
is no “badge of fraud” infringing stockholders’ rights under Delaware law. It 
is pointed out that Export under the cash deal will receive $9.97 for each of 
its shares, which will result in a nice profit over the $7.32 average cost of 
its shares. It is stated that while it is impossible to tell what the stockholders 
other than American and Export paid for their shares, every Overseas stock- 
holder will profit from the new agreement since all will receive more in cash 
than they could have secured from selling their stock had the agreement not 
been entered into, as the bid price of Overseas stock before the original agreement 
was entered into was just above $5. 

American and Overseas in their supplemental brief contend that the argument 
of the minority stockholders in this case is based upon a refusal to accept a 
rule of law under the statutes of Delaware and its courts that every stockholder 
who owns stock of a Delaware corporation “holds it with the condition that 
at any time the corporate assets may be sold when the provisions of the statutes 
are complied with.” It is argued that a majority’s power to effectuate a sale 
of assets, without even the requirement of a stockholders’ meeting to act on the 
matter, is one of the most familiar advantages of majority ownership; that 
“nowhere in the applicable statute is there the slightest support for a requirement 
that a majority even consult with a minority before approving a sale.” It is 
asserted that there is not any step in this transaction which veers from the 
regularly established corporate procedures subject to which every sockholder 
in a Delaware corporation holds his stock; that the provisions of the Delaware 
law have been fully met. Attention is directed to the fact that Export’s repre- 
sentatives were consulted before the original agreement was entered into and 
were again consulted before the amended agreement was entered into. Mr. 
Smith stated that Mr. Gillespie, the Export representative on Overseas’ board, 
while voting against the amended agreement, said it was better than the original 
deal; that save for Export’s opposition, none of the other directors suggested 
that it would be preferable for Overseas to continue as a separate company. It 
is asserted that there is on “requirement that a stockholder has a right that his 
corporation shall not sell its assets simply because his views differ from the views 
of the majority.” 

American and Overseas urge approval of the route sale; that the problem 
should not be postponed until 1952. It is pointed out that both Overseas and 
Pan American are entering upon a fundamental equipment transition of the 
same nature at the same time. In Overseas’ case it drastically alters the char- 
acter of its fleet and operations. It is argued that it would be a wasteful and 
unwise expenditure of money and experience to put Overseas through the process 
of that transition, only to effect a disposition of the company in 1952. The 
carriers point out that it is unlikely that there will again occur the coincidence 
of equipment transition which now prevails between Overseas and Pan American. 
If, in 1952, there should be considered some combination between Overseas and 
TWA, it would be hopelessly complicated in relation to the simple combination 
with Pan American which can be made now. It is urged that in the interest of 
efficiency and economy, and of avoiding the possibility of further heavy invest- 
ment by American and by Export which may turn out to be needless, approval 
of the route sale should not be withheld now because of the possibility that 
something of the sort might be considered in 1952. 

Other circumstances dictating approval now are recited as the difficulties the 
Board has faced in determining a sound mail pay policy for Atlantic carriers for 
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the future, and the only chance of working out a sensible approach before 1952 
is to establish a two-carrier system now. Another reason cited is in view of the 
difficult personnel adjustments that have to be made, evasion of that problem now 
with the thought that it can be considered in 1952 would be harmful to Over- 
seas’ personnel morale. Finally, it is urged that approval now will leave the 
Board a considerable further period which will provide needed experience for 
determination of a permanent competitive route pattern in 1952. 


Pan American 

It is the position of Pan American that a reduction in the number of United 
States-flag carriers from 3 to 2 would not be inconsistent with the public interest ; 
also that the acquisition will affirmatively promote the public interest by reducing 
subsidy requirements by millions of dollars a year. Mr. Trippe testified that 
approval of the acquisition would place the United States-flag carrier in far better 
position to compete not only with BOAC but with KLM, SABENA, SAA, and 
Trans-Canada, foreign-flag carriers operating between the United States and 
areas in Western Europe served by Overseas and Pan American. He stated that 
there will be savings in mail pay which will reflect to the advantage of the tax- 
payers and Pan American stockholders; also that TWA will be protected by any 
program that lessens the aggregate subsidy required to maintain United States- 
flag carriers in transatlantic air service. 

Mr. Trippe referred to traffic data of United States carriers (see appendix 3) 
and pointed out that Overseas developed about 75 percent of its total transatlantic 
traffic between the United States and Shannon, London, and Frankfurt, points 
it serves in common with Pan American. He pointed out that only 12 percent of 
the total number of transatlantic passengers carried by both Overseas and Pan 
American traveled to or from transatlantic points served by Overseas and not by 
Pan American. The 12 percent is composed as follows: Iceland, 1.1 percent; 
Glasgow, 2.4 percent; Amsterdam, 1.9 percent; Berlin, 1.3 percent; and Scandi- 
navia, 5.3 percent. The witness pointed out that the traffic between the United 
States and Iceland approximates 10 passengers per week in each direction, and 
that there is no regular foreign-flag service over this route. It was his opinion 
that the route can only be justified as a national-interest route. Mr. Trippe stated 
that Overseas was able to obtain only about 25 percent of the traffic carried 
between the United States and Scandinavian countries, and only 12 percent of 
the 1948 traffic between the United States and the Netherlands, as compared with 
35 percent in 1947. It was Mr. Trippe’s opinion that the reduction in the volume 
of traffic obtained from the Netherlands is a good example of the difficulties 
encountered by United States-flag carriers where they are subjected to competi- 
tion by a foreign-flag carrier domiciled in that particular country. He pointed 
out that KLM and SAS have received a substantial amount of aid from domestic 
lines in the United States through traffic agreements with United and Northwest, 
which give preference on through traffic to KLM and SAS as opposed to United 
States-flag carriers. 

Referring to the fact that seven foreign-flag carriers conduct operations over 
the North Atlantic (see frontispiece map), Pan American states that the acquisi- 
tion of Overseas will not result in creating a monopoly. It is stated that the 
share of these foreign-flag carriers in traffic has increased from 17 percent in 
1946 to 29 percent in 1948, and 35 percent in the summer of 1949. These foreign- 
flag carriers have the full backing of their governments and are favored by the 
patronage of their nationals. Four of the foreign-flag carriers (BOAC, SAS, 
SABENA, and KLM) have their homelands in the parts of Europe served by 
Overseas and Pan American, and a fifth (Trans-Canada) operates only to the 
portion of Europe served by Overseas and Pan American. It is argued that these 
2 carriers bear the brunt of foreign-flag competition, whereas TWA is faced with 
effective competition by only 1 foreign-flag line operating out of its homeland, 
France. 

With respect to Great Britain, Mr. Trippe expressed the opinion that both Over- 
Seas and Pan American “have been living in a sort of a fool’s paradise.’ He 
pointed out that in the past the United States-flag carriers have carried about 
3 times as much transatlantic traffic as has BOAC; that United States-flag car- 
riers have also operated 6 times as much transatlantic service as the British line, 
which he believed was caused by BOAC’s lack of modern flight equipment. Mr. 
Trippe stated that during the first 4 months of 1949, BOAC was carrying a higher 
load per flight across the North Atlantic than any other carrier, and that it has 
Boeing equipment on order which will further increase its competitive ability. 
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It is asserted that the competitive situation between the United States and the 
United Kingdom will be further affected—adversely to United States-flag car- 
riers—by the New York-Montreal-United Kingdom operation (only 117 miles 
longer than the direct New York-London route) of Trans-Canada made possible 
by the New York-Montreal authorization granted it in the recent bilateral agree- 
ment between the United States and Canada. 

Pan American points out that American Export, Pan American, and TWA esti- 
mated in the North Atlantic case that they would realize operating profits before 
mail pay, while American saw some loss. In actual results Overseas, Pan Ameri- 
can, and TWA experienced a total operating loss before mail pay of almost $14 
million in 1947, $18,800,000 in 1948—on the basis of temporary rates, mail pay- 
ments to these carriers in 1948 have exceeded $25 million. Based upon forecasts 
submitted herein the transatlantic operation of Overseas, Pan American, and 
TWA, if continued as presently operated, will require $32 million a year to pro- 
vide a 10-percent return on investment. It is argued from the foregoing that if 
the Board had believed that the cost of maintaining 3 United States-flag carriers 
across the Atlantic would have amounted to $32 million a year mail pay—or even 
the $25 million already allowed in 1948—it would have been slow in placing 3 
rather than 2 carriers in operation. 

It is stated that the acquisition would reduce the subsidy requirements by mil- 
lions of dollars a year. Mr. Trippe estimated that it would effect a saving of 
approximately $9 million per year in mail pay by the United States Government. 
He estimated that these economies would be achieved by better utilization of 
aircraft; merged operation will provide a better traffic pattern, better aircraft 
utilization, fewer standby aircraft will be required ; there will also be consolida- 
tion of traffic and operating staffs abroad and at common points; substantial 
savings will result from consolidating the overhaul and maintenance for both 
Boeing and Constellation equipment. The basis for the estimate of $9 million 
saving in mail pay is as follows: Pan American forecasts 18,500,000 miles of 
flying per year with Boeings, while Overseas estimates 5 million miles per year, 
or a total of the 2 companies operating separately of 23,500,000 miles per year. 
The total forecast mileage, if the contract is approved, is 25,600,000 miles. Pan 
American estimates mail requirements for separate operation at $10,738,000 per 
year, while Overseas has estimated mail requirements if it continues separate 
operation at $10,254,000 per year, or a total of $21 million per year for the 2. 
If the contract is approved, the estimated mail-pay requirements of the 2 com- 
panies would be reduced from $21 million a year to $11,970,000, a saving of 
$9 million. 

A second study by Pan American on the savings that would be effected was 
based upon a calculation by Pan American of the additional expenses it would 
have had to incur in 1948 to handle the traffic carried by Overseas in addition to 
its own. It was estimated that if the services of the 2 companies had been 
operated on a combined basis in 1948, the net operating losses of the 2 services 
would have been reduced to $5,743,000. A combined operation would have per- 
mitted a reduction of $4,667,000 in the investment of the two operating separately. 
Giving effect to the both of these elements, if the business of the 2 had been 
handled as a single operation in 1948, the cost would have been $6,500,000 
less than it actually was. It is argued that these savings should be realized 
now, not postponed until 1952, as there is no inherent virtue in a 7-year experi- 
mental period as illustrated by recent Board actions issuing a 5-year certificate 
rather than for 7 years. It is also argued that the transaction herein is one 
reached voluntarily; that there is no assurance they would be able to agree 
3 years from now; that it is better to take advantage of voluntary action than 
to resort to compulsion in the future. 

On the question of whether TWA’s transatlantic operations would be affected 
by Pan American’s acquisition of Overseas, Mr. Trippe stated that TWA would 
not be injured and that it would not be affected to any realistic degree. He 
pointed out that whether or not the transaction is consummated, Overseas and 
Pan American would fly Boeings over the North Atlantic, as that it would make 
relatively little difference to TWA whether these planes operate under 1 house 
flag or 2. Referring to the fact that TWA competes directly with Overseas 
only at Shannon and Pan American at only two points, Shannon and Lisbon, it is 
asserted that TWA is almost free from direct United States flag competition. 
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it is pointed out that the heart of TWA’s route is France, Switzerland, Italy, 
Greece, Israel, and Egypt, all of which are important and within which TWA 
has no competition from United States-flag carriers. By contrast, it is stated 
that Overseas had to compete directly with Pan American for 75 percent of its 
1948 traffic, that Pan American had to compete with Overseas or TWA for the 
same proportion of its transatlantic traffic, whereas only 10 percent of TWA’s 
total transatlantic traffic was directly competitive with either Overseas or 
Pan American. 

Pan American contends that the domestic routes of TWA give it a substantial 
competitive advantage over Pan American despite the latter’s other interna- 
tional operations. TWA maintains ticket offices in and around 56 cities in the 
United States which it serves and in 12 offline points. Pan American cites a 
statement by W. A. Patterson (president of United Air Lines) that “Pan Amer- 
ican is at a competitive disadvantage in the foreign fi2ld compared to those that 
have entry into the interior of the United States.” Pan American operates 23 
ticket offices in the United States, many of which result from its other interna- 
tional operations but which help it compete for transatlantic traffic. Pan Amer- 
ican contends that these are for the most part disconnected with transatlantic 
operations and constitute only a partial offset to the domestic routes of TWA. 
The following table was submitted to show that TWA is larger than Pan Amer- 
ican in terms of revenue-miles flown, passengers carried, and in revenue-pas- 
senger-miles : 


Relative overall size of American, Pan American, and TWA (12 months ended 
Mar. 31, 1949) 


flown passengers miles 


| - 
American (including Overseas) 66, 634, 960 3. 098, 769 1, 625, 171, 000 
Pan American. wal 61, 310, 836 | 
TWA 66, 745, 396 


! 
| Revenue-miles Revenue | Revenue passenger- 
| 
| 
| 


931, 214 1, 142, 899, 000 


1, 349, 893 1, 106, 744, 000 


A comparison of the number of transatlantic passengers carried by points 
served by Overseas, Pan American, and TWA in 1948, as submitted by Pan Amer- 
ican, is shown as appendix 3. These data show that at Shannon, Pan American 
handled 3,865 passengers, or 31.7 percent ; Overseas, 4,970 passengers, or 40.7 per- 
cent; and TWA, 3,370 passengers, or 27.6 percent. At Lisbon, the only other 
point where Pan American and TWA compete directly, Pan American handled 
8,376 passengers, and TWA 1,673 passengers. Pan American explains substan- 
tial discrepancy at Lisbon by pointing out that Pan American has been serving 
Lisbon 6 years longer than TWA; also that TWA has failed to provide space 
for Lisbon continuing all its flights beyond to Rome or Cairo, while Pan Amer- 
ican has consistently turned around several flights a week at Cairo. 

The number of transatlantic passengers and the percentage carried by each 
United States flag carrier in 1947, 1948, and the first half of 1949 are shown 
in the following tables: 


Number and proportions of United States flag transatlantic passenger traffic 


Percentage of United States flag 


| ; 
} transatlantic passengers 


Number of transatlantic passengers 
| 


AOA PAA | Twa | aoa | 
| 


January to June 1947 | 23, 672 | 24, 756 16, 364 | 36. ! 
July to December 1947 : 26, 172 | 34, 993 | 24, 278 30. 6 
January to June 1948 18, 178 | 21, 807 19, 347 30. 6 
July to December 1948 : 30, 198 | 31, 533 30, 334 32.8 | 
January to June 1949 21, 734 | 24, 476 | 25, 082 | 30. 
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Number and proportions of United States flag revenue-passenger-miles in 
Atlantic-area operations 


| Percentage of United States 




















| 
Revenue passenger-miles | flag revenue passenger-miles 
| AOA | PAA | TWA | AOA | PAA | TWA 
| 
naperereremenrecenessneneenaressaceeaprer =r eee a een a een re er SGOT EIE TO 
January to June 1947.......... | 75,939,000 | 97,351,000 | 87, 904, 000 29.1 | 37.3 33.6 
July to December 1947... .--- 92, 421,000 | 146,928,000 | 132, 514, 000 24.9 39. 5 35.6 
January to June 1948... __.... | 70, 437,000 | 100, 866,000 | 101, 697, 000 25.8 36. 9 37.3 
July to December 1948... ...-. 102, 167,000 | 132,421,000 | 151, 740, 000 | 26.4 34.3 39.3 
January to May 1949... ..--- 60, 901, 000 84, 924, 000 102, 060, 000 24.6 34.2 41.2 








Pan American asserts that TWA’s increase in business as shown in the fore 
going tables is due to factors inherent in the TWA route on which TWA is just 
beginning to realize. These factors are: (1) TWA is certificated to rich traffic 
territory in Europe and the Middle East; (2) TWA has practically no direct 
United States flag competition; (3) TWA has only one serious foreign-flag 
competitor (Air France) operating to its homeland; (4) no part of TWA’s route 
has been cut off by the Iron Curtain. 

According to Pan American the principal reason why this strength of TWA’s 
route did not become fully apparent until the last 12 months lies in TWA’s failure 
to develop the route because of lack of equipment. The latter stems from its 
financial situation. Until the summer of 1948, TWA was endeavoring to operate 
the route with 6 Constellations against an average of 14 operated by Pan Amer- 
ican. Only with the acquisition of 12 type 749 Constellations for international 
services in mid-1948, when the 6 L—49’s that had been in service were transferred 
to domestic service, did TWA begin to realize on the potential of the route. 

Pan American cites other important potentials on which TWA had yet to 
realize in 1948 or 1949 as: (1) The 1948 figures do not reflect TWA service to 
Zurich, which did not begin until early 1949. Neither the 1948 nor 1949 figures 
reflect service to Milan, which TWA expects to begin in 1949. TWA estimated 
that service to these cities would increase Switzerland and Italy traffic by 33 
percent. (2) The Catholic Holy Year in 1950. (3) Disturbed condition in 
Israel resulted in TWA suspending service there in March 1948. A Pan American 
witness, Robert Nathan, estimated that in 1950 there would be a movement of 
40,000 air passengers between the United States and Israel. (4) The Middle Past 
oil areas; TWA alone is certificated to Dhahran and along with Pan American to 
Basra. 

It is contended that the acquisition will not have any adverse effect on TWA; 
that the fact that Pan American may carry more passengers than TWA is with- 
out consequence unless TWA can show this fact would render it incapable of 
being an effective competitor. It is argued that if Pan American after the ac- 
quisition retains the 60 percent of the transatlantic passenger-miles which it and 
Overseas carried in 1948, TWA will be no worse off than now, that there is 
nothing contrary to the public interest in Pan American carrying, in addition 
to traffic it has carried in the past, other traffic TWA never carried if TWA can 
still do as well against 1 competitor as it did against 2. Pan American points out 
that the only point common to Overseas and TWA is Shannon, which it now 
serves, that most of the points being acquired by Pan American are many hun- 
dreds of miles from any point on TWA’s route. With respect to Shannon, TWA 
stated that its share of business there would increase. Overseas’ 1948 Shannon 
passengers equaled 10 percent of TWA’s total transatlantic traffic; hence, if TWA 
attracted half the Shannon business, it would have a 5 percent increase in trans- 
atlantic business. It was asserted that TWA’s equipment limitations have pre- 
vented it from supplying the quantity of Lisbon seats that would enable it to 
capitalize on its ability to provide a greater frequency of schedules than Pan 
American, but that TWA’s position then will not be affected by the acquisition. 

Referring to TWA’s claim of 10 percent diversion if the acquisition is approved, 
Pan American points to TWA’s claims about Shannon traffic and argues that 
TWA is saying that Pan American will get only part of Overseas business and 
none of TWA’s at a point which Pan American serves but will get all of Overseas’ 
and part of TWA’s at points Pan American does not serve. Pan American also 
points out that approval of the acquisition will leave TWA the only airline selling 
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single-carrier transatlantic service in such cities as Los Angeles, San Francisco, 
etc., where it must presently sell in competition with American. Rather than 
being adversely affected by the acquisition, Pan American contends that TWA 
will be benefited: (1) Reduction of competition from 3 to 2 will permit those 
remaining a greater share of the business; (2) the increased security against 
pruning of appropriations which TWA would enjoy as a result of the reduction 
of total international mail payments; (3) elimination of many of the uncer- 
tainties which would otherwise exist concerning the action in 1952 when the 
temporary certificates expire. 

As a result of the Board order (serial No. E-2512) instituting a proceeding to 
determine whether, if the transfer of the certificate of Overseas to Pan American 
is approved, the certificates of Pan American and TWA should be amended and 
modified, Pan American, TWA, and public counsel submitted drafts of changes 
which should be made if the acquisition should be approved only with conditions. 
These suggested changes are shown as appendix No. 2. 

Mr. Trippe stated that Pan American would not go through with the agreement 
if the route pattern adjustment suggested by TWA and by public counsel are 
made conditions for approval of the agreement (see appendix 2). He pointed 
out that Pan American will incur extensive obligations in taking over the busi- 
ness of Overseas, and that Pan American will not incur these obligations simply 
to have TWA substituted for Overseas as a competitor. He testified that the 
directors of the company would not under any considerations accept any of the 
conditions along the lines proposed by TWA or public counsel. He further 
stated that Pan American will not accept any condition that it alter any of its 
permanent certificates across the North Atlantic to temporary cerificates; nor 
would it accept any conditions requiring it to give up traffic points as a condition 
to the acquisition of Overseas. 

Mr. Trippe stated that he still holds the position that the United States would 
be best served with unification of overseas air service under a plan adopted and 
approved by the Government, that Pan American is making no effort to press 
that point, and that approval of this contract has no bearing upon that point. 
Although Mr. Trippe expressed the view that approval of the contract under 
consideration would prejudice Pan American’s chances of getting a transconti- 
nental route, he emphasized the fact that there was no understanding with 
American that Pan American would withdraw its application for a domestie 
route if the instant agreement is approved. Both he and Mr. Smith testified 
that there are no other agreements or oral understanding between the com- 
panies other than those which have been filed and are part of the agreement 
under consideration herein. 

Pan American submitted the following estimate of revenues, expenses, and 
mail pay required for the year July 1950 to June 30, 1951, based on the assump- 
tions that the acquisition of Overseas has been (@) disapproved (6) approved: 





PAA, if If acquisition 


approved, 
acquisition, | | additional Total () 
re) revenue and 
| expenses 


—|} — 





Revenues: 
Total revenue 
Per mile... __. 


penses: 
Total direct flight costs. _- . ; -.--| 29,086,000 | 13, 241, 000 | 42, 327, 000 
Per mile. i 1. 57 | ce 1. 65 
Ground expenses, divisional: | 
Total ground expenses, divisional... o--<+--es00] 92,014,000 | 5,261,000 | 26,275, ae 
Per mile _-_--. ; ‘a te , eneeriats ; 1. 03 
Station expenses - bedans panned 5, 115, 1, 381, 000 | 6, se 000 
Per mile_. . Pica teecy.s 0. 28 | 0. 25 
Total operating expenses ¥ cee si 55, 215, | , 883, 75, -, 000 
Per mile. Sea 2.99 | 2. 93 
Net profit or loss before United States mail | pay: eS 3, 611, 7 / 1, 840, 000 
United States mail pay required __.. oel. a 7 11, 970, 000 
Net profit before taxes. _....-. of habbo shevbaseies Shale 7, 127, 10, 130, 000 


a 


$52,185,000 | $21,764,000 | $73, 949, 000 
3 S76 fisisans.- 855 2. 89 
ux 


Mr. Trippe expressed the opinion that the present deal is preferable, in the 
interests of Pan American, to the original deal. It eliminates the necessity of 
issuing the 1,193,844 shares of Pan American stock contemplated under the 
original deal, thereby increasing the number of shares of Pan American stock 
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outstanding. It also avoids the complications inherent in having a large block 
of Pan American stock owned by American, as well as eliminates the cost of 
creation of the voting trust. Mr. Trippe stated that at the time of the original 
deal it was academic to even consider a cash deal; that the only method available 
was used to effectuate a deal that was then sound. However, the change in condi- 
tions since that time has made possible a cash deal. Mr. Trippe said that the 
directors of Pan American are of the opinion that the present program is sounder 
from the view of Pan American stockholders in the light of current developments 
than would have been the case in going forward with the old deal. 

Mr. Trippe described the steps preliminary to entering into the all-cash deal. 
He first proposed payment of $8,500,000 in cash and issuing a $9 million note 
because the latter figure exceeded Pan American’s credit agreement of $50 million. 
Pan American wished to spread the maturities and have amortization of the $9 
million deferred for some period of time. Mr. Trippe discussed the possibilities 
of obtaining an additional $9 million credit with some of the 28 banks which were 
parties to the $50 million credit agreement and was advised, because of the 
extent of the existing commitments to Pan American by some of these 28 banks, 
as well as Pan American’s desire for spread in maturities, to seek the additional 
$9 million credit from banks outside the group. Mr. Trippe then discussed the 
possibility of obtaining $9 million credit from Bankers Trust Co. and the Mellon 
National Bank. A variety of reasons led him to do this; for one thing, they were 
among the largest banks in the country not already participating in Pan Ameri- 
can’s credit agreement. Their chief executives, 8S. Sloan Colt and Richard K. 
Mellon, had been Pan American directors and were generally familiar with Pan 
American’s business. Pan American had previously had business relations with 
one of them, and they had previously expressed an interest in doing business with 
Pan American. Since he had only a limited time within which to canvass bank- 
ing institutions, these considerations were of importance to him. 

He said that he did not know that Bankers Trust was one of TWA’s “principal 
banks.” Pan American points out on brief that the credit extended to TWA by 
Bankers Trust Co. and by the Mellon National Bank will each represent 8 percent 
of TWA’s entire indebtedness. Pan American also points out that when TWA 
made its credit arrangement in 1948, it borrowed from at least 8 banks that par- 
ticipated in Pan American’s credit arrangement of 1946, including one which 
held 15 percent of Pan American’s indebtedness, and another which was man- 
ager of Pan American's banking group. It further points out that Bankers Trust 
Co. had extended credit to both Overseas and Panair do Brasil in 1947. 

Pan American asserts that the purchase price of $17,450,000 is fair and equi- 
table to the stockholders of Overseas and Pan American, and that Pan American 
can consummate the transaction without adverse effect upon its financial posi- 
tion. It states that the book value cannot be an unfair price for the assets of a 
public utility, particularly where all the earnings of that public utility have been 
the result of government aid, the amount of which is fixed to provide what the 
regulatory agency considers a fair rate of return on the investment. It argues 
that the fact that in other acquisition proceedings the Board has felt it necessary 
to scrutinize purchase prices in excess of book value and in some instanees to 
take steps to prevent such excess from becoming a charge to the public is sufficient 
evidence that book value is accepted as the norm. (Western-Union Sale of Route 
68, 8 CAB 298). With reference to the contention that the purchase price is too 
low because it does not take into account possible increases subsequent to June 
30, 1949, Pan American points out that it does not take into account possible 
losses ; that Overseas is now in the bad season for transatlantic traffic, and, if Pan 
American 1949 experience is any criterion, Overseas financial showing over the 
next few months may be further adversely affected by the costs of initiating 
Boeing aircraft into service. 

It is pointed out that the favorable character of the transaction to Overseas 
stockholders is seen from the fact that the proposed price of $9.97 per share 
represents an appreciation of 72 percent over the average of the price of Overseas 
stock in November 1948 (the month before the original deal), which ranged from 
514 to 634. The market price of Pan American was lower in September 1949 than 
in November 1948, while the market prices of airline stock generally had in- 
creased only about 12 percent. It is argued that it is not the duty of the Board 
to act as a broker for the seller; that the Board has no greater interest in the 
seller than in the buyer, and that its responsibility is to see that the price was 
negotiated at arm’s length and is within the zone of reasonableness for both sides. 
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Pan American now has a credit agreement with 30 banks, which permits it to 
borrow up to $59 million, of which $19 million is contingent upon consummation 
of this agreement. It is asserted that there is no certainty that it will be neces- 
sary to borrow all the $59 million, but if it is done, the depreciation accruals of 
the combined company resulting from the acquisition will be $25 million in 
excess of all amortization and interest requirements over the next 5 years. Pan 
American submitted a pro forma balance sheet to show that even if the $59 
million is used, Pan American would have an equity of $91,445,000 against a 
maximum debt of $59 million, resulting in debt being 64.52 percent of equity. 
This compares with an industry average of 96.03 percent as of December 31, 
1948. The equity figure cited above includes only the cost of Pan American’s 
investments in its subsidiaries and affiliates and would be increased to $99,342,000 
by including the excess over the cost of Pan American share in the equity of 
these companies. On this basis, debt would be 59.39 percent of equity, a lower 
ratio than any of the Big Four airlines. Excluding the excess of these invest- 
ments over the cost, and excluding about $8 million in estimated additional 
mail pay, Pan American’s ratio of debt to equity would be 68.4 percent, which 
is comparable to that of American of 69.9 percent and below the average of 
96.6 percent for all domestic airlines. 

As of August 31, 1949, Pan American’s debt was $30 million ; if this agreement 
is approved, it will be permitted total borrowings of $59 million. However, $10 
million of the additional $29 million is available to it irrespective of the purchase 
of Overseas. Mr. Trippe expressed the opinion that the cash outlay which would 
be required in the acquisition of Overseas would be between $21,450,000 and 

22,450,000, in which event Pan American would not borrow the maximum so 
that the debt ratio would be lower. In any event Pan American asserts that there 
is no question that it can carry out the transaction without impairing the sound- 
ness of its financial structure. 

Pan American maintains that modification of the contract whereby American 
will receive cash instead of Pan American stock eliminates any possible ground 
for argument that TWA’s competitive position will be adversely affected by the 
disappearance of one of its United States-flag competitors. It had been argued 
that, since American under the original deal would own about $11,500,000 of 
Pan American stock, it was not really going out of transatlantic business but 
was transferring its interest from Overseas to Pan American, and that the 
combined efforts of the two companies would stifle competitors. Pan American 
asserts that under the modified agreement TWA will secure not only the full 
advantage that would normally come from the disappearance of a competition, 
but the special advantage of disappearance from transatlantic service of the 
only other domestic airline engaged in such operation. As a result, TWA will 
be the only airline in the United States that can advertise one-carrier service to 
Europe from points other than New York and Boston. 

’an American points out that TWA’s transatlantic traffic has been increasing 
in excess of its forecast ; that it forecast an increase in 1949 of 29 million revenue 
passenger-miles over 1948; yet for the first 9 months of 1949, it has experienced 
a gain of 37 million revenue passenger-miles over the same period of 1948. Pan 
American states that TWA’s Constellation load factors has averaged 71.3 percent 
for the period January—September 1949, and contends that it is obvious from 
these load factors that TWA traffic has been held back by laek of equipment. 
Pan American claims that its traffic gain over 1948 has been well below that 
of TWA, both in terms of absolute numbers and percentagewise, despite a sub- 
stantial increase in capacity by reason of Boeing equipment. Pan American 
points out that on eastbound flights, TWA has carried 2.3 more passengers than 
Pan American, despite the larger size of Pan American’s aircraft. During the 
4-month period June—September 1949, as compared with the same period of 
1948, Overseas had a decline of 1,394 passengers, Pan American gained 3,017, 
and TWA gained 1,545; thus Pan American concludes that its gain has been 
at the expense of Overseas. 

Pan American submitted numerous statistical data supporting its suggested 
amendment of its certificate to include Paris, Rome, Israel, and Middle East 
oil points (see appendix 2). It offered as witnesses Robert R. Nathan, who is 
Serving as economic consultant and adviser to the economic department of the 
Jewish Agency for Palestine, and to the American-Palestine Trading Corp., and 
John A. Loftus, who among other positions served as Chief of the Petroleum 
Division of the Department of State. Mr. Nathan testified regarding the political 
and economic development and traffic potential of Israel. He estimated about 
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60,000 people will move in and 60,000 will move out of Israel by air in 1950, 
of which about 20,000 of each will be to or from the United States; he stated he 
was not competent to judge whether this traffic should have one or more carriers. 
Mr. Loftus testified regarding oil developments and production and the number 
of American employees of oil companies in the Middle East. He testified there 
are approximately 5,000 American subjects employed directly or indirectly by 
oil companies in the Middle East, and that the prospects are that this will 
increase to at least 10,000 over the next 5 years by reason of construction of 
the Mideast pipeline exploratory refinery and other pipeline projects. The dura- 
tion of the normal employment contract in the area runs from 24 to 36 months, 
with home leave of 26 days plus travel time granted at the termination of the 
contract. 
EVIDENCE AND ARGUMENTS AGAINST APPROVAL 


Transcontinental & Western Air, Inc. 

In discussing the proposed acquisition, Warren Pierson, chairman of the 
board of directors of TWA, stated that his company prefers the present three- 
carrier arrangement. That preference is made more definite by reason of the 
fact that this proceeding was not broadened to consider whether the temporary 
certificates due to expire in 1952, now held by the carriers, be changed to per- 
manent authorizations. TWA does not oppose the merger if as a condition 
thereto the Board and the President will authorize a two-carrier pattern which 
will permit TWA to have a position equally as strong as that which will result 
from the combination of Pan American and AOA. TWA prefers the service 
pattern it submitted to that proposed by public counsel, but if the Board and 
the President should accept the latter as a condition to approval of the merger, 
TWA would be willing to accept the modified route pattern insofar as its 
system is concerned. Mr. Pierson expressed the opinion that, although it 
would not happen overnight, “there can be no question but that the prepon- 
derant forces of Pan American will result in a single company” in the North 
Atlantic if the acquisition is approved without the route modifications proposed 
by TWA. 

TWA takes the position that the 3-carrier system across the North Atlantic 
authorized in 1945 is evenly balanced with respect to traffic potentialities. It 
points to the allocation of transatlantic traffic between United States-flag car- 
riers by the Crozier report‘ based on route patterns as certificated June 1, 1945, 
which allocated to TWA 13,248 passengers, or 20.9 percent of the total, Pan 
American 19,446 passengers, or 30.8 percent of the total, and to Overseas 30,516 
passengers, or 48.2 percent of the total. The potentialities of the three routes 
as measured by the population of the cities authorized for service and after 
eliminating the Iron-Curtain countries were shown as follows: 


| TWA PAA | AOA 

| >| —_—_—— 
Cities | Population | Cities | Population) Cities | Population 

anipncianss iter lbennemne dele niorpepsinschbapininanallininpetnridhiinlgiers 


UIE nts Acatencbc aepegnees 16 | 9, 791, 578 19 | 18, 424, 792 12 | 22,150, 434 
Iron Curtain eliminated _._._.........-..- 16 | 9,791, 578 16 | 16, 097, 506 9 13, 650, 214 











It is argued that the foregoing shows the attempt at distribution in the North 
Atlantic Route case, which approaches equality only through the inability of 
Pan American and Overseas to serve the Iron-Curtain countries. TWA pointed 
out that in 1948 United States-flag carriers carried 70.5 percent of the total 
transatlantic traffic, contrasted with 29.5 percent carried by the 6 foreign-flag 
carriers; that this means there is no reason yet to conclude that there is some- 
thing inherently wrong with the North Atlantic decision. 

TWA contends that Pan American is already the strongest of the transatlantic 
carriers. In support thereof reference was made to the authorized route mile- 
age of Pan American (including Panagra) in 1948 of 105,455, as compared with 
32,726 for TWA and 29,084 for American (including AOA). Route-miles oper- 


* Overseas Air Service Patterns, Transatlantic Areas, September 1943. 
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ated were: Pan American, 58,911 ; TWA, 17,228; American, 14,434. TWA pointed 
out that the populations of the cities served by Pan American (including 
Panagra) was 90,505,900; that of American (including AOA), 77,020,776; and 
that of TWA was 60,201,536. Operating revenues of Pan American (including 
Panagra) in 1948 was $155,141,000, as compared to $101,050,000 for TWA and 
$112,580,000 for American (including AOA). The foregoing figures for Pan 
American do not include revenue of Pan American affiliates, which was $43,311,- 
386 in 1948. TWA asserts that Pan American can and does expend more for 
advertising than TWA. It refers to Pan American’s advertising showing its 
worldwide international system and states that Pan American recognizes the 
extent of its system as a competitive advantage, since it is featured in advertis- 
ing and publicity. 

TWA contends that the acquisition of Overseas by Pan American will throw 
the North Atlantic route pattern out of balance by adding power to Pan Ameri- 
ean and reducing TW4A’s ability to compete. It asserts that under the com- 
bined Pan American-Overseas operation 1947-48 transatlantic traffic distributed 
TWA 30.3 percent, Overseas 30.6 percent, and Pan American 39.1 percent would 
be redistributed as follows: TWA, 27.7 percent; Pan American, 72.3 percent. 
According to TWA, the number and population of the cities served which would 
result from the combination of Pan American and Overseas would be as follows: 


By TWA By PAA 


Cities Population Cities Population 


After merger bees 13 13, 856, 201 44, 481, 999 
Iron Curtain eliminated 13 13, 856, 201 31, 979, 132 





It was estimated by TWA’s traffic vice president that the merger of Overseas 
and Pan American would result in a 10-percent diversion of TWA traffic. The 
estimate of diversion was not related to traffic to or from any particular point or 
on any particular segment and was not based upon analysis of any particular 
segment. The 10-percent figure represented a judgment estimate of the mini- 
mum amount of diversion which would be experienced. The factors entering 
into the 10-percent diversion estimate were enumerated as follows: First, a com- 
bination of Overseas and Pan American would have a strong competitive effect, 
as the amount of advertising now done by Overseas and Pan American would be 
continued under Pan American’s name, while TWA could not economically com- 
pete with that amount of advertising on a percentage of its revenue. Second, 
the acquisition would improve Pan American’s position with travel agents who 
develop a substantial part of international trade. Travel agents in 1948 accounted 
for about $11,600,000 of Pan Ameriean’s Atlantic division revenues and about 
$10,600,000 of TWA’s transatlantic revenues. Third, merger of the two com- 
panies would give Pan American an advantage as far as the individual traveler 
is concerned, since business travelers plan a trip with one city in mind; any side 
trips are more or less a part of the trip, so that a carrier that serves the greatest 
number of cities gets the first chance to the greatest number of passengers. The 
witness stated that the overall impact of Pan American’s worldwide coverage 
puts them in a position of being able to serve the traveling passenger for most 
any trip he may want to make overseas. 

With respect to any increase in TWA mail payments which might be necessary 
if the merger is approved, TWA’s forecast of revenues and expenses for 1949 
under the present situation shows a net loss of $6,770,000. A similar forecast 
on the basis of approval of the merger estimates that the net loss for 1949 would 
amount to $8,999,000. 

TWA contends that approval of the merger will necessitate a revision of the 
route pattern between Pan American and TWA to establish a fair competitive 
balance. The proposed revisions in the route pattern submitted by TWA, Pan 
American, and public counsel as a result of the Board’s order E-2512 of March 1, 
broadening the proceeding, are shown in appendix 2. TWA’s estimate of the 
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effect of the several proposals on the present North Atlantie service pattern 
under 3 carriers as portrayed by the table on page 69 follows: 


(1) Merger of Pan American and Overseas with TWA proposed route changes 





TWA Pan American 
Wee ciiiacns - debi aed ise etewnbets weekends dh ~ an dstes percent. 52 48 
Population (cities over 500,000) _......_- la roa oe 25, 423, 070 44, 396, 202 
Cities Ser WOU URGEVUEY -... oo cc col ece cnet occ coe Faseanee ineadete aed 16 32 





(2) North Atlantic route pattern proposed by public counsel. 














TWA Pan American 
DD. icin dine co oth de pacts deadsshihodabidatlendantelasen=desh percent_- 47.7 52.3 
Population (cities over 500,000) _...........-..-- en aie hc vacahs apakbenes 24, 899, 000 38, 626, 000 
Cities served exclusively.....................--. SU eee Chass che dee ee 23 27 


(3) Merger of Pan American and Overseas with Pan American proposed route 
changes. 





TWA Pan American 
Whe ance cknxhin iia dstidadad eles tat ben <a) Seeds acGus sms eens percent__ 20.7 79.3 
PI: OIE BANS BERS... nnitnchndibhiniantimmsanttannmatibamnimene 14, 500, 000 55, 023, 000 
Cities served exclusively_........_.--.-- BERS Ce I EE op RR AGA 6 38 





As previously set forth, TWA prefers the merger with the conditions it pro- 
posed, the effect of which is shown in tabulation (1), rather than that suggested 
by public counsel shown in tabulation (2). TWA’s proposal would add London, 
Belgrade, and Frankfurt, on a temporary basis, to TWA’s system, would substi- 
tute TWA for Pan American in Brussels, and would substitute TWA for Pan 
American in Barcelona and Marseilles. TWA estimated that approval of the mer- 
ger with these conditions would reduce its net loss before mail pay, now estimated 
as $6,770,000 for 1949, to $3,585,000. TWA witnesses state that the TWA plan fits 
into its present route pattern better than that of public counsel, that the proposal 
(which gives it 52 percent and Pan American 48 percent of the traffic) gives a bet- 
ter balance on traffic distribution to TWA. Although TWA would under this pro- 
posal serve 16 cities exclusively against 32 for Pan American, as compared to 
serving 23 cities and Pan American 27 under public counsel’s plan, there is more 
traffic involved in the TWA plan. In this instance the traffic generated is a more 
important factor than the number of cities served exclusively. Service to Lon- 
don (involved in TWA’s but not in public counsel’s plan) is the factor favoring 
TWA preference. This is evident from TWA’s statement that if London is 
eliminated from its plan TWA would lose interest in the plan. 

TWA states that it does not believe that the establishment of a two-carrier 
system either on the plan proposed by it or public counsel will in reality put it 
on an equal footing with Pan American after the merger because Pan American 
will still be a leading international air carrier; it will still have greater re- 
sources for advertising in other competitive services ; it will still have the advan- 
tage of a multiplicity of routings through Europe, and thus be the first attraction 
for a prospective passenger; moreover, it will have acquired the backing of 
American, whose substantial investment in Pan American by itself will provide 
all the incentive necessary. In the opinion of TWA, what its proposal achieves 
is a reasonable balance between the 2 carriers for the remainder of the trial 
period so that if after 1952 further adjustments appear necessary they need 
not be of such drastic nature as a complete settlement of the question would 
require if decided today. 

On June 3, 1949, TWA announced the purchase of 20 additional Constellation 
aircraft at a cost of $20 million for use on its international and domestic routes. 
TWA’s traffic vice president stated that TWA feels that by using Constellation 
equipment it can effectively compete with Pan American using Boeing equipment. 
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He pointed out that operation of a greater frequency with Constellation would 
be one factor in counteracting Boeing sales appeal. The witness stated that the 
factor of equipment itself is something within management’s control and is not 
a factor of route structure or size of carriers, and that if TWA finds the Boeing 
has a substantial public acceptance and preference, TWA can buy Boeings. 

TWA’s president, Ralph S. Damon, was asked about a news story under a 
Rome dateline of May 21, 1949, concerning a purported interview, when he was 
in Rome, on the prospect of air traffic to Rome during the 1949-50 Holy Year. 
Mr. Damon did not recall making the statement attributed to him that “TWA 
alone may be able to bring 330,000 persons from the United States to Rome for 
the Holy Year.” He said he was informed by the secretary of the Vatican Holy 
Year Committee that it was hoped and expected that 2 million pilgrims from 
outside Rome would visit the city during Holy Year. Mr. Damon expressed the 
opinion that Holy Year would produce a substantial volume of traffic to Rome, 
and TWA hoped to get its share. 

Mr. Damon stated that when elected president of TWA, January 24, 1949, he 
was assured by the TWA board that TWA has no intention of selling or disposing 
of its foreign routes, and that he subscribes completely to that policy. 

TWA did not submit any evidence, except for an exhibit relating to its bank 
credit, at the hearing on the amended agreement. In its supplemental brief, 
TWA states that the supplemental agreement requires no change in the position 
of TWA, in the analysis of the evidence, or the arguments made in its original 
brief, heretofore discussed. TWA argues that the objections to the merger have 
not been removed but that the evidence at the reopened hearing reaffirms their 
soundness. It is contended that changing to an all-cash transaction has not 
eliminated Ameriean’s interest in routing traffic over Pan American; that it can- 
not be claimed that with approval of this deal over opposition of TWA, American 
would route transatlantic passengers, from Los Angeles or Chicago for example, 
over TWA rather than over Pan American. It is asserted that the proposed 
transaction is part of Pan American's general plan to monopolize United States 
international air transportation; that the persistence with which Mr. Trippe 
pursued the acquisition of Overseas reaffirms the policy of Pan American “to 
swallow its competitors.” 

It is contended that the supplemental hearing reveals additional reasons why 
the transaction is contrary to the public interest. It is asserted that the new 
arrangement is unfair to the stockholders of Overseas and of American. TWA 
argues that when Mr. Smith started out to obtain a revised deal that would bring 
to American the equivalent of its investment of $10.77 per share in Overseas, 
he was thinking of his responsibility as a director of American and not as a 
director of Overseas ; that he did not give any consideration to reimbursement of 
the per share cost of other stockholders of Overseas. However, despite the fact 
that throughout the new negotiation Mr. Smith was able to get whatever he 
wanted from Mr. Trippe, he finally settled for $9.97 per share even though the 
transaction cannot be closed for months. Mr. Smith is criticized for using 
June 30, 1949, book value to arrive at a selling price for a deal concluded in 
September, when American’s exhibits show that as of July 31, 1949, the book 
value was $10.20 per share. Moreover, it is pointed out that any additional mail 
compensation that may be received when the temporary rate under which Over- 
seas has operated since 1945 is replaced by a permanent rate goes for Pan Ameri- 
can’s benefit. Pointing out that, in addition to the foregoing, nothing has been 
included in the purchase price for the value of the certificate or going-concern 
value, TWA charges that Overseas stockholders “have been sold out already 
without even a chance to express themselves.” In TWA’s opinion, the best indi- 
cation of how poor a deal Mr. Smith made for his stockholders is found in Mr. 
Trippe’s testimony that the new arrangement is superior to the old one from the 
standpoint of Pan American. TWA charges that “Mr. Smith again permitted 
himself to be completely outtraded by Mr. Trippe.” 

In 1948 and again in 1949, TWA entered into a credit agreement with a number 
of banks to enable it to purchase new equipment and refinance certain indebted- 
ness. Bankers Trust Co. and Mellon National Bank & Trust Co. hold the largest 
commitments in these agreements. TWA charges that Pan American’s selec- 
tion of these 2 banks to obtain the additional $9 million credit required to make 
a cash transaction is in furtherance of its chosen instrument policy. TWA 
ridicules Mr. Trippe’s statement that the fact that these banks were creditors 
of TWA never occurred to him before TWA counsel raised the question at the 
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hearing, and attacks his standing as a witness. TWA maintains that by obtain- 
ing the two banks as large creditors of Pan American, Mr. Trippe has placed him- 
self in a much more favorable position to buy out TWA if the proposed arrange- 
ment is approved with the inevitable weakening of TWA’s position that will 
result. 

On supplemental brief TWA renews its argument that if this transaction is 
approved, the condition proposed by TWA should be prescribed. It states that 
for the most recent period for which figures are available the percentage of 
traffic carried by Pan American has been increasing over the traffic carried in 
the same months of 1948, while that of TWA has been decreasing. It sets forth 
a table of results by months for July, August, and September 1949, compared 
with the same months of 1948, which is summarized : 


3 months’ total 
| os | 19 
a a a a rc ae 25.4 26.4 
22.0 | 21.0 


It asserts that current results confirm its position that if the merger is approved, 
it should be only on those conditions proposed by TWA, which have been dis- 
cussed heretofore. 


American Export Lines 


Export is the largest minority stockholder in Overseas with 355,708 shares, or 
20.3 percent of the outstanding stock, acquired at a total cost of $2,602,496, or an 
overage of $7.31 per share. Export, which under the original agreement received 
244,350 shares of Pan American stock, will receive $2,436,169 under the cash- 
payment amendment. The agreement under which American acquired control 
of Overseas gave Export the right to nominate two directors on the board of 
Overseas. John E. Slater, then executive vice president of Export, became 
ehairman of the board of Overseas and continued in that position until Novem- 
ber 19, 1948, when he resigned because of opposition to the proposed deal with 
Pan American, The record shows that Mr, Slater, when informed of the proposed 
transaction by Mr. Smith early in November 1948, expressed opposition. The 
minutes of the November 17, 1948, meeting of the Export board of directors show 
that Mr. Slater advised the board of the possible sale of Overseas and that the 
board expressed opposition to the project. The minutes of December 2, 1948, 
meetings of Export board show that the directors authorized that a telegram be 
dispatched to Mr. Kemp, chairman of the special committee of American Airlines 
to consider the problem, expressing opposition of Export to the proposal. The 
minutes of the December 6, 1948, meeting of the Overseas board show that Mr. 
Slater voted against approval of the proposal on the ground that it was unfair to 
Overseas and that the price offered by Pan American was too low for the assets 
and going concern value of Overseas and in the belief that the minority stock- 
holders would be forced to accept an inadequate price in the form of Pan Ameri- 
can stock for their investment in Overseas. Mr. Slater resigned as a director of 
Overseas on January 20, 1949. 

On January 4, 1949, the Export board decided it would not prove advantageous 
to the stockholders of Export to intervene in this proceeding. On March 3, 1949, 
Mr. Slater reported on the Board’s orders of March 1, permitting consideration 
of amendment to Pan American and TWA certificates, if the agreement be ap- 
proved, and permitting Sparks et al., to intervene. Thereupon it was resolved 
that Export would intervene for ‘the protection of the financial and property 
interest of Export.” 

Mr. Slater testified in behalf of Export and submitted a number of exhibits. 
He pointed out that throughout its life from 1942 to the present, Overseas had 
been almost consistently in the black, although the year by year financial reports 
did not reflect this fact because of the varying treatment given in mail-pay 
decisions. He asserted that when the deal was made the proponents did not 
have at their disposal the facts now known with regard to the earning power of 
Overseas in the years 1945-48, although there were indications that the earning 
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power was higher than the financial statements then showed. Comparing Over- 
seas with the early years of other airlines, including Pan American and Ameri- 
ean, he pointed out that they had poor years in their early years and that their 
earning power in relation to assets was nothing to boast about, and that this 
factor affords no reason for selling Overseas at a ‘“‘distress” price. His exhibits 
show that in 1946 and 1948 Overseas’ costs had been below those of TWA and 
Pan American, and he concluded that to the extent the argument that competi- 
tion does provide a spur to all those competing to reduce costs, Overseas was 
leading the group in that respect. Mr. Slater was of the opinion that a sub- 
stantial change would be brought about in the competitive situation; that Pan 
American is eliminating a large portion of its direct competition by United 
States carriers. 

Referring to the Overseas exhibits on the unbalance of North Atlantic traffic, 
Mr. Slater pointed out that following the war there was a large one-direction 
movement of United States citizens in Burope getting home or being repatriated, 
of displaced persons, and a large number of war brides, all of which accounts 
for the higher westbound movement. However, looking beyond a year or two, 
Mr. Slater was of the opinion that the prewar pattern would be resumed. He 
pointed out that the North Atlantic passenger movement for the period 1929 
through 1948 shows a fairly balanced movement over the years, that while there 
have been some exceptions and will continue to be exceptions, any contention 
that North Atlantic traffic is permanently unbalanced is unrealistic. 

Based upon traffic-movement data, both by ship and by air, Mr. Slater saw no 
reason to assume that either steamship or air travel has reached a plateau. Ex- 
port is risking $25 million of its money for new vessels in the belief that that is 
not true. A comparison of the steamship capacities and carryings, 1937 and 1948, 
shows a total of 1,771,000 berths and 758,000 carryings in 1987 as compared with 
674,000 berths and 549,000 carryings in 1948. The ratio of carryings to capacity 
in 1937 was 42.5 percent, while in 1948 it was 78.4 percent. Mr. Slater stated 
there is nothing to indicate that the amount of steamship capacity offered will 
ever approach that of prewar days; therefore, the opportunity for air by reason 
of that fact alone is far greater than has been intimated by Overseas. 

Referring to Mr. Trippe’s estimate of $9 million savings in mail pay from the 
proposed merger, Mr. Slater pointed out that there is a difference of $3,500,000 
between the Pan American and the Overseas revenue estimates, the sources of Mr. 
Trippe’s estimate. Another difference in estimates pointed out is that relating 
to cost for flight operations which ranges from $2,500,000 to about $3 million. 
These two figures alone amount to between $5 million and $7 million. Mr. Slater 
did not attempt to say whether the estimates of Pan American or Overseas are 
correct, but he did state that they cannot both be right, and that the $9 million 
figure is based on the assumption that both estimates are right. 

Mr. Slater felt that the record of Overseas justified a better offer than is 
involved ; this belief takes into consideration the temporary nature of Overseas’ 
certificate. He stated that he did not have any idea as to what a proper price 
would be. He was not optimistic as to prospects of Overseas getting on a self- 
supporting basis by 1952 or any particular time. He stated that he told Mr. 
Smith that it was doubtful that Export would be willing to continue to put up its 
share of capital needed for Overseas in the light of Export’s financial commit- 
ments assumed in August 1948. Mr. Slater stated that he still holds the views 
expressed in the North Atlantic case that there should be two carriers, and stated 
that if he could write upon a clean slate now he would adhere to that position. 
He did not believe that disapproval of this agreement with the result that Overseas 
would make extensive investments in Boeing equipment would create a moral 
obligation on the Board in 1952 to renew the certificate. He agreed that if the 
contract is disapproved, the relationship between American and Export would be 
changed. He felt such action would require an increase in officers in Overseas 
solely responsible to the Overseas board, especially since American is of the 
opinion its chief officers are overstrained by dealing with Overseas. 

Export states that the consideration involved is inadequate in that no allow- 
ance was made for the going-concern value of the company, the earning power of 
the assets being acquired, the value of the experience of the organization, and the 
costs already incurred in training personnel, and it does not reflect the currently 
greater net book value of the company. It charges that Mr. Smith sold Overseas 
at a distress price, whereas Messrs. Trippe, Smith, Slater, and Damon all testified 
that Overseas has a going-concern value and that Pan American was acquiring a 
going business, the affairs of which “compared favorably with those of other 
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companies.” Export maintains that Pan American will acquire its strongest 
North Atlantic competitor for the price of its assets alone and, since Pan Ameri- 
can is acquiring Overseas for the purpose of eliminating competition, it should 
pay for these other elements of value. 

Export argues that throughout the negotiations leading to the original agree- 
ment Mr. Smith was representing the dual interests of American and Overseas and 
that his conduct in secretly negotiating the deal and “in driving the deal by high- 
pressured methods including concealment and misrepresentation of material and 
matters of fact through the board of directors” of both companies was a breach 
of trust. It charges that Mr. Smith further committed a breach of trust in 
effecting the deal and concealing negotiations from Messrs. Slater and Damon. 
Export argues that as a matter of law, Mr. Smith and American Airlines occupied 
a fiduciary relation to Overseas and to Export and that the acts and omissions 
of Mr. Smith, aided and abetted by Mr. Cheston, in the sale of Overseas “at a 
distress price constitute a breach of trust invalidating the contract of sale.” It 
is argued that the minority stockholders are entitled as a matter of public interest 
under the Civil Aeronautics Act to dis approval of inequitable contracts entered 
into by the majority under the principle laid down by the Board in the National- 
Caribbean-Atlantic case (6 C. A. B., 671). 

Export states that the new deal ($17,450,000 cash payment) is identical with 
the old deal in the essential that it is a sale of the business and assets of Overseas 
for the value of the assets alone; that it, like the original deal, provides no pay- 
ment for the intangible assets of Overseas and thus it perpetrates the principles 
established by Messrs. Smith, Cheston, and Hanes in “secretly negotiating the 
old deal and by Mr. Smith’s breach of trust in favoring the interest of AA over 
that of AOA and its stockholders.” Export argues that Mr. Smith admits that 
in event the certificate of Overseas were canceled in 1952, Overseas could do about 
as well as in making a trade with Pan American at this time, and therefore by 
Mr. Smith’s own testimony there is no reason for selling Overseas at a distress 
price at this time. Export argues that the Delaware law statute permitting a sale 
of assets to be accomplished without the consent of the stockholders cannot be 
construed to authorize a sale of assets by the controlling interest made in breach 
of trust and in violation of the rights of the minority to be served faithfully and 
impartially by trustees. It maintains that Mr. Smith has not observed these 
rights of the minorities ; in fact, that he “has no understanding of the obligation of 
a trustee or is so recklessly indifferent to the obligations as to disqualify him 
for the office of trustee imposed upon by him by his interlocking directorates in 


AA and AOA.” 


The Sparks group 

A committee composed of Brian O. Sparks, Brent Phillips, John Scott, Roy 
Moore, Wendell L. Danielson, Frank T. Hotoph, and John J. Taylor, was au- 
thorized by a group of employees of Overseas to act in their behalf in this 
proceeding. The Sparks group petitioned for leave to intervene and, among 
other things, asked that the Board defer procedural steps for 4 months in order 
that the group might file a plan for acquisition of Overseas. The Board granted 
leave to intervene but denied all other requests. The number of employees repre- 
sented as of the date of hearing was 371, consisting of 132 pilots, 36 navigators, 
37 flight engineers, 40 radio operators, 11 pursers and stewardesses, 20 dis- 
patchers, 56 office personnel, and 39 foreign-based United States personnel. The 
stock holdings in Overseas of the group was represented as exceeding 1,000 shares 
although the exact amount could not be furnished. 

Mr. Sparks testified that the news of the merger disturbed and depressed the 
employees of Overseas, as it was the second time the line had been sold. Con- 
versations among employees who did not want the line to lose its identity grad- 
ually gave rise to the idea that the employees might buy American’s interest in 
Overseas with the help of additional capital from other sources. Early in Jan- 
uary, Mr. Sparks called on John E, Slater to discuss the idea and to ascertain 
the attitude of American Export Lines toward such a plan. Mr. Slater advised 
that Export was not opposed to such an attempt by the employees, and if it 
materialized he would recommend that Export retain its interest in the airline. 
Mr. Sparks also discussed with Mr. Slater the question of whether other financial 
interests might be interested in assisting in aquiring the interest of American 
in Overseas if the acquisition be disapproved, and was informed that Export 
could not increase its investment, that it was difficult to interest outside capital 
while the agreement was pending, but if it should he disapproved there was a 
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possibility outside capital might be interested. The committee then conducted 
a survey among employees as to the amount that would be pledged, which led to 
the belief that at least $1,500,000 could be expected. Mr. Slater was informed 
of this fact and he advised the group that they should retain legal counsel before 
taking further steps. The committee consulted with James M. Landis, who 
agreed to represent them. Subsequently the petition heretofore referred to was 
filed with the Board by the Sparks committee. 

The plan contemplated acquisition of the stock of Overseas owned by American, 
with the help of American Export Lines, or other financial sources. The primary 
aim of the Sparks group is to preserve the independent identity of Overseas, and 
they prefer to preserve it as an individual property rather than as a subsidiary. 
The group also considered the possibility of acquiring less than the total of 
Ameriean’s holdings—that is, acquiring the 10 percent of Overseas stock ac- 
quired by American subsequent to the 51 percent originally acquired. It was 
believed that this substantial minority interest would have a strong influence 
on approval by the stockholders of the sale of Overseas, even to the extent of pre- 
venting it. It was felt that American’s need for cash might have caused the sale, 
and that therefore a cash offer might be of more interest to American than the 
stock to be received from Pan American. 

The committee directed its efforts to secure pledges among employees in the 
United States and did not approach the foreign personnel of Overseas on the 
subject. As of the time of hearing the number of pledges was 371 with a total 
pledged of $1,400,000. The amount was arrived at by taking the total amount 
pledged, both verbal and written, and reducing it by 12 to 15 percent. The 
pledges are both verbal and written, and while they impose no legal obligation 
they are regarded as serious moral pledges. Though no detailed investigation 
was made as to the resources of persons pledging, Mr. Sparks was of the 
opinion that at least 70 percent could be paid in, based upon his knowledge 
ef the persons making the pledges. A list showing the names of employees and 
the amounts pledged was submitted to the examiner for the Board’s use but 
the group preferred not to make the list available to American, Overseas, and 
Pan American. However, information as to the breakdown of employees by 
groups, the total amount pledged, and the form pledged used was furnished 
for the record. 

The position of Sparks, et al., as stated on brief, is that the agreement should 
not be approved. Disapproval is urged upon the basis of the following points: 
(1) The character of negotiations; (2) Pan American’s misleading financial 
practices; (3) the acquisition would result in the creating of monopoly, thereby 
restraining competition. Public interest will not be served by entrusting further 
responsibility to a carrier that has been proved to engage in unfair methods of 
competition. Moreover, the acquisition is a step toward the creation of a 
chosen instrument; (4) that there is no official necessity on the part of 
American to sell Overseas or any significant economy to be achieved by the 
acquisition of Overseas by Pan American. 

Sparks, et al., contend that the character of the negotiations was such as to 
give no assurance that they result in a fair price to Overseas and its stock- 
holders. It points out that there is nothing to indicate that those negotiating 
in behalf of American made any analysis of the cost of American’s initial invest- 
ment, the earning power of Pan American’s assets, or the economic benefits 
that might result from the merger. 

It is asserted that the motivating considerations of the original deal were 
considerations peculiar to American, the majority stockholder, and not to Over- 
Seas as a whole. It is not suggested that there is any venal consideration 
running separately to American as distinguished from other stockholders of 
Overseas, but that there were separate and distinct benefits that flowed to 
American and that were bargained for in behaif of American as distinguished 
from other stockholders. These are enumerated as: (1) the relief that Ameri- 
can would achieve from the threat of the award of competing domestic routes 
to Pan American. It is not material that the Board agree that such relief 
would be the consequence of approval, but that Mr. Smith believed that this 
would be a consequence and that he bargained for that relief; (2) the so-called 
floor provision, which was figured to enable American to recover its original 
investment of $10.77 per share, gave no consideration to other stockholders re- 
deeming the cost of their investment, some of whom were employees of Over- 
seas who had paid $12 per share; (3) the cancellation of the obligation of 
American to loan Overseas up to $1,500,000; while Export’s obligation of 
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$500,000 was canceled at the same time, Export had neither the desire nor the 
interest to cancel its commitment; (4) the liquidation of American’s loan to 
Overseas of $1,500,000 at the same time Export’s loan was to be liquidated 
but Export had no particular desire to effect such liquidation; (5) the relief of 
American’s personnel that the sale accorded from the alleged distracting in- 
fluences that the management of Overseas placed on them. Messrs. Smith and 
Cheston who did the bargaining were impressed by it and bargained for it and 
no other stockholder shared in that benefit. 

It is charged that the unjustifiable secrecy that characterized the entire 
negotiations is evidence of the failure of the representatives of American as 
the majority stockholder of Overseas to discharge American’s obligations to 
the minority stockholders. It is asserted that there is a sharp line between 
treating any transaction such as this confidentially and handling it with a 
secretiveness that borders on the edge of breach of fiduciary obligation. Ameri- 
ean as the majority stockholder is justified in enforcing its conceptions as to 
the destiny of Overseas to the extent allowed by the laws of Delaware, but 
the existence of such power does not justify its exercise under circumstances 
equivalent to denying a minority the right to be heard before their destiny will be 
decided. It is argued that when control of the airline was transferred to 
American, certain conditions were not only implicit in that transfer but made 
explicit in the course of American’s representations to the Civil Aeronautics 
Board, among which were: American acquired Overseas with the intention 
that its investment would at least be coterminous with the duration of Overseas’ 
certificate; American pledged its support to further financing of Overseas if, 
as, and when such financing be necessary. American represented to the Board 
that a reason it should acquire Export Airlines was the very definite advantages 
flowing to the public in allowing a domestic airline to operate a competitive 
transatlantic route. 

The motion of Sparks, et al., to intervene alleged as one ground for dis- 
approval of the merger the methods adopted by Pan American to report finan- 
cially the results of its operation. Sparks, et al., requested that a subpena be 
issued for material relating, among other things, to Pan American’s accounting 
techniques in handling of mail pay reserves. The Board stated that the ma- 
terial relating to “accounting techniques of Pan American is so remote to the 
issues in the proceeding that the material requested on that point is not suffi- 
ciently relevant to warrant issuance of subpenas for those items.” On brief, 
Sparks, et al., contend that during the hearing the relevance of this material 
became of greater significance because of the reliance placed upon Pan Ameri- 
ean’s reports by those bargaining for American. Also that it became apparent 
that the contention that Pan American’s reporting was misleading was due 
less to the size of Pan American than the intentional adopting of methods, 
unique in the aviation industry. 

James M. Landis, counsel for Sparks, et al., sponsored exhibits relating to 
Pan American handling of reserves on its balance sheet. Mr. Landis testified, 
and the charge is made on brief, that Pan American methods of handling of 
reserves for depreciation of plant and property against estimated mail pay, for 
taxes accrued against estimated mail pay, are misleading, inflationary, and in 
violation of the spirit of the Civil Aeronautics Act, and the Securities Act and 
the Securities Exchange Act. The reserve against mail pay is described as a 
deduction from an estimate made as to the amount of mail pay due, which prac- 
tice Pan American discontinued in 1947 when it began handling these reserves 
as a deduction from the specific asset of estimated United States mail pay on 
the asset side of its balance sheet. Pan American stated it was forced to adopt 
the practice of estimating mail pay because of the long delay in fixing rates, that 
for long periods there were not even temporary rates over certain operations, 
yet the management felt under obligation to give the stockholders as true a picture 
of the company position as possible, and therefore failure to estimate mail pay 
would have been misleading. After 4 years of estimating mail pay with $90 
million going into the account, the net balance of unreserved estimated mail pay 
December 31, 1948, was $1,465,000, against which Pan American had millions 
of dollars of pending mail claims. 

Mr. Landis testified that Pan American has in its annual reports to stock- 
holders handled the reserve for depreciation of plant and property as a liability 
and not as a deduction from the asset item. In its reports filed with the Board 
and with the Securities Exchange Commission the contrary method is followed. 
The resulting difference, Mr. Landis charges, is an inflation of its total assets. 


ee 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2759 


It is stated that this method of handling this reserve is contrary to the Board’s 
requirements governing the filing of form 41 reports, and to the requirements 
of the Securities Exchange Commission for filing form 10-K reports. It is admit- 
ted that the requirements of the Board and the Securities Exchange Commission 
with regard to form 41 and form 10-K reports do not extend to the annual 
reports to stockholders, but it is argued that the principles enunciated in the 
requirement governing the forms are those which the opinion of the agencies 
involved reflect accounting methods that do not tend to mislead. 

Pan American asserts that it has used this policy since the beginning of the 
company ; that it was used by other companies, placing in evidence balance sheets 
of American Telephone & Telegraph Co., United Fruit Co., ete., to which use 
the same policy, and that these statements have been approved by high-standing 
accounting firms, including Lybrand, Ross Bros. & Montgomery, etc. In reply, 
Mr. Landis points out that not a single company to which Pan American pointed 
by way of example was an aviation company, but in the main were utility com- 
panies which have been exempt by the Securities Exchange Commission and 
Federal Power Commission from these requirements. He also asserts that 
auditors of all types and qualifications have sanctioned accounting practices that 
have no justification. 

Mr. Landis charges that Pan American has consistently failed to inform its 
stockholders in its annual reports of write-downs involving either realined losses 
or reestimations of assets theretofore placed on the books. Three instances are 
cited, namely: (1) a $1,500,000 charge in 1947, shown on the 1947 form 10-K 
report but not shown in the profit and 'oss statement to Pan American stock- 
holders that year; (2) the write-down of $9,700,000 of estimated mail pay in 
1947, shown in a footnote on form 10—K schedule but not referred to in annual 
report to the stockholders; (3) a charge of $936,210 in 1948, shown in the 1948 
form 10-K profit and loss statement but obscured in the profit and loss state- 
ment of Pan American to its stockholders for the same year. It is admitted 
that the writeoffs were against so-called reserves but it is contended that they 
represent reestimations by Pan American of contingent assets—reestimations 
that call for full and fair disclosures, not a type of auditing that would give one 
form of statement to the Securities Exchange Commission and another to Pan 
American stockholders. 

It is charged by Mr. Landis that Pan American’s inclusion as income of esti- 
mated mail pay in excess of that due under rates then in force is a misleading 
practice, that it is in violation of the regulations of the Civil Aeronautics Board, 
is not justified by accounting theory, and has served to mislead the general 
public. It is stated that in 1947 and 1948, the amount of estimated mail pay 
was reported on form 41 balance sheet in account number 1850 under the euption 
“other deferred charges,” and that this is in violation of the Board’s manual 
of accounts as set forth in CAB form 41 manual accounts No. 3102, section 16-1, 
It is also argued that the inclusion of estimated mail pay in profit and loss state- 
ments has effects incapable of being appreciated by the normal stockholders and 
renders the net income figure wholly valueless as a test of earning power. 

The contention that approval of the acquisition would result in a monopoly and 
thereby restrain competition is based upon: (1) the claim that Pun Ameriean’s 
size is such as to muke the acquisition of its competitor the creation of a mo- 
nopoly, and (2) exclusionary tactics followed by Pan American designed to 
achieve monopoly and restrain competition. The practices cited as proof of 
monopoly are efforts (1) to deny necessary facilities to competitors; (2) destroy 
competitors by use of unfair method of competition; (3) exclude competitors by 
agreeing to a division of the territory; (4) exclude competitors by bargnining 
for such exclusion with foreign nations; (5) to act in defiance of fureign law 
to exclude competitors from use of facilities; (6) to seek to override duly con- 
stituted authorities of the Government who have authorized competition pur- 
suant to law; and (7) to acquire competitors by purchase or otherwise. 

It is argued thut the record in this proceeding establishes no financial neces- 
sity on the part of American to sell Overseas or any significant economy to be 
achieved by the acquisition of Overseas by Pan American. Mr Smith's gloomy 
view of future traffic prospects was contradicted by Messrs. Trippe, Pierson, 
Slater, and Damon. To Mr. Smith the Boeing commitment was a matter of con- 
cern; on the other hand, Mr. Trippe had no qualms about adding the Boeing 
commitment to Pan American’s commitment along that line. The impact of 
surface travel was contradicted by Mr. Slater who presented a study of steam- 
ship eanacity at present as contrasted with prewar days. It is contended by 
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Sparks, et al., that Mr. Trippe exaggerated the effects of foreign competition, and 
that his estimate of $9 million saving in mail pay is unsupported by the record. 

Sparks, et al., point out that the September 13, 1949, amendment was designed 
to and does obviate certain objections which became apparent during the course 
of hearing held on the original agreement: (1) The attempt of American by 
securing an increase in the purchase price of approximately $7 million to meet 
the contention that the original purchase price was inadequate; (2) the elimi- 
nation by the cash transaction of the necessity of creating a voting trust obviates 
the necessity of placing American in the indirect position of being the largest 
stockholder of Pan American; (3) the elimination of the necessity for securing 
anything more than the informal vote of the majority stockholders of Overseas 
in order to consummate the transaction. The original transaction contemplated 
approval by a majority at a special meeting of all the stockholders of Overseas 
and also required approval by two-thirds of the stockholders of the proposed 
dissolution of Overseas—an integra! part of the first transaction. This latter 
requirement made it necessary for American to secure approval by the Civil 
Aeronautics Board of its more recent acquisition of about 11 percent of Over- 
seas’ stock. It is stated that American should not be subject to criticism for 
having sought removal of the first two, but that removal of the third objection 
is so inequitable on its face that, despite assurances that it complies with Dela- 
ware law, it raises an independent problem for the Civil Aeronautics Board as to 
whether it will construe the public interest as authorizing such callous treatment 
of minority rights. 

As to the fairness of the price to Overseas, Sparks, et al., state that it is not 
possible to measure a stock transaction against a cash transaction with com- 
plete accuracy but, unless the stock to be acquired possesses a peculiar measure 
of value because it represents “control,” which is not true in this case, the fairest 
measure of value is the market price of the stock to be acquired. ‘The price of 
Pan American’s stock on September 13, 1949, which stood at 854, represented 
the then market value of $10,296,894 for the 1,193,844 shares of stock of Pan 
American to have been received under the original agreement. Under the sup- 
plemental agreement, Overseas will receive $17,450,000 cash. Pointing to Mr. 
Smith, failure to insist on retaining the $10.77 per share floor provision; put any 
separate value on the certificate of Overseas; bargain for the estimated mail 
pay still due Overseas; and make any analysis of the liquidating value of Over- 
seas as of 1952, Sparks, et al., contend that a careful man would have weighed 
these elements more thoroughly than Mr. Smith did. However, Sparks, et al., 
concede that Mr. Smith bargained in a way that can be said to have been reason- 
ably hard and that can even be admitted to have produced in the abstract a 
“fair” price. Sparks, et al., contend that the vice of the bargain lies in the total 
disregard by Mr. Smith of his obligations to the stockholders of Overseas as a 
whole, to the continued existence of Overseas as an institution, and to the broader 
public interest. 

It is charged that the agreement with Pan American was concluded in the 
interests of American and not of Overseas. It is pointed out that in dealing 
with Mr. Trippe, Mr. Smith spoke of the loss to American in carrying out the 
original transaction, that in concluding not to go thurogh with the original 
transaction, Mr. Smith consulted only with directors and officers of American 
and not with the independent directors of Overseas, that at no time did Mr. 
Smith inquire into the original investment of any stockholder of Overseas other 
than American in order to have some judgment as to what price would make 
them whole upon their investment. Under the original agreement the consent 
of the stockholders was to be sought at a special meeting, a majority consent for 
the transfer of the assets and a two-thirds consent for the dissolution of Over- 
seas being required by law. The present agreement eliminates both of these 
matters. No dissolution is specifically envisaged and, since under Delaware law 
no meeting of the stockholders is required in order to manifest the assent of a 
majority to the sale of Overseas’ assets, no stockholders’ meeting is contemplated. 
Instead, Sparks, et al., charge “Overseas is to be quietly put to death by the sole 
act of American without the decency of formal obsequies.” It is charged that 
the independent minority stockholders holding in the aggregate 17 or 18 percent 
of the stock were not directly informed of this situation. To these, Mr. Smith 
sent a brief summary of the transaction, stating among other things “our stock- 
holders would appear to prefer a transaction in which payment for the assets 
of the company would be in cash * * *.” Actually, Mr. Smith never inquired 
of any stockholders whether they preferred a cash transaction against a stock 
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deal and he never informed them that Export was opposed to the new agreement 
in total. It is stated that the motives dominating American in negotiating the 
second agreement are essentially the same that characterized it in connection 
with the first transaction; that protection from Pan American’s threat to enter 
domestic business is still a gain to be had for American from this transaction 
and the desire to acquire money has again been dominant, although the need 
for cash on the part of Pan American has significantly lessened. It is contended 
that the transaction is thus stripped of everything except the desire of American 
to get out of its international commitment for a price deemed adequate to Ameri- 
can regardless of the wishes of Overseas’ minority stockholders in the matter 
and regardless of the public interest. It is stated that no inference can be made 
that the public interest will be served by this transaction merely because the 
price is “fair,” as fairness of price is never affirmative ground for approving 
an acquisition. 

It is asserted that if the Board approves this transaction, it will put its stamp 
en methods inimical to the protection of the interests of the minority stock- 
holders as a whole. Stating that an examination of the authorities shows that 
it is impossible squarely to contradict the statement of counsel for American 
that the procedure followed with respect to stockholders’ approval is justifiable 
under the laws of Delaware, Sparks, et al., believe that there is grave doubt that 
it is a whelly accurate statement of the law. The doubt arises from the follow- 
ing line of reasoning which has never been pressed upon the Delaware courts 
and thus has never been passed on. Delaware law permits the transfer of the 
assets of a corporation by the assent of a majority of its stockholders but requires 
the consent of two-thirds of the stockholders to authorize a dissolution. Sparks, 
et al., assert that analysis of this transaction discloses that it will inevitably 
result in the dissolution of Overseas, which in return for all of its assets will 
receive cash. Its existing management intends to distribute this cash to stock- 
holders and not retain it and continue Overseas in a role of investment or hold- 
ing company. In other words, after the receipt of the cash in the transaction, 
there is nothing that the stockholders of Overseas can do as a matter of business 
judgment other than vote for its dissolution. Thus, as a practical matter the 
transaction involves not only a transfer of assets but a dissolution of the corpora- 
tion. The question that presents itself is whether the Delaware courts would 
treat this transaction as what it is in reality—a transfer of assets to be followed 
by a dissolution of the corporation—or permit it to be broken up and treated in 
piecemeal fashion. If they take the former view, they must insist that a condi- 
tion preceding to the transaction is the affirmative vote of two-thirds of Over- 
seas’ stockholders. Sparks et al, state that they have no authority to indicate 
what viewpoint Delaware courts will take on this issue but submit that the Board 
should not be called upon “to approve a transaction whose validity under Dela- 
ware law is questionable, to say nothing of its glaring inequity.”” Independently 
of the Delaware law, it is submitted that as a matter of law the Board in the 
public interest can superimpose conditions to the approval of a transaction of 
this character for the protection of all stockholders, regardless of what a majority 
may be empowered to do under State law. Sparks et al. argue that for the 
Board to grant any approval prior to necessary stockholders’ action is in itself 
a practice of questionable desirability ; for the Board to permit a single stock- 
holder with majority interest to ride roughshod over a minority is hardly to be 
countenanced. 

It is asserted that the evidence at the supplemental hearing makes clearer than 
ever the fact that the public interest will not be furthered by this transaction. 
It is stated that the evidence does not indicate any economies; that Mr. Trippe’s 
contention that the new agreement is more favorable to Pan American than the 
old agreement is plainly ludicrous,” that Mr. Trippe was governed by an 
overwhelming desire to acquire Overseas at any cost, and the pattern of his 
motivation was not that of economy but that of monopoly. 

Sparks et al. state that it is impossible in the present state of the developments 
of this industry to say whether the ratio of Pan American’s debt to its equity 
of something like 6 to 10, which will result from the acquisition, is too high 
or that it is reasonable. Comparisons with other utility industries have no 
validity ; comparisons within the airline industry have little relevance since the 
experience of the latter industry is too limited. It is pointed out that TWA and 
Capital Airlines have experienced real difficulties because of their very high 
debt ratios and that Western Air Lines can possibly be said to belong in the same 
category. However, Sparks et al. “do not believe they possess the wisdom or 
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experience to take a position for or against a possible 6-to-10 ratio being a 
reasonable or unreasonable ratio for Pan American.” However, on its face, 
it would seem that lesser ratios are to be preferred, particularly in view of a 
possible question with regard to Pan American’s capacity to meet the interests 
of amortization on its debt, which forecasts were set up on the assumption that 
Pan American would make use of all the equipment owned and acquired by it 
in the transaction. 

It is stated that circumstances brought to light during the supplemental 
hearing forced the use of extraordinary caution in the handling of all exhibits 
and representations of both applicants, particularly American. Reference is 
made to the fact that Mr. Smith had by sometime in July concluded that he would 
not renew the agreement and so informed Mr. Trippe on August 3, yet on August 4 
American filed a brief making contrary representations and urging approval of 
the original transaction. It is charged that this action forces doubt as to the 
integrity of representations made in American’s behalf, both during this and the 
prior hearing. 

The Sparks group takes the position that American's acquisition of 11 percent 
of Overseus’ stock (for which approval is requested in docket Nv. 3630 in excess 
of the amount originally authorized by the Board) should be approved only on 
condition that it be denied the right to vote the stock, or in the alternative 
American should be immediately required to offer this stock for sale. It is 
argued that considering the united opposition of the minority, the two-thirds 
vote necessary under Delaware law to dissolve a corporation is unlikely, unless 
American is entitled to vote this 11 percent of Overseas stock or its total of 61.9 
percent of the stock. It is argued that air carriers are public utilities entrusted 
with large public responsibilities; they should not be permitted to become play- 
things of personal ambition; that Overseas in its inception was never merely a 
subsidiary—American Export built it—but for reasons demanded by the law its 
interests had to be relegated to that of a minority, but when the Board reshuffled 
the situation, it did so on the basis of representations by American that the 
minority interests would be accorded protection. American is now reneging on 
those representations, and it is the added 11 percent that gives it the power to 
de sv. Otherwise, it would have to convince the minority of the validity of its 
judgment rather than forcing them to accept Mr. Smith’s defeatism. 


Eastern 

No witnesses were presented by Eastern, but it offered as exhibits a number 
of excerpts of testimony and exhibits from the Panagra Terminal Investigation 
case, docket No. 779 (4 C. A. B. 670) and the Pan American-Panagra Agreement 
case, docket No. 2423 (8 C. A. B. 50). Several of these exhibits (including one 
that was not received in evidence in the Panagra Terminal investigation) were 
not received in evidence but were permitted to accompany the record as an offer 
of proof. On brief Eastern urged reconsideration of the ruling excluding certain 
exhibits. These documents relate to Eastern’s argument that Pan American 
should not be allowed to acquire Overseas because of, among other things, its 
past efforts to forestall competition. After consideration of the brief and a 
further review of the circumstances surrounding the ruling, it is reaffirmed. 

Eastern contends that it is contrary to the public interest to permit Pan 
American to acquire Overseas and thereby increase its economic power. Enstern 
states that the question of whether Pan American, now the largest United 
States-flag carrier, should be permitted to acquire 9,134 additional miles in the 
North Atlantic area must be answered in the light of its past activities. Eastern 
claims that Pan American, since 1927, has used its economic power (1) to fore- 
stall competition in disregard of the antitrust laws and public policy; (2) to 
interfere with competitive services authorized by the United States Govern- 
ment; (3) to eliminate or attempt elimination of competitors. Eastern asserts 
that Pan American and American have in the past worked together, when their 
interests coincided, to defeat the international air transportation policies of 
this country, and that the proposed transaction would result in greater common 
interest between these carriers and greater combined power to defent policies. 
It is contended that under this proposal Pan American and American would 
have every incentive to route traffic over the lines of one another, excluding 
other carriers from substantial participation in interline traffic. It is urged 
that the acquisition would make Pan American so predominant in international 
air transportation, particularly in the transatlantic field, that ultimately alt 
United States-flag competition would be destroyed. 
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Eastern maintains that the foregoing statements are equally applicable to the 
revised agreement. While on its face the revised agreement appears to eliminate 
the question of American having a financial and proprietary interest in Pan 
American, there is no real assurance, according to Eastern, that such is true. 
Eastern states that since the first hearing in this proceeding Pan American has, 
pursuant to an agreement dated July 27, 1949, between it and Middle East Air- 
lines, acquired 35 to 40 percent interest in an air carrier serving Beirut, and 
that this indicates that “the Pan American empire is growing steadily, even 
without the assistance or the approval of the Board.” Eastern asserts that 
additional evidence since the first hearing herein of the activities of Pan Amer- 
ican in seeking to divide up the world, restrain and eliminate competition, is 
found in the order of the Board (order serial No. E-3241, September 2, 1949) 
relating to the agreement between Panagra, Peruanas, and Faucett. 

According to Eastern, there are indications in the record that one of American’s 
purposes in demanding cash rather than Pan American stock is the thought that 
American might use the cash to purchase in open market a greater amount of 
Pan American stock than it would have received in the original transaction. 
It is pointed out that the parties evidently felt that chances of approval of the 
transaction would be approval by elimination of the stock acquisition features, 
and that they made such features a part of the unexpressed purposes of the 
transaction. Eastern maintains that even if there were nothing to suggest that 
American might have a financial interest in Pan American upon approval of the 
transfer, a partnership arrangement between Pan American and American would 
still exist and they would interchange traffic with each other to the exclusion 
of other carriers. Eastern contends that the record in the reopened hearing 
confirms the conclusion that there is no real public or private need for American 
disposing of Overseas, and that there is nothing to substantiate American's 
assertions that transatlantic traffic is disappointing or is leveling off. Eastern 
points out that American, under the revised agreement, actually agreed to sell 
at a substantially lower price ($1,400,000) than that originally agreed, and that 
such lower price was negotiated after Overseas’ business had generally improved. 
Stating that it is impossible on the basis of the record to understand why 
American would give Pan American a better deal, as admitted by Pan American, 
on renegotiation than originally, or why American is willing to sell at a sub- 
stantial sacrifice when the business prospects of Overseas are improving, Eastern 
argues that it is fair to assume that there are off-the-record considerations 
involved. 


Seaboard and Western 

The intervenor is an applicant for authority to conduct a transatlantic cargo 
operation, docket No. 3041. Motions that its application be consolidated for 
hearing in this proceeding were denied by orders of the Board dated March 1, 
and March 24, 1948. Seaboard and Western petitioned the Court of Appeals 
for the District of Columbia Circuit for a review of those orders and for a stay 
and postponement of further proceedings in the instant case. The latter was 
denied by the court by order dated June 23, 1949,° “without prejudice to its 
renewal, when, as, and if it appears that the Board intends to invade Seaboard’s 
rights” in the instant proceeding. On December 5, 1949, the court dismissed 
the petition for review.” The court said that the order of the Board denying 
Seaboard’s motion for consolidation was not dispositive of any rights of Sea- 
board; that the Board’s order was interlocutory and the court was without 
jurisdiction to review it. 

Seaboard and Western participated in the original hearing but did not partici- 
pate in the reopened hearing on the agreement as amended September 13, 1949. 
It filed a brief directed toward the original hearing and agreement, much of 
which was devoted to its contention that intervention did not afford it sufficient 
protection, and other arguments which support its position that its application 
should have been heard in this proceeding. 

Seaboard and Western opposes the grant of additional routes or points for 
cargo operations to any of the presently certificated transatlantic carriers, basing 
its opposition on the failure of these carriers to understand, promote, or develop 


§ No. 10,193, Seaboard € Western Airline v. Civil Aeronautics Board. 

*No. 10,193, Seaboard € Western Airlines, Inc., petitioner vy. Civil Aeronautics Board, 
respondent; Pan American Airways, Inc.; American Airlines, Inc.; American Overseas 
Airlines, Inc. ; intervenors. 
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international airfreight operations. It is pointed out that the present route 
pattern is a passenger-route pattern, that the Board and the present carriers 
have emphasized and developed passenger traffic, giving but secondary and mini- 
mum consideration to cargo operations, that there is no pattern of cargo flights 
or no program of cargo operations reflected by the present carriers, that they 
have no understanding of the type of material carried presently in air cargo, 
and that the present carriers have failed to develop international air cargo 
in accordance with the mandate of the act, the policy of the Board, and despite 


heavy subsidies paid. 


Public counsel 

On brief public counsel take the position that the acquisition is contrary to 
the public interest and should not be approved. It is stated that the acquisition 
“would be a long and probably fatal step” toward making Pan American a chosen 
instrument. It is charged that the acquisition is one step in a long-range sys- 
tematic campaign to establsh control by Pan American of United States flag 
international air transportation or, failing that, to gain for Pan American a 
major share of the domestic market. The indications of Pan American’s intent 
to monopolize and means by which it is to be accomplished are listed as: (1) 
Efforts to acquire other airlines; (2) efforts to eliminate or reduce competition 
with other airlines by dividing territory; (3) efforts to prevent or impede the 
operations of competitors. 

It is asserted that efforts to acquire other airlines are shown by conversations 
by Mr. Trippe with officials of certain other airlines, The presidents of National, 
United, Delta, and Eastern testified as to conversations with respect to the ac- 
quisition by Pan American of National and United, an interchange or three- 
way merger between National, Delta, and Pan American, and an interchange 
of equipment and a stock investment arrangement between Eastern and Pan 
American. Noah Dietrich, executive vice president of Hughes Tool Co., and 
Palmer Bradley, an attorney for the same concern, testified as to conversation 
between Mr. Trippe and Howard Hughes and between Mr. Trippe and them- 
selves with respect to the acquisition of TWA, or its international division. 
The president of the Equitable Life Assurance Society of the United States, 
holder of about $40 million of TWA debentures, testified that he was visited 
by Mr. Trippe with respect to TWA’s financial difficulties. 

In support of the charge that Pan American has attempted to eliminate com- 
petition by dividing territory, public counsel refer to the division of territory 
understanding with Panagra or with W. R. Grace & Co., or with both, under 
the terms of which Panagra would in general confine its operations to the west 
coast of South America and Pan American would confine its operations to the 
east coast, an arrangement with SCADTA confining that company to Colombia, 
and attempted division between Pan American and American Export Airlines, 
disapproved by Board order serial No. 31, dated April 7, 1939. The agreement 
between Pan American and Matson Navigation Co., which the Board disapproved, 
Pan American-Matson-Inter-Island Contract (3 C. A. B. 540) is cited as another 
instance. It is alleged by public counsel that the record in this proceeding shows 
that Mr. Trippe and Gen. Albert Critchley, former managing director of BOAC, 
held conversations in the summer of 1943 looking to a division of traffic and 
territory between Pan American and BOAC. 

Efforts by Pan American to prevent or impede operations by competitors are 
listed as attempts to influence foreign governments with respect to landing rights 
to United States-flag competitors, obtaining exclusive concessions, denial to com- 
petitors of the use of facilities and opposing mail appropriations to competitors. 
Public counsel assert that the foregoing is established by the testimony of the 
president, and the executive vice president of Braniff, Harold J. Roig, who at 
the time was president of Panagra but has subsequently resigned, and the presi- 
dent of Eastern. Attempts by Pan American to influence foreign governments 
are listed by public counsel as a statement by Wilbur Morrison (vice president 
in charge of Pan American’s Latin American division) to the president of East- 
ern that he, Morrison, would not leave him (Rickenbacker) in Mexico alone 
with his interest unguarded, and also a statement of George Rihl, former officer 
of Pan American, to Captain Rickenbacker that Eastern would get into Mexico 
over his dead body. Another event cited is the Portuguese concession obtained 
by Pan American, dated April 1, 1937, in which Pan American obtained the 
exclusive right as against all United States-flag companies to operate regular air 
services between Portugal and the United States. 
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The series of discussions between Pan American and Braniff concerning the 
latter’s usé of Ranchos Boyeros Airport at Habana, cited as an instance in which 
Pan American has denied facilities to its competitors, was the subject of testi- 
mony by the executive vice president of Braniff. It is asserted that the exhibit 
herein shows that Pan American's refusal to grant Braniff any services at 
Ranchos Boyeros, except landing rights, was motivated by competitive con- 
siderations. The witness said that Braniff was permitted to use the terminal 
only after pressure had been brought to bear by the Cuban Government upon 
Cubana, a Pan American subsidiary, which operated the airport. 

The president of Braniff testified regarding Aerovias Braniff's activities in 
Mexico, and charged that Pan American and its subsidiary CMA were responsible 
for obstruction and for the eventual refusal to renew the permit under which 
Aerovias Braniff operated. It is contended by public counsel that Pan American 
is “responsible for monopolistic and exclusionary activities by its Mexican sub- 
sidiary,” CMA, as Pan American owned 56 percent of CMA at the time and was 
responsible for its conduct; while Mr. Braniff testified that when he questioned 
Mr. Trippe about it he defended the policy. Mr. Braniff stated that Aerovias 
Braniff was subjected to interference by Pan American and CMA;; that the latter 
would not extend facilities at Merida, Vera Cruz, and Nuevo Laredo; and 
referred to incidents at Vera Cruz wherein CMA refused to light the airfield for 
a Braniff plane, and at Merida where trucks were driven in front of Braniff 
planes to prevent a takeoff after refusal of Braniff to pay landing fees, termed 
“extortionate.” 

Braniff officials stated that Panagra refused to furnish Braniff radio services 
in September 1947, which it is claimed delayed the inauguration of Latin Amer- 
ican service by Braniff and forced it to install its own facilities. It is charged 
that Panagra’s refusal was for competitive reasons since it took place at the 
same time Panagra and Pan American had filed with the Board petitions for 
suspension of Braniff’s certificate. It is charged by public counsel and counsel 
for Sparks et al. that Pan American shares the responsibility as its four nominees 
on the Panagra board who were advised of Mr. Roig’s attitude did nothing to 
induce him to change that position. 

The record contains letters by Mr. Trippe and by Mr. Roig to appropriate 
congressional committees with respect to the mail-pay appropriation for Braniff’s 
Latin American operation. Reference was also made to Pan American’s efforts 
before congressional committees with respect to mail-pay appropriations for 
American Export Airlines in 1941. These and other documents in the record 
are cited as further efforts on the part of Pan American to defeat competition 
and as indications of its intent to create a monopoly. 

It is urged that the public interest requires continuation of the three-carrier 
pattern until 1952. In support of this contention it is pointed out that this 
proceeding precludes the establishment of a 2-carrier pattern on a rational basis 
since the extensive changes in Pan American’s route pattern “required to create 
a sensible 2-company route structure” cannot be effectuated without Pan Amer- 
ican’s consent, which will not be granted; whereas in 1952 all the temporary 
certificates will have expired and changes can be made at that time. 

The question of TWA’s ability to continue operations, especially in competition 
with Pan American and subject to its pressures, is raised. In the opinion of 
publie counsel there is danger of a withdrawal of TWA from two sources: from 
competitive pressure by Pan American if the acquisition is approved, and by 
reason of the financial difficulties of TWA. With respect to the first, it is stated 
that where Pan American must now divide its resources to match both its rivals, 
Overseas and TWA, the acquisition will permit it to concentrate on the applica- 
tion of competitive pressure to TWA; that the acquisition would bring about a 
transfer of a fleet of aircraft to Pan American, which with its present fleet, 
based upon 7% hours daily utilization, would give it 2,806 million seat-miles per 
annum—enough to carry all American-flag international traffic in 1948 at a 67 
percent load factor; and it would add to the Pan American sales, the efforts 
of the largest domestic airline network. By acquiring additional Boeings, Pan 
American could lease to Panair do Brasil, its subsidiary, some of its Boeing or 
other equipment to compete with TWA by connection at London and Lisbon, 
for traffic to Paris, Zurich, Rome, and Cairo. 

Aside from the foregoing possibilities that flow from the acquisition, public 
counsel refer to TWA’s present financial situation. Its March 31, 1949, balance 
sheet showed long-term debt of $49,600,000, notes payable of $6,340,000, and an 
equity of $9,250,000. 
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Moreover, its fleet of 20 new Constellation aircraft is being financed by bor- 
rowing. The foregoing situation makes it difficult to do new financing; it will 
need $17,500.000 for working capital; in addition, it may need Boeings to com- 
pete in international operation. Moreover, its financial situation has left it 
without a cushion to absorb any operating losses. 

Another reason cited in support of delay until 1952 is that the future trend of 
travel is unknown, as is the impact of Boeing service upon the operations of 
Overseas and Pan American; also it is not known whether foreign competition 
will prove substantially more effective than in the past. The economic argu- 
ments advanced by American and Pan American in behalf of the acquisition 
are criticized by public counsel who contend that these arguments must be eval- 
uated in the light of the following: (1) Overseas has done well, having made 
money 3 years out of 4. Its operating costs and “break-even need” are lower 
than those of Pan American and TWA. Its financial position is sound; (2) 
The volume of North Atlantic traffic to date has been greater than most people 
anticipated in 1945, and the extent of foreign competition has been less; (3) 
there is no reason for pessimism as to future volume of traffic or as to increased 
foreign competition; (4) the past experience of Pan American demonstrates 
that it is not reasonable to expect any appreciable reduction in cost with increase 
in volume; (5) there is no crisis in the North Atlantic which requires action 
now rather than in 1952. 

Public counsel presented a witness who testified and sponsored data in behalf 
of public counsel's suggested route pattern, shown in appendix 2. However, in 
view of the contention by public counsel on brief that no changes in the North 
Atlantic routes should be made until 1952, and the statements made in support of 
that contention to the effect that extensive changes in Pan American’s route re- 
quired to create a sensible two-company route pattern cannot be made here since 
Pan American will not consent to the changes proposed by public counsel or TWA, 
the evidence and arguments in behalf of the suggested route structure will not be 
set forth here. 

The evidence in the reopened hearing, public counsel state, confirms the argu- 
ment made in their original brief that the proposed acquisition of Overseas was 
not a business deal but part of a drive by Pan American to establish a chosen 
instrument. They further contend that the evidence in the reopened hearing 
confirms their argument that Overseas was not faced with any crisis, that it was 
in a strong financial position, and that there was no need for it to sell. In short, 
public counsel contend that the evidence in behalf of the amended agreement 
does not require modification of any of the arguments advanced against the origi- 
nal deal and heretofore discussed, that on the contrary it has buttressed some of 
those arguments. 

Public counsel believe that the amended contract is a much better deal for Over- 
seas in that the new consideration is about $7 million higher than the cash equiva- 
lent of the shares to be received by Overseas under the old contract. On the 
other hand, public counsel believe that the new arrangement from the view of Pan 
American is “substantially worse than the old one.” Pan American, under the 
old deal, was in substance providing for the acquisition of Overseas’s assets by 
additional equity financing and was in effect selling its (Pan American’s) stock 
at about $6 per share above the market. 

Under the new deal, Pan American will have to add to its existing indebted- 
ness of $30 million at least $21,500,000 in order to pay the $17,450,000 purchase 
price and pay off Overseas’ outstanding indebtedness at the time of the closing 
of the deal. Public counsel argue that Pan American’s statement that its debt 
equity ratio will not be as high as that of some other airlines does not prove any- 
thing other than that its financial position will be considerably weaker than if 
the transaction were not approved. 

Pan American’s exhibits showing that its cash requirements for amortization 
and interests can be met out of depreciation on the combined properties of Pan 
American and Overseas are predicated on the assumption that all of the equip- 
ment and property of the two companies will be required for the combined opera- 
tion. Public counsel point out that if this is true, then the claim made by Pan 
American in the first hearing that the merger would result in savings in invest- 
ment and depreciation expense because the combined operation could be conducted 
with fewer aircraft is untrue. Moreover, that such assumption by Pan Amer- 
iean contradicts the testimony of Messrs. Smith and Hogan and also the data in 
Pan American’s exhibits. In short, public counsel point out that there is a possi- 
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bility that at least 2 Boeings, 2 Constellations, and 1 DC-4 which Pan American 
would have under the combined operation on which the Board would not recog- 
nize depreciation for mail-rate purpose unless they could be used elsewhere, which 
is regarded as an unlikely possibility. Public counsel believe that if Pan Amer- 
ican has to borrow the full $59 million available under its credit agreement, it 
probably would not be able to cover its cash requirements for amortization and 
interest out of depreciation. Even if a lesser amount was borrowed and the 
depreciation was sufficient to cover that, Pan American would have reached a 
point where it would find it difficult to do any substantial additional financing 
which might prove necessary in the next few years. 

It is pointed out that Pan American is worse off than it was a year ago, that 
its operating results for the 12 months ended June 30, 1948, showed an operating 
loss of $21,235,000, while its operating losses before mail pay for the 12 months 
ended June 30, 1949, show a loss of $32,360,000. Thus, Pan American’s operat- 
ing break-even need was increased by over $11 million in 1 year. However, in 
the face of mounting losses and increased dependence on mail pay, Mr. Trippe 
proposes to increase Pan American’s $30 million debt by at least another $21,- 
500,000 and possibly more, This action, it is asserted, is “not the course of a 
conservative businessman but of an empire builder.” 

With respect to the contention of TWA that Mr. Trippe in arranging credit 
with Bankers Trust and the Mellon Bank was motivated by the desire to be in 
better position to induce these banks to exert pressure on TWA to sell out to Pan 
American at some later date, public counsel take the position that the record is 
insufficient to establish that Mr. Trippe had any such motive at the time of his 
negotiation with these banks. However, public counsel believe that is imma- 
terial, for the setup affords Mr. Trippe an opportunity to try to use pressure on 
TWA and that Mr. Trippe has demonstrated that he is “perfectly capable of avail- 
ing himself of that opportunity.” 

With respect to the-application of American requesting approval, if aproval 
is necessary, of the purchase by it of additional stock in Overseas, docket No. 3630, 
public counsel contend that the increase by American of its holdings over the 
51.4 percent already approved constitutes an acquisition of control which is not 
consistent with the public interest and should be disapproved. It is urged that 
the Board should effectuate disaproval by prohibiting American from voting any 
of its stock over and above 51.4 percent of the total outstanding. It is argued 
that the change in America’s position in Overseas whereby it increased its hold- 
ings frem 51.4 percent to 61.9 percent constitutes a substantial increase in Amer- 
ican’s power and as such is subject to the jurisdiction of the Board. It is argued 
that with the 61.9 percent of the total outstanding shares, American needs less 
than 5 percent more to effect a dissolution of Overseas; that under this situation, 
American can win a proxy fight with American Export, whereas it would stand a 
substantial chance of losing such a fight if the original stock distribution had 
continued and American needed 15 percent out of the 25 percent held by the public. 


LABOR PROBLEMS PRESENTED BY THE AGREEMENT 


The agreement between Pan American and Overseas provides that Pan Ameri- 
can will: “take over as employees thereof, * * * all employees of Overseas 
(including officers now devoting all their time to the affairs of Overseas) at the 
rate of compensation then being paid by Pan American for comparable work, 
and will endeavor to provide continued employment for them with Pan American 
or one of its subsidiaries or affiliates suitable in the light of their respective 
qualifications and experience * * *.” (Article Fifth (b) 5). 

The Overseas employees consist of: United States nationals who perform 
functions or are in crafts as to which either Pan American, Overseas, or both 
have collective-bargaining agreements; United States nationals who are not 
covered by collective-bargaining agreements; and foreign nationals. The ques- 
tions raised in this proceeding relate primarily to those United States nationals 
covered by collective-bargaining agreements; there was no contention by any- 
one that the Board should attempt to deal with the effect of the acquisition on 
the 650 foreign national employees of Overseas. 

As of January 15, 1949, Overseas had 619 employees who were United States 
nationals. Of this number about 110 employees, consisting primarily of persons 
performing executive, supervisory, or technical functions, were not covered by 
collective-bargaining agreements. Pan American hopes to be able and will 
make every effort to retain them in appropriate positions, but did not make any 
broad general commitment because of the diversity of positions involved. The 
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remaining 509 employees performed functions or were in crafts as to which 
Pan American and, in most cases, Overseas have collective-bargaining agree- 
ments, broken down as follows: 
Number of 
Craft or function employees 
Peete ie SO so A Ec ie he es Ce ies 149 
Flight engineers 74 
Flight navigators 47 
Flight radio officers 69 
Pursers and stewardesses 75 
Dispatchers 27 
Meteoretoginte oo 8 en a a ee SS esa aS 12 
Clerical employees 36 
Mechanics 20 


With respect to the foregoing groups Pan American states that, barring an 
unanticipated decline in its business generally, it will be able to provide con- 
tinued employment to most of these, including all Overseas pilots, flight engi- 
neers, pursers, and stewardesses, and the small group of clerical employees 
and mechanics. The categories which present problems of continued employ- 
ment are the Overseas navigators, dispatchers, meteorologists, and flight radio 
officers. Pan American states that it is only with respect to dispatchers and 
meteorologists that Pan American’s inability to promise continued employment 
arises from the proposed integration of operations, as contrasted with techno- 
logical factors. 

The problem with respect to Overseas nonpilot navigators arises from the 
fact that Pan American does not use nonpilot navigators, this function being 
performed as part of the pilot function. During the war because of the severe 
shortage of trained pilots, Pan American employed a group of nonpilot navi- 
gators. At the end of the war, Pan American made plans to return to its policy 
of using pilot navigators. However, it had entered into a collective-bargaining 
agreement with the nonpilot navigators and, during the process of restoring its 
prewar operating policy, submitted to arbitration the question of whether it 
could terminate the employment of nonpilot navigators and, if so, on what basis. 
The arbitrator, David L. Cole, held that it was proper for Pan American to 
restore this function to the pilot group and sever the specialized navigators 
and award severance pay of $2,000 per employee. All of Pan American’s non- 
pilot navigators have been severed in accordance with this award. As a result 
of its operating policy, Pan American will not have continued employment for 
Overseas navigators once Overseas pilots are trained in navigation. It states 
it is willing to provide severance pay for Overseas navigators on the same basis 
as provided in the Cole award. 

Some of the Overseas dispatchers and meteorologists (a total of 39 employees) 
would suffer loss of employment. Pan American expects to retain a portion of 
these employees in their present functions and will endeavor to provide other 
suitable employment for an additional number. With respect to any employees 
it could not continue to employ, Pan American proposed to make severance pay 
award on the same basis as that provided by the Cole award. 

There is a problem with respect to flight radio officers arising from the fact 
that the telephone (handled by the pilot as part of the cockpit function) is 
replacing telegraph (requiring the use of a flight radio officer) as a medium of 
communication in international flights. Pan American points out that this will 
lead to the technological displacement of flight radio officers regardless of 
whether the proposed acquisition takes place and that the collective-bargaining 
agreements of both Pan American and Overseas now in effect provide severance- 
pay programs to deal with the advent of telephone displacement of men. Pan 
American states it would adhere to these programs. 

The question of relative seniority upon integration of operations presents a 
problem with respect to Overseas employees who would be retained by Pan 
American. The seniority problem is perhaps best illustrated in the case of the 
pilots. That problem arises from the fact that Pan American is an older airline 
and as a result Pan American pilots in general have more seniority than Overseas 
pilots. There are about 30 Pan American copilots whose length of service as 
airline pilots is greater than that of 25 of the 50 Overseas captains. These 
Pan American copilots obviously would like to become captains and the 25 Over- 
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seas captains, on the other hand, would be reluctant to step down to copilots. 
Pan American’s proposal for dealing with the problem is a freeze plan intended 
to preserve the present equities of both groups. At present the expectation of 
the Pan American copilot group lies in the direction of promotion flowing from 
the normal growth of Pan American as a separate airline and from attrition at 
the top of the captain list throughout the system. It is pointed out that it would 
be unfair to expect them to share this security with the Overseas group. On 
the other hand, they do not have the right to expect promotion because of the 
acquisition of another property. The proposed freeze program would keep the 
two seniority lists separate for a temporary period. Under this program Over- 
seas’ captains and copilots would continue to fly the Atlantic in their present 
positions and would not suffer demotion or layoff merely to provide unexpected 
windfall opportunity for Pan American pilots. If layoffs were to be required 
this would be done ratable from the bottom of the two lists on the basis of the 
relative number of pilots employed in the Atlantic division and by Overseas when 
the acquisition is closed. Pan American believes that after a period of approxi- 
mately 5 years the 2 seniority lists could be merged without upsetting the reason- 
able expectations of either group and without permitting either to profit at the 
expense of the other. 

in the case of flight engineers there are 66 Pan American flight engineers who 
have more seniority than any of the Overseas engineers ; in the Overseas engineer 
group there are 13 assistant engineers who are so-called seconds on aircraft, who 
have more seniority as flight engineers than do 8 of the first flight engineers on 
Pan American aircraft. Pan American again proposes to utilize Overseas flight 
engineers and freeze seniority lists as in the case of that proposed with respect to 
pilots, This same general type of freezing is proposed for flight-service personnel 
and all other employee crafts or functions. 

With respect to the clerical employees, the clerical craft in Pan American is 
represented by the Brotherhood of Railway and Steamship Clerks, while the 
Overseas clerical employees have no bargaining agent. It is stated that there 
were about 36 of these employees, although representatives of the Brotherhood of 
Railway and Steamship Clerks stated that there were about 150 such employees. 
The Pan American craft of clerical employees numbers about 3,400 and Pan 
American is of the opinion that the rate of turnover among them is more than 
adequate to permit the absorption of the 35 Overseas clerical employees promptly 
and will permit any current Pan American employee to avail himself of any 
bidding or other opportunity under the existing Pan American agreement. 

The intervenor labor organizations and group maintain that if the acquisition 
is approved, the Board should impose conditions for the protection of employees 
who may be adversely affected as a result of the acquisition. Considerable atten- 
tion was devoted to the so-called Burlington formula, or some modification 
thereof, used by the Interstate Commerce Commission in railroad abandonment 
and consolidation cases. Its principal effect, if applied here, would be to im- 
munize Overseas employees who are United States nationals and have collective- 
bargaining agreements from any adverse consequence resulting from the acquisi- 
tion for a period of 4 years, or of their employment with Overseas, whichever 
was less. 

Pan American points out that the question of whether the Board should adopt 
protective conditions of this type is a major policy question having ramifications 
far beyond this case. Based upon study of the factors which had underlain the 
adoption of this type of general protective provision in the railroad field, it 
concluded that the Board should not follow the precedent in this proceeding, both 
because of the differences between the two industries and because of certain 
factors present in this case. Its labor relations counsel, Jerome D. Fenton, 
enumerated the following considerations: (1) The average age of employees in 
the airline industry is well below that in the railroad industry; (2) the average 
length of service of airline employees is less than that of railroad employees; 
(3) the levels of pay in airline industry are in general higher than in the rail- 
road industry at the time protective provisions were adopted; (4) airline em- 
ployees are better educated and better equipped to perform other types of work; 
(5) the airline business as a whole is an expanding industry, whereas rail- 
road industry has been declining in terms of employment opportunity; (6) the 
protective formula for railroad employees had its origin in depressed economy 
of the early 1930’s when employment and public relief were pressing national 
problems; no such situation prevails today; (7) Overseas has never operated 
under anything but a temporary certificate so its employees have always faced 
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the risk of disappearance of employment opportunity; (8) as both Overseas 
and Pan American are subsidized, the benefit which may be achieved from 
the acquisition enures to the taxpayer rather than stockholders and by the same 
‘token the cost of excessive or unnecessary employee protection would fall upon 
the taxpayer. 

The witness stated that if the seniority problem were not first resolved the 
costs that would result from the imposition of the Burlington formula would be 
extremely heavy; for example, if the seniority lists of the 2 pilot groups were 
merged and the 25 Pan American copilots secured positions as captains with the 
resultant demotion of 25 Overseas captains, the Burlington formula would pro- 
tect these Overseas employees in their captains’ pay at a total cost exceeding 
$700,000, and if the entire Overseas pilot list had to be placed at the bottom of the 
Pan American list, cost “would become fantastic.” It was estimated that applica- 
tion of the Burlington formula to the navigator group would cost approximately 
$1,443,000. If imposed with respect to dispatchers, the cost would exceed $300,- 
000 ; if applied to the meteorologists, the cost would come to about $200,000. The 
witness urged that the plan submitted by Pan American or one substantially like 
it should be recommended by the Board and adopted by the employee groups as 
a means of solving the employee problems, particularly those of seniority. Sum- 
marized the Pan American plan is: (1) severance pay up to a maximuw of $2,000, 
based on the Cole award, to nonpilot navigators, dispatchers, meteorologists, and 
radio officers, employees it concedes it will not be able to retain; (2) a “freeze” 
program designed to keep seniority lists separate for a temporary period, with 
the expectation such lists could be merged at the end of that time. 

George M. Harrison, president of the Brotherhood of Railway and Steamship 
Clerks, testified on the question of the type protection that should be afforded 
employees. Mr. Harrison, who has spent many years in dealing with this problem 
in the field of rail transportation, reviewed the evolution of protective formula. 
Pointing out that it is conceded on the record that some employees will be ad- 
versely affected by the loss of their jobs if the acquisition is approved, he also 
stated that employees may be adversely affected in ways other than outright dis- 
missals as, they may be required to accept positions with less remuneration, they 
may be placed in less desirable positions with respect to working conditions, 
they may be forced to move families to other localities as the price of retaining 
employment, or they may be forced to sell homes at a loss in order to accept dif- 
ferent jobs. He did not think it practical in this case for the Board to deter- 
mine which employees will be adversely affected, or the precise nature or extent 
of the adverse effects; consequently, it is impractical at this stage for the Board 
to attempt to prescribe the details of the protection to be afforded. He urged that 
the Board impose as a minimum protection conditions of the Burlington formula, 
modified to fit the acquisition here involved. 

The proposed conditions are summarized as follows: (1) Displacement allow- 
ances for employees forced to take positions of less compensation as a result of 
the acquisition up to a maximum of 4 years; (2) dismissal allowances for em- 
ployees deprived of employment as a result of the transaction up to a maximum 
period of 4 years; (3) reimbursement for moving expenses incurred as a result 
of the acquisition; (4) reimbursement for losses incurred by employees in the 
sale of homes below fair value or through cancellation of leases; (5) preserva- 
tion of free transportation privileges, pension benefits, hospitalization, etc., during 
a maximum period of 4 years. 

None of the foregoing conditions apply except to the extent that an employee 
is economically unable during the 4-year period of protection to secure employ- 
ment compensation and working conditions equal to those from which he was 
displaced as a result of the acquisition. Unless the economic adversity of the 
employee is directly attributable to the acquisition, the protective conditions do 
net apply. Further, the period of protection during which compensatory allow- 
ances are made will in no case exceed the length of service of the employee with 
the carrier. 

Mr. Harrison disagreed with the conclusions of Mr. Fenton, set forth on page 
122, that the application of the Burlington conditions is inappropriate in the 
airline industry. He stated that a view of airline wages based upon pilots’ pay 
is a distorted view of the total employment picture; for example, the airline 
clerical and office workers’ wages are at least one-quarter less than wages paid 
similar railroad workers. He testified that the economic situation in 1933 did 
not originate the concept of protection of workers adversely affected by indus- 
trial changes through the exercise of public power ; that the problem was a matter 
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of concern and study in the 1920’s, and in the years following 1933, when the 
levels of economic activity were high ; that the economic protection provided by 
Congress in the 1933 economic crisis was more drastic than the Burlington con- 
ditions adopted by the Interstate Commerce Commission in 1940. Mr. Harrison 
asserted that because of its recognized relationship to and effect upon the ade- 
quacy, stability, and efficiency of transportation, employee welfare and morale 
are inseparable parts of the public interest, and the imposition of appropriate 
conditions proceeds from consideration of employee welfare and morale and not 
from consideration of possible differences in age, levels of pay, adaptability, etc. 
In this aspect of the problem, he said, there is no difference between an employee 
in the rail industry and an employee in air transportation. 

The witness agreed that adverse effects to employees not properly attributable 
to the acquisition but due to the ordinary vicissitudes of business do not come 
within the protective provisions proposed. He disagreed with Pan American's 
contention that imposition of the conditions might impose a prohibitive cost, 
pointing out that the costs are only directly proportional to the amount of adverse 
effect to the employees; thus, if, as Pan American asserts, little adverse effects 
are experienced, the cost will be low. 

The brotherhood contends that Pan American proposals for protection of 
employees are inadequate, unfair, and unreasonable. It is asserted that em- 
ployees may be affected by other means than loss of jobs; that such economic 
losses, not covered in Pan American’s plan, are entitled to protection equally 
with that of loss of jobs. Mr. Harrison stated that the proposed dismissal com- 
pensation for employees Pan American concedes it will not retain—severance 
pay up to a maximum of $2,000—is not adequate; that the Cole award dealt 
with purely internal corporate changes in personnel; that it is recognized in 
the railroad industry that a schedule of benefits for unemployment resulting 
from intracompany changes in operation is substantially less than that accorded 
where two companies merge. 

With respect to the seniority problem that exists in those groups of Overseas 
employees Pan American plans to absorb, the brotherhood takes the position that 
integration of seniority is a question to which the Board’s authority does not 
extend as well as one with which it is ill equipped to deal. This conclusion is 
based upon the following reasons : 

First, seniority rights rise out of bargaining agreements and are controlled 
by their provisions. Existing bargaining agreements covering employees of Pan 
American provide that new employees come in as junior to men in service. 
Accordingly, any action by the Board conditioning approval of the merger upon 
an integration of seniority rights would direct an amendment to existing bargain- 
ing agreements. The brotherhood states that the Board is not the proper tribunal 
to interpret bargaining agreements, let alone direct a change in their provisions. 

Second, seniority lists are not within the control of the carrier, and any 
condition regarding integration of seniority would be outside its power to fulfill 
in the absence of agreement by the employees involved. 

Third, the question of handling the seniority position of employees either 
separately or by combination is a problem which by its very nature should be 
left to be handled by negotiation between the parties concerned and whose 
interests are affected. 

Fourth, the findings which the Board would necessarily have to make prelim- 
inary to a determination that integration of seniority was the fair and equitable 
procedure for each of the separate groups of employees concerned would thrust 
upon the Board a cumbersome, complicated, and administratively impracticable 
burden with which it is not equipped to deal. 

The Interstate Commerce Commission in providing protective conditions does 
not include within the conditions prescribed provisions as to how seniority 
problems between the merged groups of employees shall be handled. Mr. Harri- 
son, in pointing out the extent to which he believed the Board might participate 
in the solution of seniority problems in this case, said, that the question of 
whether seniority lists should be “dovetailed” is “a matter of course that ought 
to be worked out through collective bargainings between parties concerned under 
a declaration by this Board, that all employees directly affected as a result of 
the exercise of the authority that might be granted should participate on a fair 
and equitable basis in the employment that may be available.” Mr. Harrison 
said that if the two employee groups are unable to agree, the Railway Labor Act 
affords adequate governmental machinery through mediation or arbitration to 
resolve the controversy. 





2772 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


It is the position of the brotherhood that the Board is empowered to impose 
conditions for the protection of employees adversely affected; that the exercise 
of such power here is justified as the evidence shows that employees will be ad- 
versely affected; that the conditions recommended by the brotherhood, derived 
from the Burlington formula, represent just and reasonable conditions which 
ure administratively feasible; and that approval of the agreement should be 
inade contingent upon those conditions; that the proposed conditions submitted 
by other parties with respect to integration of seniority lists is not a proper 
subject of determination herein and should be left to negotiation between the 
parties and the established procedures of the Railway Labor Act, provided that 
the Board should recommend that all employees directly affected as a result of 
the acquisition should participate on a fair and equitable basis in the employ- 
ment that may be available after its consummation. 

Overseas flight engineers take a neutral position on the question of whether 
the agreement should be approved. However, it is their position that the Board 
has legal power to impose appropriate conditions for the protection of employees 
who may be adversely affected by the agreement, and that the record in this 
case shows that it is one in which protective conditions should be imposed. In 
connection with the latter, it is pointed out that flight navigators and radio 
officers will be abolished, that pilots, copilots, flight engineers, nonpilot crew 
members, and other groups will be reduced if the combined operation results in 
the operation of less schedules, that 1 of Pan American’s exhibits shows that 50 
schedules could have been cut off the North Atlantic during January, February, 
March, and April 1948, if operations of Pan American and Overseas had been 
combined. It is pointed out that the agreement makes no provision for con- 
tinued employment of Overseas personnel by Pan American for a definite period 
of time after the closing date. Reference is made to Mr. Trippe’s statement 
when questioned with respect to Pan American’s intention to make reasonable 
provision for the protection of Overseas employees, that “beyond the definite 
provision covered in the contract and all that Mr. Fenton had to say about it, I 
am frank to say I can’t add anything more.” 

A witness for the Overseas flight engineers stated that no problem existed as 
to wages because the wage schedules of Pan American and Overseas are prac- 
tically the same. The adverse effect arises out of other conditions affecting 
employment after the merger, which are: Loss of employment or demotion, 
seniority problems, discharged employees, transferred and later demoted em- 
ployees, moving expenses, vacations, cost of uniforms, training courses, and re- 
tirement plan. The Overseas flight engineers take the position that Pan Ameri- 
can’s proposal for a freeze period for 5 years is inadequate for dealing with the 
problem as it would merely postpone the day for settling the issues rather than 
solving them now. It is stated that the attitude of Pan American flight en- 
gineers is that the Overseas men will be added to the bottom of the seniority list 
and that the problem will exist no less at the end of 5 years than now. Overseas 
flight engineers submitted as an exhibit the conditions which it is believed the 
Board should impose if it approves the contract. These conditions which are 
based upon the Burlington formula are in nature substantially the same as those 
advocated by the Brotherhood of Railway and Steamship Clerks heretofore dis- 
cussed and set forth on page 125. The Overseas flight engineers also proposed 
a condition that the seniority list of Pan American and Overseas employees shall 
be merged on a fair and equitable basis to be arrived at by agreement between 
representatives of the employees and representatives of the company and in 
event of failure to agree within 30 days after the dispute arises on the merger 
seniority list, the matter shall be determined under the provisions of the Labor 
Railway Act. 

Council No. 36, the Air Line Pilots Association, which council consists of about 
230 Pan American pilots in Pan American’s Atlantic division, proposed con- 
ditions summarized as follows: (1) That paragraph fifth (b) (5) of the agree- 
ment (which is the one relating to employees) be modified or eliminated so as to 
remove any conflict or inconsistency with the employment agreement between 
Pan American and its pilots dated June 16, 1945; (2) that approval of the agree- 
ment by the Board include a condition that Pan American shall do nothing with 
respect to the employment and status of Overseas’ pilots which will be departure 
from or at variance with the terms of the Pan American employment agree- 
ment, except to the extent that such employment agreement may be amended by 
agreement between Pan American and its pilots; (3) that approval of the ac- 
quisition include a condition that Pan American shall reimburse any pilots.in its 
service who may sustain any loss or injury as a result of any variation by Pan 
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American whether by consent or otherwise from the terms of the employment 
agreement. 

Council 36 opposes the plan proposed by Pan American to dispose of the 
seniority issue by an unqualified 5-year freeze plan and also opposes any plan to 
dispose of the issue by arbitration, stating that either would involve the unilateral 
relinquishment by Pan American pilots of their existing contractual rights which 
cannot be required of them. Council 36 submitted a proposed plan for solving 
the seniority problems which provides that insofar as former Overseas pilots 
bring their jobs with them, they shall not be summarily displaced by Pan Ameri- 
can pilots ; also, that former Overseas pilots should enjoy Pan American seniority 
rights determined on an equitable basis. It is proposed as a compromise looking 
toward an ultimate and gradual dovetailing of the seniority rosters, at the con- 
elusion of which relative seniority would be determined generally by date of 
employment by either company. It was stated at the hearing that this proposal 
was offered only by Council 36 and was subject to approval of the councils of 
pilots in the employ of Pan American. Since that date, counsel for the intervenor 
has advised that Councils 10, 37, and 56, the membership of which constitutes a 
majority of the Pan American pilots, have approved the Council 36 position. 

The position of the Air Line Pilots Association toward the acquisition was 
stated by its president, David L. Behncke. He stated that ALPA has not taken 
a position for or against the merger but does take the position that if approved 
it should not be approved until first pilots and copilots of both companies are 
protected including their seniority and all employment rights in such a way that 
there will be a realistic and binding guaranty that no impairment of employment 
will result to either group. He stated that ALPA is opposed to paragraph fifth 
(b) (5) of the agreement, which he termed so vague that it cannot be regarded 
as protection for Overseas pilots and copilots, 

On the matter of the method of merging the two seniority lists, ALPA has 
taken no position. Mr. Behncke stated that pilot representatives of Pan Amer- 
ican and Overseas would appear before any neutral person not connected with 
either airline or pilot group, designated by the examiner, to state their respec- 
tive positions, the person so designated to set forth a determination that will 
resolve the differences, and whatever this determination is, it should be written 
in the final decision by the Board if it approves the acquisition. 

On brief, ALPA states that as a result of subsequent meetings on the subject, 
ALPA desires to withdraw completely the foregoing statements made at the 
hearing by its president. The procedure ALPA now advocates is that the repre- 
sentatives of Pan American and Overseas pilots submit to ALPA a statement of 
position, setting forth their recommendations as to how the seniority lists should 
be brought together. ALPA acting as representative of both groups will sub- 
mit these statements to the examiner without comment on the merits. The 
examiner having before him the statements of positions of the two pilot groups 
can make recommendations as to how the system seniority lists should be 
brought together. Accordingly, ALPA included a brief filed by Council 36, 
heretofore discussed, and also a statement signed by Overseas airline pilots 
master executive council. Subsequent to the date for filing briefs, ALPA for- 
warded a document which it termed a minority brief submitted by certain regu- 
lar copilots within Council 17 and certain other pilots in the service of Pan 
American. 

The Association of Air Navigators takes the position that the agreement was 
clearly intended to benefit and protect the labor contract of the navigators in 
the service of Overseas. It charges that Pan American in stating that it will 
not use Overseas nonpilot navigators seeks to avoid its obligation under para- 
graph fifth of the agreement. It contends that it is clear from reading the 
agreement and from the testimony of the various witnesses who participated 
in the negotiation that it was the purpose and aim of the agreement that the 
contract of the navigators in Overseas be binding upon Pan American. It is 
also contended that the agreement and Pan American’s intentions with respect 
to the Overseas navigators violates the Railway Labor Act and Civil Aeronau- 
tics Act. It is requested that if the agreement be approved there should be a 
condition disapproving that portion of paragraph fifth (5) which would involve 
an automatic wage cut and requiring Pan American to assume contractual obli- 
gation under the existing collective bargaining agreement between Overseas and 
flight navigators. It is also requested that if the sale be approved the Board 
impose as conditions the proposed condition set forth by the association in its 
exhibits, based upon the Burlington formula, for the protection of navigators 
who may be adversely affected by the transaction. 
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CONCLUSION 


The applicants requested certification of the record to and initial decision 
by the Board because of the time element, the unusual circumstances and policy 
considerations involved, and the fact that the issues will require ultimate 
resolution by the President. Omission of an examiner’s report was opposed 
by other parties on the ground that there was no need for such expedition, 
because of the voluminous record, and because “issues as to veracity and credi- 
bility of witnesses are present in the record.” The Board found that a recom- 
mended decision by the examiner “would be of substantial assistance in 
considering the issues and formulating a decision” and denied the request for 
certification of the record (serial No. E-2991, dated July 6, 1949). While the 
evidence herein permits answers and specific findings on many of the issues 
and questions raised, it does not provide specific answers to such broad questions 
as the future air-transportation policy over the North Atlantic. The evidence 
with respect to these matters consists largely of the views expressed by various 
witnesses and there is a sharp conflict of opinion on these points. 

The proposals herein have not been submitted to the stockholders of Overseas 
for approval. Opposition to the transaction has been expressed herein by Export, 
the largest minority stockholder, and by Sparks et al., a group of employees 
whose holdings were estimated as “approximately 1,000 shares” of Overseas 
stock. Other than these two, there was no protest at the hearing from the 
other stockholders of Overseas holding slightly more than 325,000 shares of 
stock. One of the parties herein moved that the proceeding be dismissed because 
the transaction had not been submitted to the stockholders, which motion was 
denied by the Board (order serial No. E-2516, dated March 1, 1949). The 
submission of the proposal to the stockholders was also discussed at the pre- 
hearing conference. On March 28, 1949, all parties were advised that American 
and Overseas would have a regular stockholders’ meeting in May but that there 
was no occasion to submit the matter to the American stockholders and “it has 
been concluded that it would be of such dubious legality to submit the matter 
to AOA stockholders at that meeting that it will not be done.” It was stated 
that the only action upon which the Board is called to approve or disapprove 
is the transfer; that the Board does not pass upon a dissolution. It was stated 
that under Delaware law there is a serious question as to whether a stock- 
holder’s vote for dissolution either would itself require immediate dissolution 
subject only to the performance of certain ministerial acts, or could validly 
be taken prior to the time when there remained only the performance of such 
ministerial acts to effect dissolution. 

It seems clearly established that prior stockholder approval is not jurisdic- 
tional to this proceeding. The parties herein have precedent for submitting 
this transaction to the Board without having submitted it to a stockholders’ 
meeting.” Under Delaware law, a sale of all of the assets of a corporation 
may be effected upon the assent of the holders of a majority of the stock, even 
without a stockholders’ meeting. The board of directors of American, the 
majority stockholder, unanimously favored both the original and the supplemental 
agreement and notified the Overseas board of the assent of the majority stock- 
holder. Insofar as can be determined, the transaction has been conducted in 
accordance with the provisions of Delaware law which permits a majority to 
effectuate a sale of assets without the requirement of a stockholders’ meeting 
to act on the matter. At the prehearing conference, counsel for Sparks et al., 
while agreeing that prior stockholder approval is not necessary to Board con- 
sideration, expressed the opinion that from an administrative policy standpoint 
it is unwise to consider such proposals prior to approval by the stockholders. 
If that observation were meant as a prophetic statement in this case, the record 
bears it out. The record demonstrates that it would have been more proper, 
and preferable, for Mr. Smith and the Overseas directors to have given the 
stockholders an opportunity to decide whether the officers of the company had 
violated their obligations to the stockholders in consummating this transaction, 
rather than to have forced the Board to act as a forum for such charges in 
addition to the other aspects of this case which it must consider. But that was 
not done, and since the transaction is before the Board it is now necessary 
to examine these charges in the light of the evidence and the law. However, 
in view of the circumstances in this proceeding, it would seem advisable that the 
Board should, as a matter of general policy, hereafter refuse to consider any 
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merger, consolidation, or sale, unless such transaction shall have first been 
submitted to and approved by the stockholders. 

Export, the largest minority stockholder, charges American and Mr. Smith 
with “gross and flagrant breach of trust,” “suppression and misrepresentation 
of material facts,” “high-pressure methods,” “steathy negotiation,” “utterly 
reckless attitude,” “betrayal of interest,” and statements made “falsely or 
recklessly” in negotiating and obtaining approval of the original transaction. 
Export alleges that Mr. Smith and American occupied a fiduciary relationship 
to Overseas and Export, which they violated by the sale of Overseas at a distress 
price, and that this action constitutes a breach of trust, invalidating the contract 
of sale. Reference is made to the Board's disapproval of a proposed stock 
acquisition in National-Caribbean-Atlantic Control Case (6 CAB 671), wherein 
the majority stockholder obtained a more favorable bargain than did the minority. 
In that case, the Board disapproved a deal whereby the seller as the majority 
stockholder would have received compensation at a rate about four times more 
favorable than that to be received by the minority. No such situation exists 
here under the cash transaction. Any argument to that effect which might have 
been made under the original agreement, based upon the fact that American, 
as one of the largest stockholders of Pan American, would receive certain benefits 
and consideration apart from the minority, has disappeared under the new cash 
deal agreement. All stockholders of Overseas receive the same price of $9.97 
per share for their stock. In the case of Export, it exceeds the $7.32 average 
cost of the stock of Export; in the case of American, it is less than the average 
cost of $10.77 per share. The evidence does not disclose what the other stock- 
holders of Overseas paid for their stock other than that some of them paid $12 
per share. Thus, it is apparent that Export emerges with a profit and in better 
financial shape than any of the other stockholders. While it is true that Export 
did not want to sell at that price, that is a subject for later discussion. 

The other cases cited by Export in support of its position, Overfield v. Pennroad 
Corp. (42 F. Supp. 586), Geddes v. Anaconda Mining Co. (254 U. 8. 590), and 
Lebold v. Inland Steel Co. (125 F. 2d 360), “involve the acquisition of the sub- 
sidiary by the parent on inequitable terms.” That is not the situation here for 
there is no effort by American to “freeze out” Export and take over Overseas 
for itself. There is no relationship between the buyer and seller; they are 
wholly at arms length. As previously stated, the change from stock to a cash 
transaction eliminates any argument that American has some kind of a prospec- 
tive interest in Pan American, the buyer. 

“Tt it a fundamental principle that directors of a corporation occupy a fiduciary 
relationship to the corporation and its stcokholders and must act in good faith 
in managing corporate affairs.”" Mr. Justice Douglas in Pepper v. Litton 
(308 U. 8.'295, 306) summed up the ordinary rule of equity as to corporations that 
the majority has a right to control but, where it does so, it occupies a fiduciary 
relationship toward the minority as much as the corporation itself or its officers 
or directors. The facts herein are: American holds 61.9 percent of the stock 
of Overseas; four of the Overseas directors and officers at the time of the original 
agreement, Messers. Smith, Damon, Jacob, and Deichler, were also directors and 
officers of American. At the time of the supplemental agreement, Messrs. Smith, 
Jacob, Deichler, and Mosier, officers and directors of American, were directors of 
Overseas; the other directors of Overseas were Messrs. Gillespie and Bowers, 
who are connected with Export, J. A. Jackson, connected with neither American 
nor Export, and H. R. Harris, general manager of Overseas. The original agree- 
ment was approved by a vote of 4 to 1 (Mr. Slater opposing and Mr. Harris 
abstaining). The supplemental agreement was approved by a vote of 5 to 1. 
Mr. Gillespie dissented; Messrs Bowers and Slater were absent. It will be 
noted that Mr. Jackson, who apparently represents general public stockholders 
of Overseas, voted for the deal. 

The negotiations and events leading to the original and supplemental agreement 
have been described heretofore. In carrying these out, Export contends that 
Mr. Smith’s concealing of the negotiations from Messers. Slater and Damon con- 
stituted a breach of trust. The record shows that Mr. Damon was informed of 
the negotiations on November 9, 1948, and Mr. Slater was advised 3 days later, 
upon his return from Europe. There is no explanation as to why Mr. Smith did 
not consider it desirable, from the outset, to consult these acknowledged out- 
standing men in the transportation field, who because of their knowledge of 
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Overseas were qualified to participate in negotiations at hand. This omission 
is made more unusual because of the close relationship that had previously 
existed between Messrs. Smith and Damon. In fairness to Mr. Smith, it must 
be noted that Mr. Slater had been in Europe for several weeks and Mr. Smith 
considered going to Europe to consult him. However, irrespective of what the 
parties, or the examiner, may think of the wisdom of his action, there was no legal 
obligation on Mr. Smith to consult these two men in the preliminary discussions 
that had gone on theretofore. He did advise them. Mr. Slater expressed his 
opposition to Mr. Smith; he conveyed the knowledge to the Export board, which 
registered its opposition with the American board at its November 17 meeting; 
and Mr. Slater met with the special committee appointed by the American 
board and again expressed his opposition, and his argument that the price was 
too low resulted in the so-called floor provision raising the price. Mr. Damon 
expressed his feelings on the subject at the meeting of the American board; he 
served as a member of the special committee which made a counterproposal to 
Pan American, “firmed up” the deal and recommended approval of it. These 
facts do not support Export’s contention of a breach of trust by reason of Mr. 
Smith's conduct toward Messrs. Slater and Damon, regardless of how one might 
speculate upon the differences between Mr. Smith and Mr. Damon. 

It is clear from the law and facts that American, as the majority stockholder, 
and Mr. Smith, as an official of Overseas, occupied a fiduciary relation to Over- 
seas. As a director and officer of both American and Overseas, Mr. Smith occu- 
pied a dual role. The history of the negotiations indicates that American and 
Mr. Smith regarded Overseas as a division of American, and Mr. Smith’s pri- 
mary concern seemed to be the welfare of American Airlines. This was natural 
as he was president of Overseas by reason of the wishes of American, the ma- 
jority stockholder, and, in carrying out its wishes, he was carrying out those of 
the majority of Overseas stockholders. As long as he exerted his efforts to see 
that all stockholders received equal consideration from the sale, there was no 
breach of fiduciary relationship, even though in negotiating the sale he was carry- 
ing out the wishes of a majority in opposition to the wishes of the minority. 

In the discussion of Sparks and others’ evidence there was set forth the 
contention made by Sparks and others on brief that the original deal resulted in 
several “considerations peculiar to American—thus resulting in a serious over- 
reaching by the majority.” The facts and provisions of the original deal do not 
suggest that there was a conscious or deliberate effort to disregard the obligation 
due Overseas, or that there was any venal consideration running to American 
and Mr. Smith as distinguished from other stockholders of Overseas. But the 
fact remains that under the provisions of the original deal American would 
have been the largest stockholder of Pen American and, by reason of this and 
certain other features, there were sufficient possibilities inherent in the situa- 
tion to give merit to the contention of Sparks and others. However, the sup- 
plemental agreement obviates that objection and possibility; also the floor pro- 
vision insuring recovery by American of its original cost, whereas some of the 
other stockholders would not, is eliminated. It is suggested that American would 
receive a special benefit by reason of the fact that the sale would free it from the 
necessity of further investment in Overseas and permit it to recover investment 
already made, the combination of which would enable American to strengthen its 
own system. The same benefits would inure to Export; while the other stock- 
holders would be saved from possible dilution of their holdings, as additional 
capital requirements of Overseas might necessitate further issuance of stock. 
American concluded that it could not obtain the necessary capital to meet its 
future requirements as well as those of its subsidiary in order that they may keep 
pace with the general progress of the industry. The fact that the sale of Overseas 
would relieve American of requirements for future capital investments in Over- 
seas cannot be termed such a special benefit to American that it constitutes a 
breach of its fiduciary relationship to the minority stockholders of Overseas. 
Nor can the fact that American directors desire the officials of the company to 
spend all their time on American’s development be termed a peculiar benefit to 
American of such nature as to void the agreement. It is charged that Mr. Smith 
believed approval of this transaction would kill Pan American’s chances for a 
domestic route and that he bargained for that result. That is an inference drawn 
by the opponents of the deal. There have been many conjectures as to what 
reasons, if any, in addition to those stated in the record, motivated Mr. Smith in 
making the deal. While it is interesting to speculate on whether there are other 
reasons, personal or otherwise, they are not matters of record. On the basis of 
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the reasons of record it cannot be concluded that the deal now before the Board 
results in exclusive benefits to American of such nature as to result in a serious 
overeaching by the majority. 

The charges that Mr. Smith committed a breach of trust in that he used “high 
pressure methods,” made statements “falsely and recklessly,” and “suppressed 
and misrepresented material facts,” are predicated upon the statements made by 
Mr. Smith in his memorandum of November 15, 1948, to the American board of 
directors and in subseqent discussions with the directors and the special com- 
mittee. The statements made by Mr. Smith concerning TWA negotiations with 
Pan American and Floyd Odlum having a power of attorney to consummate a 
deal with Pan American are emphasized. The record does not disclose the basis 
of Mr. Smith’s belief. On the contrary there are specific denials by TWA officials 
and by Noah Dietrich, a close associate of Howard Hughes, who was positive that 
Mr. Hughes had never given Mr. Odlum a power of attorney or authorized him to 
discuss the sale of TWA. Other than this particular item, the other statements 
attributed to Mr. Smith seem to be statements of his opinion at the time. Whether 
other persons would have reached different conclusions from the same facts or 
hindsight has shown Mr. Smith to be in error is not the test for judging these 
charges. It would have been more prudent for Mr. Smith to have submitted the 
Starr memorandum to the special committee and to the American board. But 
Mr. Smith did not feel that the variance between it and the memorandum he 
circulated, prepared by Mr. Hogan, was sufficient to effect the overall picture. 
The report of the special committee makes it clear that more than the Starr 
memorandum would have been necessary to have influenced the committee to 
recommend against approval of the deal. Mr. Smith’s judgment may have been 
bad, and he seems to have been in error as to some of his information, in which 
case he must answer to his directors and stockholders; but there is nothing 
to indicate that he knowingly and willfully misrepresented matters, suppressed 
vital information, and engaged in false and reckless statements to justify and 
obtain approval of the transaction and thereby committed a breach of trust. It is 
clear that Mr. Smith, as the chief executive, concluded that American should 
terminate its interest in transatlantic operations and, believing that his di- 
rectors felt the same, he set about doing so at once with his characteristic energy 
and methods. 

Under the laws of the State of Delaware, in which Overseas is incorporated, 
a sale of all the assets of a corporation may be effected upon the assent of the 
holders of a majority of the stock, even without a stockholders’ meeting. De- 
cisions under the Delaware law establish that the power to sell the assets is the 
power to sell all assets, that the minority has no right to question whether a 
sale shall be made but only to question the terms, and that difference of: opinion 
as to the terms is not sufficient to prevent the transaction.“ American asserts that 
the provisions of the laws of Delaware have been fully complied with, and such 
examination of the corporate law of Delaware as the examiner has been able to 
make with respect to this case has given no cause to doubt that the foregoing 
is the law and that it has been followed. Sparks and others concede that it is 
impossible “squarely to contradict” the statement that the procedure followed is 
justifiable under the laws of Delaware, but contend that there is a question 
as to whether Delaware courts would treat the transaction as a transfer of 
assets to be followed by dissolution of the corporation, or permit it to be broken 
up and treated in the piecemeal fashion that American plans. As the question 
has never been pressed upon the Delaware courts, there are no precedents in the 
matter. Therefore, it is argued that the Board should not be called upon to 
approve a transaction whose validity under Delaware law is questionable. Re- 
gardless of opinions as to whether a stockholders’ meeting should have been 
called for consideration of this transaction, the contention that the procedure 
followed is in compliance with the law seems correct. Presumably Overseas 
and the majority stockholder will comply with the law and call a stockholders’ 
meeting to effect any dissolution of Overseas; if not, the stockholders may 
take steps in the courts of Delaware to insure compliance with the law. 

It is asserted that independently of the Delaware law, the Board should not 
countenance this disregard of minority right by permitting “a single stockholder 
with a majority interest to ride roughshod over a minority.” It is argued that 
in this case definite commitments with the approval of the Board were assumed 
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by American to Export when American was permitted to become a majority 
stockholder. This is not the first instance wherein a single stockholder with 
controlling interest has effected a sale of the assets.“ In the case of the sale of 
route No. 68 to United, the wishes of a single stockholder, who had control of 
Western but not a majority of the stock, dominated the transaction. Some of the 
parties herein expressing concern about the rights of minority stockholders had 
opportunity to make the same objection there, but did not do so. A majority's 
power to effectuate a sale of the assets is one of the advantages of majority 
ownership. Nowhere in the applicable law is there a requirement that the 
majority even consult the minority before approving the sale. 

It is contended that the existence of such power does not justify its use herein 
where American in acquiring Overseas made explicit representations to Export 
and the Board, which were among the considerations that induced approval 
of the acquisition. It is stated that American gave assurance that its investment 
would be co-terminous with the duration of Overseas’ certificate ; that it pledged 
its support to further financing of Overseas, and that it represented that there 
were definite advantages in allowing a domestic airline to operate a competitive 
transatlantic route. It is charged that American is seeking to renege on these 
assurances. During the discussions leading to American’s acquisition of Over- 
seas, Mr. Slater in response to a question was assured that American was 
buying for itself—not an outside interest. Certainly if Mr. Slater had wanted 
to deal with Pan American, he could have done so then, and perhaps on dif- 
ferent terms. This argument had much more merit under the original stock 
deal herein where Export was being forced to accept stock and become an in- 
vestor in Pan American against its will. However, the supplemental agreement 
has changed that situation. American has made further investment in Overseas. 
But it now says that it cannot continue to make the investment it believes. Over- 
seas must have to develop and at the same time meet the needs of its own 
operations. Mr. Slater told Mr. Smith that it was doubtful if Export could 
continue to put up its share of Overseas’ future requirements. Whether or not 
the investment situation was as acute as American thought, the evidence is clear 
that American believed it would be next to impossible to do further financing 
to the extent it believed necessary. It is not incumbent upon American to con- 
tinue a mistake, if it becomes apparent one has been made, because it made 
certain statements predicated upon anticipated facts. But at the same time, 
American should consult with and make disclosure to the person to whom the 
statements were made. The record shows that American did consult, Export— 
the latter’s complaint is that it was not consulted at an earlier stage and was 
not permitted a more active participation in the negotiations. 

If American and Export have operated in the relationship akin to that of 
partners in a joint enterprise, as the opponents of this deal contend, it was 
because of voluntary action by American’s management. There was no condition 
to that effect. Export was under orders to divest itself of control of the airline. 
A review of the Board’s opinion in the acquisition case and of the circum- 
stances surrounding it and the North Atlantic case shows that the -Board’s 
language referring to what American as holder of 51.4 percent of the stock could 
do under Delaware law was not language of limitation on American but rather 
to show that Export would retain no power “to exercise either a positive or 
negative control.” There is nothing therein that would indicate that the Board 
would have refused to approve acquisition by American of 75 or 100 percent 
of Overseas if it had been proposed. The Board’s interest was in seeing that 
divestment be effected in accordance with the law. Export did not sell any- 
thing to American; it stood with what it had. American bought authorized but 
unissued stock in sufficient amount to acquire control and divest Export of it. 
The Board approved the acquisition by American and concurrently issued the 
present certificate to Overseas controlled by American, pointing out that each 
carrier possessed certain qualifications which would be complementary to the 
other and operate to the benefit of the public. But it did not attach any condi- 
tions direct or by inference that American and Export should operate Overseas 
in a relationship akin to partners in a joint enterprise. Therefore, American 
did not owe any special obligation to Export arising out of such relationship. 

In considering whether this transaction meets the tests set up in the appro- 
priate sections of the act and should be approved, it must be borne in mind that 
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the certificate under which Overseas operates expires July 5, 1952; that Pan 
America’s certificate to engage in operations beyond London, as wel las TWA’s 
certificate to engage in international operations, expires on the same date. Thus, 
the question of United States-flag carrier operations in Europe and throughout 
the Middle East must be reappraised within the next 2 years. The key proposal 
of the transaction is the acquisition of the assets of Overseas (Docket No. 3589). 
If it is found that this will not be consistent with the public interest, then the 
request for the consolidation of Overseas’ certificate with Pan American’s certifi- 
eate has no significance. By reason of the supplemental agreement, Docket No. 
3590, the request for approval of a voting trust arrangement contemplated in the 
original agreement, no longer has significance. 

Section 408 (b) provides that unless the Board finds that the purchase will 
not be consistent with the public interest, it shall approve it, provided it would 
not result in creating a monopoly or monopolies and thereby restrain competition 
or jeopardize another air carrier not a party to the purchase. The Board has 
held that the word “and” is used in the conjunctive and, therefore, the issue of 
“jeopardy” to another air carrier not a party to the transaction arises only when 
that transaction would result in creating a monopoly.“ Section 401 (i), which 
governs the proposal to transfer the Overseas’ certificate to Pan American, sets 
up the test of consistency with the public interest. The sections of the statute 
here involved do not require a finding as in the case of new routes that the pro- 
posal is required by the public convenience and necessity. The question of condi- 
tioning approval upon consent to changes in the route pattern is not reached unless 
it should first be found that the transaction proposed does not comply with the 
applicable statutory standards. Thus, before there is any occasion for consider- 
ing changes in route structure, it must be found that the pattern which would exist 
under the proposal herein would be inconsistent with the public interest. 

Whether the acquisition of Overseas and the transfer of its certificate to Pan 
American is inconsistent with the public interest and will result in creating a 
monopoly are the major issues in this proceeding. The contentions of the parties 
with respect to these issues have been set forth in the discussion of their cases. 
The opponents argue that the present three-carrier route pattern should not be 
upset ; that it has resulted in a reasonably equal distribution of opportunity; and 
that there is nothing fundamentally defective which requires readjustment. 
The applicants contend that a reduction from 3 to 2 carriers would not be incon- 
sistent with the public interest or result in a monopoly; that in the light of post- 
war developments the present three-carrier transatlantic structure is contrary 
to the policy intended by the Board and the President. The facts of record reveal 
a great difference between the routes envisioned in the North Atlantic opinion 
and the routes which the United States-flag carriers have actually been able to 
operate. There is no question that one of the factors influencing the designation 
of the route awarded Overseas was the optimism concerning future relations with 
Russia as made clear by the Board’s language “that closer relationship with the 
people of Soviet Russia will open up heretofore undeveloped trade and travel 
markets and will in time result in a substantial flow of trade and travel between 
that nation and the-United States.” Obviously, the “closer relationship” referred 
to is still only a future hope and the anticipated results have not happened. 
Similarly, an important part of the central route which Pan American holds was 
the service across Hungary, Yugoslavia, Rumania, and Bulgaria to Turkey. 
Instead of Overseas having a route separate and distinct from Pan American, in 
which duplication with Pan American was largely incidental, 74.1 percent of its 
transatlantic passengers in 1948 were carried to and from transatlantic points 
also served by Pan American. It is rather clear that Overseas is largely a com- 
petitive carrier and that it does not serve a noncompetitive area of sufficient im- 
portance to require its continuation as a separate operation. No witness herein 
expressed the opinion that if given a clean slate he would urge that there should 
be three transatlantic carriers. 

Review of the Board’s opinion in the North Atlantic route case fails to reveal 
that there is anything sacrosanct in the certification of three United States-flag 
carriers. There is no discussion as to why 3 carriers were selected instead of 
2 or 4. The principal issues in that proceeding were whether there was a need 
for more than one United States-flag carrier, and whether domestic carriers 
should engage in international operations in the North Atlantic. The Board re- 
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affirmed its findings made in the American Export Airlines Case, supra, that the 
policy of Congress as expressed in the Civil Aeronautics Act contemplates regu- 
lated competition rather than a single-carrier operation and that there was a 
need for more than one carrier. The instant proposal wherein Pan American 
would acquire the assets, including the certificate, of Overseas does not violate 
that policy. The Board, in its opinion in the North Atlantic Route Case setting 
up 3 separate areas and 3 separate carriers, did not take the position that dupli- 
eating competition between the same United States point and the same point in 
Europe was required by the public interest. The description of the routes set up 
as northern, central, and southern route may be taken as an indication that the 
Board did not regard such duplicating competition as per se desirable here and 
was not thinking in terms of domestic routes such as New York-Chicago, Wash- 
ington-Chicago, and Los Angeles-San Francisco. Under the route patterns set 
up therein, only the gateways Shannon, Lisbon, and London are served by two 
or all of the carriers. The situation remains substantially true at present, 
although there have been some route pattern adjustments such as granting Pan 
American authority to serve Frankfort, also served by Overseas. Consideration 
and review of the evidence of record and the historical background of trans- 
atlantic service fails to disclose how the reduction from 3 to 2 United States-flag 
carriers over the transatlantic route would per se violate the established policy 
of regulated competition. This country’s policy of international service to other 
continents is carried on by only two United States-flag carriers and, in some in- 
stances, the need is not sufficient to justify more than one carrier. 

Much argument and testimony has been devoted to the charge that the acquisi- 
tion will effect or promote a monopoly and will restrain competition by reducing 
TWA’s ability to compete. It is argued that approval will effect or at least be 
a long step toward the chosen instrument policy; it is charged that Pan Ameri- 
can by the acquisition is attempting by indirect methods to achieve that which 
it has been unable to do by direct methods. The arguments on these issues have 
been set forth in the discussion of the contention of each party and will not be 
repeated. 

It is charged that Pan American has demonstrated its intent to monopolize by 
a series of acts which fit into a pattern of exclusionary tactics in bargaining with 
other governments, acquiring other airlines, eliminating competition by dividing 
territory. A number of witnesses were called to testify on incidents, and evidence 
from previous cases was brought into this proceeding. These charges lose much 
of their significance and color when the testimony is read. For example, it is 
alleged that Mr. Trippe and General Critchley entered into a cartel agreement 
to divide world traffic between Pan American and BOAC. Both testified herein 
and denied any such agreement or conversation looking toward that end. Their 
testimony is uncontradicted. The only testimony bearing on the point is the 
statement by Mr. Berle that in conversations with some British officials, he was 
told there had been some negotiations of this general character and was likewise 
told by the same officials that there was no agreement binding or representing 
British Government policy and no such agreement could exist, and any negotia- 
tion would therefore have to be conversation. 

Another example is the charge that Pan American through its subsidiary, 
Panagra, impeded inauguration of operations by Braniff in South America. 
This allegation assumes an entirely different color when the testimony of Mr. 
Roig is read. It is clear that Mr. Roig offered Mr. Braniff use of Panagra 
facilities in May 1946 and mentioned the subject several times during successive 
months, but Mr. Braniff did not avail himself of the opportunity to enter into 
an arrangement nor did he make any move in that direction until September 1947, 
when Mr. Roig had advised him that Panagra felt obligated to contest the validity 
of certain actions of Braniff. Other instances are the so-called statements of 
Messrs. Morrison and Rihl, of Pan American, to Captain Rickenbacker. When 
Captain Rickenbacker’s testimony is read, these statements lose the ominous 
import attributed to them. It is clear from Captain Rickenbacker’s testimony 
that the remarks attributed to Messrs. Morrison and Rih! were part of a facetious 
exchange between these men who had known each other for a long time, knew 
each other’s interest and joked about them. Time and space do not permit 
discussion of each incident recited, nor do all of them whitewash Pan American. 
There are some incidents such as those at Ranchos Boyeros and at Merida 
where the acts of Pan American and of its subsidiary, CMA, can hardly be 
described as gracious to their competitors. For that matter, it is a rare 
instance to find any airline extending itself to welcome competition in its terri- 
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tory, so Pan American’s attitude on that point is not unusual. However, the 
testimony does show that there were two sides to most of the controversies 
and incidents and it does not prove the charges, many of which have been made 
on numerous occasions. 

It is charged that Pan American has attempted acquisitions which have a 
bearing on the intent to monopolize, and a number of airline executives were 
called to testify as to conversations relating to possible interchange agree- 
ments, stock acquisitions, or mergers. This testimony shows that in some 
instances Pan American made the initial suggestion and in other instances 
the initial suggestion was made to Pan American. The Board is aware that 
Pan American is not the only airline that has discussed mergers, acquisitions, 
or interchange on a somewhat comprehensive scale. In his October 1948, 
Chicago address, the Chairman of the Board in remarking on rumors of airline 
mergers and consolidations said that “there is scarcely a carrier in the country 
which has not been linked with one or more mergers and consolidations.” It is 
difficult to understand why any conversation by Pan American in this direction 
adds up to monopoly as distinguished from similar conversations by other 
airlines. 

Mr. Trippe made no secret of the fact that his first interest is the development 
of Pan American, that he will continue to engage in conversations looking 
toward the acquisition of TWA or any other carrier when he believes it will be 
Pan American’s benefit. Likewise, Mr. Trippe made no secret that he believes 
that a single carrier or “chosen instrument” is the preferable policy to be followed 
in United States international operations. These are the frank statements of 
the president of Pan American and they are consistent with his past action. 
Pan American has consistently opposed the authorization of new carriers in 
territory it serves and has consistently advocated only one United States flag 
carrier in international operations. These arguments have been considered and 
rejected by the Board in the cases involving international transportation wherein 
the Board has stated regulated competition to be the policy of this Government 
and has authorized additional carriers. In the face of these actions by the 
Board establishing competition for Pan American and breaking up its monopoly, 
it is somewhat confusing to have the charge made here that Pan American will 
be a monopoly if this acquisition is approved. The Board and the president have 
by their actions shown that there is to be no monopoly in international air 
transportation. The Board’s past record in opposing and preventing monopoly 
by a single carrier certainly warrants confidence that the Board can and will 
continue to carry out that policy. There is no reason to believe that if at any 
time the Board is convinced that a proposal of Pan American will lead to a 
monopoly it will not reject such proposition. It is difficult to be impressed with 
the charges that approval of an acquisition of a temporary certificate due to 
expire July 5, 1952, will result in a monopoly. 

The charges and incidents just referred to, which it is alleged have a bear- 
ing on the intent of Pan American to monopolize, do not have any more rele- 
vance to this proceeding than to a number of other proposals of Pan American 
before the Board. They are equally applicable to the so-called national investi- 
gation, docket No. 3500, now awaiting further hearing and it has been indicated 
that the same evidence will be offered therein, also to the Guatemala City-Los 
Angeles route proceeding now before the Board. Many of the so-called incidents 
have been aired in previous proceedings, including the Latin American Rate case 
(4 C. A. B. 90), the Panagra Terminal Investigation (4 C. A. B. 670), and the 
Latin American route case (6 C. A. B. 857). All of the so-called incidents were 
known at the time the President advised the Board that he had concluded that 
there was need for service by Pan American between the Pacific Northwest and 
Hawaii (Pacific Northwest-Hawaii case, 9 C. A. B. 580 (1948)). If, as the oppo- 
nents of this transaction contend, Pan American has or will have a monopoly, 
the Board is confronted with a serious problem of what action should be taken 
to break up that monopoly. Moreover, since the Board cannot condone monopoly, 
it would in effect amount to a judgment that Pan American cannot obtain any 
further route concessions in any future proceeding, regardless of the merit of 
their proposal. The conclusion seems inescapable that either Pan American 
now has a monopoly and that the Board’s policy and actions in the last few 
years in authorizing competition have been a failure, or else Pan American does 
not have a monopoly and will not have so long as the Board carries out the 
present policy. It can hardly be contended that the acquisition of a temporary 
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certificate due to expire in 1952 is the final stone necessary to complete the 
house of monopoly. 

Opinions vary as to how the acquisition will effect TWA and its ability to 
compete for traffic in the transatlantic trade. Messrs. Smith and Trippe believe 
that the elimination of one competitor will be helpful to TWA by giving it greater 
opportunity to sell traffic. TWA says that it will add overwhelming strength to 
Pan American with an adverse effect upon TWA’s competitive position. It as- 
serts that the “full impact of the name Pan American as the leader and the 
largest and most powerful from the standpoint of planes, schedules, and money 
and every other factor gives it a far better weapon in the competitive field than 
TWA would have.” 

TWA estimated that approval of the acquisition would result in a 10-percent 
diversion of traffic. Approval of the acquisition will not result in Pan American 
serving any additional cities now served by TWA. If, as TWA contends, the 
division of 1947-48 traffic under the acquisition would be Pan American 71 
percent, and TWA 28 percent the increased traffic of Pan American would be 
traffic heretofore carried by Overseas. The only point common to the services 
of Overseas and TWA is Shannon which Pan American also serves. Most of 
the points which would be acquired by Pan American are far removed from any 
point on TW4A’s route and none of them provides as good access to points served 
by TWA as Pan American already has through London, Brussels, and Lisbon. 
With respect to Shannon, TWA expects its share of the business there to increase 
as the result of the disappearance of Overseas, Of the 9,850 passengers which 
Overseas carried to Shannon in the years 1947-48, TWA estimates it would obtain 
3,554, or more than one-third of those carried by Overseas. This would repre- 
sent an increase in TWA’s transatlantic traffic. Thus, TWA concedes that Pan 
American would not be able to take over all of the Overseas traffic to and from 
Shannon where they would be in direct competition. However, with respect to 
traffic which Overseas is now carrying to London or to other points on its route 
but which is ultimately destined to points served by TWA, it states that Pan 
American would not only take over all of that traffic now handled by Overseas 
but also enough more so that TWA would lose 10 percent of its total traffic. If 
the acquisition is approved, TWA will have what it has heretofore termed an 
effective sales argument in that it will be the only airline selling single-carrier 
transatlantic transportation from such cities as Los Angeles and San Francisco, 
where it must presently sell in competition with American. The cash deal has 
removed any possible argument to the effect that American would be the largest 
stockholder in Pan American under the stock transaction. There is little doubt 
that American will favor Pan American on transatlantic traffic, even as the 
record shows that United and Northwest have agreements with the carriers of 
other countries, but TWA as the single carrier will still have the advantage in 
sales appeal and argument. 

Pan American asserts that TWA has not been in position to realize the full 
potentialities of its routes until recently because of its financial difficulties and 
lack of equipment. The evidence shows that in 1948 and 1949, TWA has experi- 
enced a steady and healthy growth in transatlantic passengers. It exceeded 
Overseas and Pan American in number and percentage of passengers carried 
on the North Atlantic route during the first 6 months of 1949. Data on file 
with the Board (stipulated in the record) show that TWA during the first 9 
months of 1949 had realized an increase of 37 million revenue passenger-miles 
over the same period of 1948, whereas in its exhibits in the original hearing in 
this case, TWA forecast 29 million revenue passenger-miles increase in 1949 
over 1948 for the entire year. TWA has certain advantages in its route struc- 
ture, including the fact that it serves the oil territory in the Middle East; the 
fact that it has little direct United States flag competition; the fact that it does 
have the same volume of foreign-flag competition as Overseas and Pan American, 
as shown by the frontispiece map; and the fact that no part of its route has 
been cut off by the Iron Curtain. These advantages have not as yet been fully 
reflected in TW A’s traffic development. 

As Pan American has pointed out, there are other important potentialities 
on which TWA had yet to realize in 1948 or even in 1949; such as service to 
Zurich which TWA did not begin to serve until early in 1949; service to Milan, 
to begin in 1949 ; the Catholic holy year in 1950; developments in Israel where it 
was estimated that in 1950 there would be a movement of 40,000 passengers 
between the United States and that country, and oil developments in the Middle 
East area. As TWA is the only certificated carrier to Rome, its opportunity to 
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participate in the traffic expected to move to that city during the holy year will 
be limited only by the equipment it has available. The Board has already had 
occasion to consider the movement of air traffic to Europe during 1950, particu- 
larly because of the Catholic holy year and the devaluation of currencies in 
various European countries, and has issued a policy statement on transatlantic 
travel for 1950 under date of December 6, 1949. These conditions do not indicate 
that the future traffic prospects of TWA are as gloomy as pictured by its 
witnesses. 

It is contended that if the acquisition is approved, Pan American will be able 
to increase greatly its competitive pressure on TWA; that in being freed from 
the competition of Overseas, Pan American will be free to devote full attention 
to competing with TWA. Asa result of the new credit agreement negotiated to 
make the cash deal, participated in by the Bankers Trust Co. and Mellon Bank, 
creditor banks of TWA, it is contended that Pan American has at its disposal a 
new means of economic pressure. The reasons stated by Mr. Trippe for includ- 
ing these banks in the credit agreement have been set out heretofore. The 
opponents contend that this is a good example of tactics pursued by Pan American 
to further its chosen instrument policy ; that little credence can be placed in Mr. 
Trippe’s testimony that such a notion never occurred to him, as he has shown 
himself capable of using such means when at his disposal. There is no reason 
to doubt Mr. Trippe’s explanation of the selection of these two banks. Messrs. 
Colt and Mellon, the respective bank presidents, had been directors of Pan Ameri- 
can and as men who had participated to some extent in the formulation of policies 
were familiar with Pan American’s plans and policies. Since these banks were 
creditors of TWA, there was no necessity for Mr. Trippe to secure credit from 
them in order to propose that they exert pressure on TWA to make a deal with 
Pan American—similar to the manner in which it is charged that Mr. Trippe 
made certain suggestions to the president of Equitable Life Assurance Society. 
Likewise, if Messrs. Colt and Mellon are prone to participate in such activities, 
they already had sufficient motive by reason of having been directors of Pan 
American. Under the circumstances, little weight can be given to these charges 
which reflect on the good faith of the heads of two responsible banks. As will 
be seen from examination of TWA credit agreement, 8 of the banks which were 
participants were also participants in Pan American credit arrangement of 
1946; 1 held 15 percent of Pan American indebtedness, while Bankers Trust Co. 
had extended credit to Overseas and Panair do Brasil in 1947 before the TWA 
credit arrangement. It would seem that there is more possibility of bankers 
taking over direction of both companies instead of engaging in a game of eco- 
nomic freezeout. In any event, before Mr. Trippe can take over TWA, or any 
of the other airlines he has been accused of attempting to acquire, he must first 
secure approval of the Board. And as has been pointed out the Board’s views 
on monopoly are well known, and the Board’s record on that point requires no 
defense or apology. 

Both applicants assert that the effect of the acquisition will be beneficial rather 
than adverse to TWA, alleging that a reduction in competition will give TWA a 
greater opportunity to sell traffic and that the acquisition will tend to eliminate 
many of the uncertainties that would otherwise exist concerning action the 
Board and the President may take in 1952 when the temporary certificates expire. 
Whether or not the first argument is true, there is something to be said for the 
second point. Although he predicted that the acquisition would have disastrous 
effect upon TWA, the shortest period in which the chairman of TWA’s board 
could see serious difficulty was “4 or 5 years.” Again, it must be remembered 
that the certificates of TWA and Overseas expire in 1952, at which time there 
may be adjustments in the present route structures. 

It is a truism that reduction in competitors usually affords greater opportu- 
nity to those remaining in business. Whether that will result here where all 
the carriers are heavily dependent upon Government support remains to be 
seen, However, it should afford some relief to the taxpaying public by bringing 
about some reduction in subsidy payments. Probably the only beneficial result 
to TWA from this deal is that it enabled TWA to obtain as president one of 
the most capable and outstanding men in the industry, Mr. Damon, at a time 
when the company is approaching the termination of its international certificate. 
While the evidence indicates that the applicant’s claim of the benefits TWA will 
obtain from the transaction are more theoretical than real, on the other hand 
it does not show that the consequences would render TWA incapable of being 
an effective competitor or create a monopoly which would restrain competition 
by and jeopardize TWA. 
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Sparks et al. urge, among other grounds, disapproval because of Pan Ameri- 
ecan’s alleged misleading methods of reporting the financial results of its. opera- 
tion. These charges have been set out in the discussion of the testimony of 
Mr. Landis. Early in this proceeding, in passing upon a request for data and 
issuance of subpenas on the matter, the Board concluded that the material relat- 
ing to the accounting techniques of Pan American is so remote to the issues 
herein that it did not warrant issuance of subpenas. The evidence shows that 
the policy followed by Pan American with respect to listing depreciation of 
assets on the balance sheet is the same as that followed by American Telephone & 
Telegraph Co., etc., but is not in line with the methods used by other air car- 
riers. The report of Lybrand, Ross Bros. & Montgomery submitted herein shows 
that the net assets of Pan American as of December 31, 1948, were about $2 mil- 
lion more than those shown in the reports of Pan American to stockholders, and 
if Pan American did not recover any of its claims of several million dollars due 
it in mail pay, the net effect on its surplus after taking account of income tax 
would be about $900,000. It is clear from the evidence that those persons repre- 
senting Overseas in the negotiation leading to this transaction were aware of 
Pan American’s practice with respect to estimating mail pay and were not mis- 
lead by Pan American’s balance sheet. It is conceded by Pan American that its 
statement to stockholders does not go into as much detail as statements filed 
with the Securities and Exchange Commission pursuant to that agency’s regu- 
lations; there is no contention that Pan American has failed to comply with 
that agency’s rules. Counsel for Sparks charges that Pan American’s inclusion 
of estimater mail pay in excess of that due it under rates then in force is in 
direct violation of the Board’s accounting regulations, CAB form 41, manual, 
account No. 3102, section 16-1, and also violated the language applicable to the 
earlier form 2380. 

There is nothing in evidence to indicate that the Board and its staff have not 
been aware of, or have been mislead by, Pan American practices. The record 
does not disclose what action, if any, was taken with respect to the question of 
violation of Board accounting regulation for form 41. The record shows that 
Pan American changed its procedure in 1947, though it is charged that “even 
then the result remained a matter of practically impossible calculation.” If 
there has been a violation of Board regulation as yet undealt with, it should 
be dealt with in accordance with the customary methods of dealing with such 
violations. It does not seem that the public interest requires or would be served 
by refusing to approve this transaction on that ground. The other practices 
cited, while contrary to some accounting methods, seems to be in line with the 
practices of some firms and to be accepted by some accountants. 

The major issues and arguments advanced by the opponents have been dis- 
cussed, although, as will be seen from reading the summary of evidence and 
contentions, other reasons have also been advanced for disapproval of the acqui- 
sition. As these are secondary in character, time and space do not justify enu- 
meration of them at this point. One of the points advanced is that the record 
herein does not establish any financial necessity on the part of American to sell 
Overseas. Attention is directed to the fact that Overseas has been operating 
at a profit (after mail pay by the Government) most of the time since it began 
operations, that it has operated efficiently, that it is providing a good com- 
petitive service, and that American's claims justifying the sale have not been 
borne out. There is no question but that Overseas has been holding its own 
in competition and has been conducting an efficient service. It is not claimed 
and there is nothing in the record that would indicate that the situation in 
Overseas is such that it was forced to sell to Pan American. Referring to Mr. 
Smith’s statement to Mr. Trippe during negotiations leading to the supplemental 
agreement to the effect that Overseas was not compelled to make a deal with Pan- 
American, it is argued that Mr. Smith admits a change of mind and that Ameri- 
can has no justifiable reason for selling. Before using his statements to con- 
demn Mr. Smith, they should be examined in the light of the circumstances in 
which they were made. The statements made during negotiations between 
Messrs. Trippe and Smith were obviously “trade talk.” Mr. Trippe was attempt- 
ing to get Overseas for a lower price and arrange a cash-note deal and naturaily 
was painting a gloomy picture of Overseas’ future in support of his point. Mr, 
Smith on the other hand was holding out for cash and a higher figure and was 
supporting his position by optimistic statements as to the future of Overseas. 
In the light of these circumstances, the statements obviously were sales talk be- 
tween two expert traders feeling each other out and maneuvering for position. 
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Mr. Smith has not contended that Overseas had to be sold but reached the con- 
clusion, for reasons which he stated, that if a suitable deal could be made, Over- 
seas should accept it. 

The question for consideration here is whether the proposed sale will not be 
consistent with the public interest—not whether Overseas was forced to sell. 
Obviously, American, the majority stockholder, is within its rights in concluding 
that its own operations require all of its capital and its management’s attention, 
and it is not obligated to strain its capacity in order to support its subsidiary. 
It is clear from the evidence that American, as the majority sockholder, and 
Overseas were not compelled to sell; the majority stockholders concluded that it 
is desirable to make the deal in question. That desire cannot be said to repre- 
sent snap judgment or a whim for after almost a year of waiting, and in the 
light of criticism by other parties in a lengthy public hearing, they reaffirmed that 
desire by the supplemental agreement of September 13, 1949. Under the laws of 
the State of Delaware, the majority stockholders have a right to sell the assets 
when in their opinion such action is desirable. It is not the function of the 
Board to substitute its judgment for that of the stockholders’ on that question. 
Rather, it is the function of the administrative agency to examine the transaction 
and to ascertain whether it complies with certain statutory standards. 

The applicants assert that the transaction is in the public interest. It is 
pointed out that since 75 percent of Overseas traffic is to or from points served 
by Pan American with only 25 percent to noncompetitive points, Overseas has 
become a competitive carrier and that the sale will strengthen United States 
international aviation policy, lessen subsidy and hasten progress of the North 
Atlantic carriers toward self-sufficiency. It is pointed out that there are at least 
7 foreign-fiag carriers engaged in air transportation across the North Atlantic, 
that the share of these carriers in the traffic is growing, as it increased from 17 
percent in 1946 to 29 percent in 1948, and 35 percent in the summer of 1949. All 
of these carriers are experienced airlines having the full backing of their respec- 
tive governments and are favored by the pattern of their own nationals. Four of 
these carriers, BOAC, KLM, SABENA, and SAS, have their homelands in the parts 
of Europe to which Pan American and Overseas are authorized to operate. Over- 
seas carried only 25 percent of the 1948 air traffic between the United States and 
Norway and Sweden, and only 12 percent of the 1948 traffic between the United 
States and Netherlands. BOAC is the one major European airline which has 
not obtained half or more of the traffic between the United States and its home- 
land. Pan American asserts that this is accounted for by the fact that BOAC has 
been held back by lack of equipment and that when it gets Boeing equipment into 
service the situation will change. While it is impossible at this time to estimate 
how the development of the Comet jet propelled commercial aircraft by the 
British will affect BOAC, it is reasonable to suppose that the carrier will have first 
call upon the production and will undoubtedly experience some benefits from that 
in the competitive struggle. There is nothing in the record that would indicate 
the effect of the recent devaluation of currency in the sterling bloc countries 
on air travel over the airlines of those countries and also whether there will 
be any losses to United States-flag lines by reason of foreign currency exchange 
problems arising out of the devaluation. 

The applicants urge that the acquisition will affirmatively promote the public 
interest by large savings of subsidy cost to the taxpayers. It is argued that the 
subsidy requirements in transatlantic transportation are far in excess of any- 
thing contemplated in 1945, that Overseas, Pan American, and TWA experienced 
a total operating loss before mail pay of almost $14 million in 1947, and $18,800,000 
in 1948. On the basis of temporary rates established mail payments to them for 
1948 amounted to more than $25 million. Based on forecasts presented in this 
proceeding, the transatlantic services of Overseas, Pan American, and TWA 
operated as separate enterprises would require total mail pay in excess of $32 
million to provide a 10-percent return on investment. By way of contrast, it is 
pointed out that in 1944, total United States mail pay amounted to $35 million, 
and that this was largely on a compensatory basis. 

Mr. Trippe stated that savings in mail pay of $9 million a year would be possible 
under the combined operation, despite the fact that Pan American’s proposed 
combined operation contemplated the operation of 2,100,000 revenue miles a year 
more for the Overseas route than are planned by Overseas. Another set of 
studies by Pan American shows that if the business of the 2 companies had been 
handled as a single enterprise in 1948, the cost to the taxpayers would have been 
$6,500,000 less than it actually was. These estimates of Pan American, particu- 
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larly that of Mr. Trippe, have been severely criticized by the opponents who con- 
tend that Mr. Trippe’s estimate is in error and is predicated upon fallacious 
assumptions and is contrary to Pan American’s past operating experience. When 
Mr. Trippe, who has years of experience and knowledge of this industry as the 
head of a large airline, states to the Board under oath that a proposed transaction 
will result in savings to the Government of $9 million annually, the Board is 
entitled to assume that he has weighed his statements and means for the Board 
to rely upon them. A saving of $9 million in mail subsidy cost to the Govern- 
ment is a very important item of public interest. If the Board approves this 
transaction it should make it clear to Pan American that it will expect the carrier 
to make good upon Mr. Trippe’s representations and that it expects the amount 
of mail payment for North Atlantic operations to be decreased by that or some 
very comparable figure. It should also be made clear that a comparison of Pan 
American's assurances and the results in this respect will be a consideration when 
the route pattern is reexamined. In asking the Board to accept and rely upon 
its assurances as reason for approving this transaction, Pan American assumes 
an obligation to make good these assurances. 

Although this not a forced sale and the Board is not confronted with the 
necessity of either approving it or else taking steps to insure its continued 
operation, nevertheless, in considering whether the transaction will be con- 
sistent with the public interest, the desire on the part of American to sell must 
be borne in mind. American to all intents and purposes operates Overseas. It 
has concluded that its interest would be better served by getting out of North 
Atlantic air transportation. If this transaction is disapproved, Overseas will 
continue operation. However, while there might be no conscious lessening 
of effort, human nature being what it is, it is questionable if the present 
American and Overseas management could devote the same energy and enthusiasm 
to the operation that would be expected if they entertained different conclusions as 
to the desirability of American’s continuing to participate in this field. The 
only person active in the management of American and Overseas who apparently 
believed that Overseas should continue as is, Mr. Damon, is no longer there to 
devote his efforts to carrying on the operation. As other carriers have done 
where proposed mergers and sales have been disapproved, Overseas will, if this 
acquisition is disapproved, continue operating until its certificate expires in 
1952. But there will always be present in the minds of the management the 
belief that the judgment was better and in the minds of the personnel the fact 
that the management of the company wanted to sell, also a question as to what 
oat be the attitude toward renewal of the certificate in 1952 and its effect on their 

ture. 

On the question of price involved, Export terms the $17,450,000 price as inade- 
quate because it includes nothing for going-concern value, goodwill, and value 
of franchise. The price is a negotiated figure not fixed to reflect the book 
value although it approximates the book value as of June 30, 1949. The Dela- 
ware courts, against attack by minority stockholders, have sustained a cash 
price which does not reflect any element of going-concern value or goodwill. 
The Board has stated that in appraising the reasonableness of the purchase 
price as related to the public interest, one guide to judgment is the fair com- 
mercial price as established by arm’s length bargaining of the parties, United- 
Western Acquisition Air Carrier Property, supra. In that case, the Board made 
the following statement which is even more appropriate to this transaction in 
the licht of the facts of record: 

“Evidence of the reasonableness of the price in the present proposed trans- 
action is the fact, which clearly appears of record, that the parties negotiated 
at arm’s length. The negotiations were free from any suggestion of collusive 
or fraudulent purpose. The seller agreed to a price which is believed to be a 
fair consideration for the property and business which it had developed on this 
route and was now selling. The purchaser likewise believed that the price was 
fair to it. Both parties were represented by their presidents, men of business 
experience and ability and knowledge of air-transport business. In the absence 
of contradictory evidence, we cannot lightly consider the undisputed fact that 
the price was reached after negotiations conducted at arm’s length by men who 
sought to safeguard the interests of their respective companies and were com- 
petent to do so.” 

As pointed out, Overseas holds a temporary certificate and therefore cannot 
be said to have any going-concern value such as characterized in the United- 
Western case just cited. It is speculation to attempt to attach a monetary value 
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to the likelihood of Board and Presidential action favoring an extension of 
Overseas’ certificate in 1952. This case differs from the usual situation wherein 
the Board is asked to make allowance for a number of intangible items entering 
into the purchase price. Here there are no such elements present. The pur- 
chase price approximates the book value of the fiscal assets and it cannot present 
rate base problems such as the Board faced in the United-Western route 68 
case. Applying the Board's language as to the evidence of the reasonableness 
of the price, the facts in this transaction require a finding that the price is fair 
and reasonable. 

Pan American asserts that it is capable of carrying out the transaction on the 
revised basis without impairing the soundness of its capital structure. It has 
negotiated a credit agreement which entitles it to borrow up to $59 million, 
Assuming that the entire $59 million will be used, its debt will be 64.5 percent 
of equity. Pan American points out that this is among the lowest in the air- 
line industry. It cannot be said at the present stage of the development of the 
industry that this ratio is too high or that it is unreasonable. About all that 
can be said is that certain airlines have experienced difficulties because of their 
very high debt ratios. Apparently, the bankers who entered into the credit ar- 
rangement do not believe that it will impair Pan American’s capital structure. 
It is stated that if the entire amount be borrowed, the depreciation accruals 
of the combined company resulting from the acquisition of Overseas will be 
approximately $25 million in excess of all amortization and interest requirements 
over the next 5 years. However, this assumes that the Board will allow de- 
preciation upon all of the equipment of Pan American under the combined opera- 
tion. As public counsel point out, that may not follow. If all of Pan American's 
and Overseas’ existing efforts are required for the combined operation, then 
Pan American’s estimate that the merger would result in savings in investment 
and in depreciation expense because the operation would be conducted with 
fewer aircraft becomes fallacious, 

TWA takes the position that if the acquisition is approved, then the conditions 
proposed by TWA (see appendix 2) should be prescribed to assure the ability 
of TWA to exist as a healthy competitor. TWA also expresses preference for its 
own proposal rather than that of public counsel. (See appendix 2.) The prin- 
cipal changes in its route structure proposed by TWA are the inclusion of 
London and Frankfort. The changes in Pan American’s route proposed by 
TWA and by public counsel could not be effectuated herein except by the consent 
of Pan American, and Pan American has stated in no uncertain terms that it 
will not agree to or accept the changes proposed by either TWA or public coun- 
sel. In view of Pan American’s position, it is apparent that it would he useless 
to impose as conditions to this transaction changes in route structure of the 
nature proposed by either TWA or public counsel unless the transaction is to 
be disapproved. In that case, it should be disapproved on the outright merits 
rather than by indirection. As previously stated, “* * * there is no occasion 
for considering the imposition of conditions unless it should be concluded that 
the transaction as presented will not be consistent with the public interest but 
will result in creating a monopoly or monopolies and thereby restrain competi- 
tion or jeopardize another air carrier not a party to the purchase. On the 
basis of the evidence of record and the contentions and arguments of the 
parties and all the foregoing considerations, the examiner cannot so find.” 


EMPLOYEE PROTECTIVE CONDITIONS 


The Board has not in any previous case imposed employee protective condi- 
tions but has recognized the appropriateness of imposing terms and conditions.” 
There is no argument among the parties here as to the legal power of the Board 
to impose terms and conditions. The question is whether it should impose terms 
and conditions, and, if so, what type or formula of conditions should be used. 
Pan American concedes that flight navigators, dispatchers, and meteorologists 
now employed by Overseas will lose their jobs if the acquisition is approved. 
There is also a possiblity that other employees, including flight personnel, may 
be discharged if the acquisition is consummated and the Board refuses to under- 
write the expanded operation contemplated by Pan American. Employees may 
be adversely affected in other ways than outright dismissals in that they may be 
required to accept positions of a lower remuneration, or may be required to move 


% Capital-National Interchange Case, docket No. 3291, decided April 28, 1949, order 
serial No. E—2760. 
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their families to other localities, or may be forced to sell their homes at a loss 
in order to accept different jobs. While the precise nature and the extent of 
the adverse effects are not now determinable, it is clear that there will be defi- 
nite adverse effect on some of the employees involved. In the face of the fact 
in this case, it seems appropriate for the Board to impose employee protective 
conditions. 

The labor organizations urge that if this transaction is approved, the Board 
should impose as a condition the Burlington formula modified to fit the acquisi- 
tion here involved. Public counsel also urges the adoption of that formula. 
This type of protection has been used in the railroad field and in the merger of 
Western Union and Postal Telegraph Cos. Pan American does not believe that 
the precedent should be followed herein because of differences between the two 
industries and because of certain special factors present in this case (see Fen- 
ton’s testimony, p. 122). It proposed a program of benefits for certain employees 
who would be displaced, and a “freeze” plan for dealing with seniority problems. 
As indicated, George M. Harrison disagreed with Pan American’s statement of 
reasons why the formula should not apply. (See Harrison testimony.) Pan 
American’s contention of airline employees adaptability through superior educa- 
tion to obtain other employment receives a setback when the situation of certain 
groups of employees affected herein is examined. Pan American says it cannot 
offer employment to the Overseas flight radio officers, as it uses the telephone 
as a medium of communications. The flight radio officers have specialized train- 
ing and skill, with several years’ service, and generally are men who have settled 
into a profession. They will have no opportunity of employment with Pan Ameri- 
ean, and, if other airlines are following the same course as Pan American of 
using telephones, their opportunities of employment elsewhere are negligible. 
Confronted with this situation, they are almost compelled to seek employment in 
other fields. They may have little qualification for employment in another pro- 
fession at comparable salaries, in which case they are in the position of having 
to acquire the necessary training to enter other professions, perhaps necessitat- 
ing going to school, or take whatever employment they can get, at probably less 
salary. The same situation applies to nonpilot navigators of Overseas, as non- 
pilot navigators are no longer used by Pan American. True, this is technological 
displacement, insofar as Pan American is concerned, and the adoption of tech- 
nical improvements is desirable, but they now have employment with Overseas, 
and since it has no plans for making these changes they are assured of employ- 
ment for the life of its present certificate. In both of these instances Pan Amer- 
ican’s proposal of a flat severance allowance of $2,000, which is considerably 
less than a year’s pay, does not, in view of the facts here, appear to be as equita- 
ble as the Burlington formula, where amounts are paid in proportion to the 
injury sustained. 

All parties agree that adverse effects to employees due to the ordinary vicis- 
situdes of business do not come within the protective provisions proposed. The 
cost to Pan American will be directly proportioned to the amount of adverse 
effect, and if, as Pan American asserts will be the case, the adverse effects are 
small, Pan American’s liability under the formula would be small. Pan Ameri- 
can argues that imposition of the formula might deter either employee group 
(in particular the pilots group of Pan American and Overseas who have not 
agreed on seniority integration problems) from making the reasonable conces- 
sions which are admittedly required for a solution fair to both groups. This 
disregards the displaced flight radio officers and nonpilot navigators; there is 
no reason that they should be forced to accept a flat severance sum of $2,000 or 
less because pilot groups have not settled seniority problems. 

The employee protective conditions proposed herein by the employee organiza- 
tions, based on the Burlington formula, in light of the facts here involved appear 
to be more fair, more adequate, and more reasonable to the employees who may 
be adversely affected than Pan American’s proposal, and it is recommended that 
it be designated as the basic method for resolving the problems of employees 
adversely affected by this acquisition. 

In applying the Burlington formula as the basic method for handling the 
problems of employees adversely affected, several modifications should be made 
to fit peculiar circumstances in this case. The formula contains an arbitration 
provision. It has been the practice of the Interstate Commerce Commission not 
to decide questions concerning the scope and application of the Burlington condi- 
tions and to refer parties to their remedy under the arbitration clause. A simi- 
lar arbitration clause here would permit the Board to impose protective 
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conditions without determining in advance how many or just which employees 
should receive the benefits of the conditions. 

Those questions should be left to arbitration or to voluntary negotiation. 
Sinct the cost of the formula will in the last analysis probably be borne by the 
United States Treasury, the benefits of the formula should be confined to United 
States citizens. No distinction should be drawn between United States citizens 
employed abroad and those at home. 

As the formula stands, application of its provision to Overseas’ employees 
would immunize them from any adverse consequences resulting from the acquisi- 
tion for a period of 4 years or of their employment with Overseas, whichever was 
less. The certificate of Overseas is a temporary one, expiring July 5, 1952. The 
employees have no assurance that it will be renewed and that their employment 
will be continued beyond that time. If a permanent certificate were being trans- 
ferred, the 4-year period specified by the formula would be proper. However, 
it does not appear proper here to require Pan American to guarantee benefits for a 
period of 4 years to employees of Overseas adversely affected who now only have 
assurance of employment until July 5, 1952. Accordingly, it seems appropriate 
that the protective condition should be made to apply until July 5, 1952, or for 
the perior of their employment with Overseas, whichever was less. 

The agreement between Pan American and Overseas provides that Pan Ameri- 
can will “take over as employees thereof, on the closing date hereinafter pro- 
vided, all employees of Overseas * * *.” Presumably, the use of the term 
“closing date” relates to the time Pan American will act and is not a definition 
of or limitation of the term “employees” for the purpose of including only per- 
sons who were actually on the job on that date. It is normal procedure in this 
industry to cut back schedules during the winter season, and this results in fur- 
loughing of employees. The record shows that Overseas follows this practice 
each fall and cuts off a number of schedules by reason of a decline of business, 
If this agreement is approved by the March 15 date urged by the applicants, the 
increase in summer schedules with the call-back of furloughed employees will 
not have oceurred. If the transaction had been approved prior to September 13, 
1949, as urged by the applicants, these same persons would have then been on 
the job at the time of the transfer. As persons furloughed in crafts with collec- 
tive-bargaining agreements are entitled to be recalled in accordance with their 
seniority, they should be included within the term “employees.” It has been 
held: “In common parlance and in industrial parlance a person who has been 
laid off by operation of a seniority system and put on a waiting list for reassign- 
ment would hardly be considered as having been discharged. * * *. A furlough 
is not considered a discharge—it is a form of layoff * * *. An employee on 
furlough or on leave of absence has a continuing relationship with the employer ; 
he retains a right to be restored to work under specific conditions” (Fishgold 
v. Sullivan Drydock & Repair Corp, et al., 328 U. S. 275). That case involved the 
claim that, in being furloughed, petitioner was discharged in violation of his 
rights under the Selective Training and Service Act; the foregoing is the court’s 
language in construing the meaning of the word “discharge.” There is no reason 
to suppose that furlough here has any different meaning from that in common 
and industrial parlance. This agreement was signed September 13, 1949. In- 
sofar as the parties are concerned, it then became a contract to run for a definite 
period of time, subject only to Board approval. Persons employed on that date 
who have since been furloughed should be considered as employees entitled to 
the benefits of the employee protective conditions imposed herein. 

The Communications Act provisions make the formula inapplicable to em- 
ployees earning more than $5,000 per year, which would indicate that the formula 
is not designed for the benefit of executive or supervisory personnel. However, 
those provisions were enacted in 1943, when living costs were substantially lower 
than at present. It is recommended that the Board make clear that the pro- 
tective provisions be made inapplicable to nonflight personnel earning more than 
$6,500 per year. 

A seniority problem exists with respect to those groups of Overseas employees 
which Pan American plans to absorb if the acquisition is approved and the ques- 
tion was raised as to what conditions, if any, should be imposed by the Board 
to resolve the conflict of interest over relative seniority. Pan American has 
proposed a plan of its own for resolving the seniority problems arising in this 
case with which ALPA, Council 36, ALPA (Pan American pilots) and some of 
the other intervenors disagree. The Interstate Commerce Commission in pro- 
viding protective conditions for employees in consolidation, merger, and acqui- 
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sition proceedings does not include within the conditions prescribed provision 
as to how seniority problems as between the merged groups of employees shall 
be handled. Mr. Harrison in discussing whether seniority lists should he inte- 
grated said it is a matter that ought to be worked out through collective bar- 
gaining between the parties concerned under a declaration by the Board that all 
employees directly affected as the result of the authority that might be granted 
should participate on a fair and equitable basis in the employment that may be 
available, and pointed out that in case of disagreement which could not be 
settled by the parties, the Railway Labor Act afforded adequate Government 
machinery through available mediation or arbitration to resolve the controversy. 
Subsequent to the hearing and filing of briefs herein, the Board has had occasion 
to consider the problem of settlement of seniority rights between pilots of two 
companies that are being merged and has held “that is a matter for private 
negotiation between the two groups of pilots and one as to which there clearly 
should not be interference by us” (Monarch-Challenger merger case, docket No. 
4129, decided December 16, 1949). Therefore, it would seem that the Board has 
adopted a policy with respect to these questions which is applicable to the situ- 
ation in this case. 

At the original hearing, ALPA president, in discussing the problem of merg- 
ing the 2 seniority pilot lists, stated that the 2 groups would appear before any 
neutral person not connected with an airline or pilot group, designated by the 
examiner, to set forth a determination that would resolve the differences. 
Council 36, ALPA, a party to the proceeding, proposed its plan for dealing with 
the problem which differed from the suggestion of ALPA president and the 
proposal of Pan American. On brief ALPA completely withdrew the above- 
referred-to statement of its president and instead transmitted statements by 
designated pilot representatives of both Overseas and Pan American, setting 
forth their recommendations for bringing together the seniority lists. ALPA 
stated that it was acting as a representative of both pilot groups in transmitting 
their statements without comments on the merits of either. ALPA then stated: 
“The PAA and AOA pilots take the position that you, as a CAB examiner in 
this case, examine carefully into their respective positions submitted herein- 
before on the subject of how their seniority lists are to be brought together into 
one system seniority list should the merger be approved by the Board, rather 
than to bring in a third person or party from outside the regular procedure of 
the Civil Aeronautics Board. They feel that you have a good knowledge of 
the complete case and that you are, therefore, best qualified and the most logical 
one to make recommendations to the Board for resolving this problem.” Shortly 
after filing the brief, ALPA president transmitted a document entitled, “Minor- 
ity Brief For Certain Regular Copilots Within Council 17, Air Line Pilots Asso- 
ciation, and Certain Other Air Line Pilots in the Service of Pan American Air- 
ways, Inc.,” in which the “Minority Within Council 17 and the Pan American 
Tilot Group At Large” take a different position from the statements submitted 
by ALPA. The question of recommendation on the subject has been made 
academic by the Board decision in the Monarch-Challenger merger case, supra, 
that it is a matter for private negotiation between pilots and should not be 
interfered with by the Board. Aside from this, full consideration could not be 
accorded all phases of the problem and an equitable finding made herein. ALPA 
was a party; Council 36, ALPA, Pan American pilots, was a party and took a 
different position at the hearing; the Overseas pilots were not a party, and 
consequently other than the statement appended to ALPA brief there is no state- 
ment of their position. Moreover, a minority of certain regular copilots within 
council 17 filed a different statement of position after the ALPA brief was filed, 
There is no evidence in the record by either Overseas pilots or the minority of 
council 17. Arbitration findings should be based only upon the appearance 
and testimony of all the groups which would be affected. 

In docket No. 3592, Pan American requests that if the Board approves the 
acquisition of Overseas, that the certificate of Overseas be consolidated with 
Ian American’s transatlantic certificate and, in addition, the amendment of Pan 
American’s certificate so as to eliminate the requirement that all flights hetween 
points east and points west of London make a stop at London. Pan American 
has been exempted from the requirement of a stop at London by order serial 
No. E-251. dated January 27, 1947. There can be no doubt that it would be 
advantageous to consolidate the two certificates. Likewise, being able to over- 
fly London permits flexibility of operation and, if the traffic warrants, would 
eliminate the requirement of a stop at the congested London airport. Since 
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Pan American now has an exemption to that effect, it would appear that the 
public interest would be served by amending its certificate to authorize it to 
overfly London. It is recommended that, in the event the Board approves the 
acquisition of the assets and certificate of Overseas, the request of Pan Ameri- 
can in docket No. 3592 be approved. 

In docket No. 3630 American seeks approval, if approval is necessary, of the 
purchase by it of additional stock in Overseas. The application was filed pur- 
suant to the suggestion of Public Counsel at the prehearing conference that there 
might be some question as to the need for Board approval of American’s acquisi- 
tion of Overseas stock subsequent to the original acquisition of control of Over- 
seas. American takes the position that the additional stock acquisition does not 
require Board approval. 

Originally, American acquired 51.4 percent of the outstanding stock of what 
was then American Export Airlines. In approving the acquisition, the Board 
recognized that this gave American unimpeded direction of Overseas policies and 
operations; that American’s control was protected by the certificate of incorpo- 
ration and the bylaws of Overseas; and that the acquisition of control by Amer- 
ican did not result in another control or relationship inconsistent with the act. 
At that time Export owned 24 percent and the remaining 25 percent was publicly 
held. American’s total holdings have now been increased from 51.4 to 61.9 
percent of the outstanding stock. Briefly the circumstances were: in August 
1946, Overseas engaged in new stock financing. American, in connection with 
this, committed itself to take its pro rata share which was 540,000 shares, and 
made a standby commitment to take up all the shares not purchased by stock- 
holders other than Export. Simultaneously, Export agreed to offer its stock- 
holders all the shares to which it was entitled and made a standby commitment 
to purchase such shares as its stockholders did not take up. The stock market 
fell off sharply in September 1946 and pursuant to its commitments, American, in 
addition to its pro rata block of 540,000 shares, had to take up another 181,079 
shares, while Export purchased 183,166 shares. The result is that American now 
owns 61.9 percent of the stock and Export owns about 20 percent. There is no 
question that the additional stock acquisition was as described by Sparks, et al., 
“a normal concomitant of an attempted sale of Overseas’ stock to the public” and 
was not for the purpose of self-aggrandizement. 

Public Counsel and Sparks, et al., take the position that this is a considerable 
change from the situation contemplated in 1945; that American with 61.9 percent 
of the stock needs less than 5 percent to put over a merger or consolidation so as 
a practical matter, is in a position, if it can vote all its stock, to dissolve, merge, 
or consolidate the company at will. They therefore argue that American has 
substantially increased its power to the extent that Board approval is required 
under principles set out in Railroad Control of Northeast Airlines (4 C. A. B. 
379), and in Transcontinental & W. A. Control by Hughes Tool (9 C. A. B. 381). 
Public Counsel further argue that the additional acquisition should be disap- 
proved. Sparks, et al., take the position that it should be approved only on the 
condition that it be denied the right to vote this stock, or in the alternative should 
be immediately required to offer this 11 percent of Overseas stock for sale. It is 
admitted that “it is somewhat Draconian to deprive American of its voting 
rights” to this stock, but that in this case there is an enormous difference between 
the 51.4 and the 61.9 percent of stock ownership. 

American contends that the additional stock purchase gives it no more power 
than it originally had as majority stockholder and gives the minority no less than 
they had originally. Its position is still less than the two-thirds necessary to 
accomplish dissolution under Delaware law; it can do nothing today by virtue of 
the additional stock that it could not have done in 1945. American argues that 
there is not the slightest basis in any of the precedents for the view that the 11 
percent additional purchase herein is subject to Board approval, citing several 
ICC cases. In Chesapeake ¢& Hocking Ry. Co, (150 I. C. C., 248), the Commission, 
referring to a holder of majority of a carrier’s stock who sought to acquire an 
additional amount below the statutory two-thirds upon which further contro! 
depended, pointed out: “The acquisition of the additional stock * * * can ad! 
nothing to the existing control.” The test is change in existing control, not th 
number of shares held. It is asserted that the instant situation is quite different 
from those in TWA Control by Hughes Tool, supra., where stock ownership had 
been increased from 46.1 percent of the outstanding stock to a potential 80 per- 
cent of the stock of TWA. Then the Board said there must be “an increased 
measure of substantive control” to require further approval. 
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With the 51.4 percent stock originally approved, American had control of the 
management and operation of Overseas; Delaware law gave it the right to sell 
the assets of the company—the only thing it could not do was to consolidate, 
merge or dissolve the corporation, since a two-thirds’ vote was required. It still 
cannot do that, and can do nothing more today with the additional stock than 
it could in 1945. The opposition is based on the fact that with 61.9 percent it is 
easier to obtain sufficient proxies to reach the necessary two-thirds than it would 
be with 51.4 percent. That argument would be just as applicable if American 
had only added 1 percent, or 3 percent. But the fact remains that American with 
the additional stock cannot do anything it could not do in 1945. There is no 
change in the existing control and no “increased measure of substantive control.” 
It is concluded that there has not been an acquisition of control since the original 
acquisition, and the application for approval, if necessary, should be dismissed. 
It is recommended that the Board so find. 

In the event the Board disagrees with the foregoing and concludes that there 
has been an acquisition, it should approve the acquisition. The record is devoid 
of any suggestion of self-aggrandizement by American or improper motives in 
acquiring the additional stock. There is no suggestion that American wanted it. 
Overseas needed capital which it could not obtain from the sale of stock to the 
public. American as the majority stockholder was forced to supply much of that 
capital to protect its investment and carry out plans. Under these circumstances 
it would be “Draconian” to deprive American of its voting rights. Therefore, if 
the Board finds there hag been an acquisition, circumstances of the situation 
require approval. 

The cash transaction contemplated by the supplemental agreement dated Sep- 
tember 13, 1949, entirely replaces the stock payment transaction. There is no 
longer any necessity for the voting trust arrangement for which Board approval 
was requested in docket No. 3590, as American will not receive any Pan American 
stock in payment for its interest in Overseas. In view of the changed circum- 
stances, docket No. 3590 relating to the original agreement should be dismissed. 


RECOM MENDATIONS 


Based upon all the evidence of record, the arguments, contentions of the par- 
ties, the foregoing considerations, giving effect to the fact that the certificate 
here involved expires in 1952, and the entire North Atlantic question must then 
be reappraised, it is recommended: 

1. That the Board find that the purchase of the assets of American Overseas 
Airlines, Inc., by Pan American Airways, Inc., for $17,450,000, as contemplated 
by the supplemental agreement dated September 13, 1949, is not inconsistent 
with the public interest and conforms to the provisions of section 408 (b) and 
other appropriate provisions of the act, and that the agreement be approved with 
eertain employee protective conditions based upon the Burlington formula here- 
tofore set out; 

2. That the application of Pan American Airways, Inc., that the certificate to 
be acquired from American Overseas Airlines, Inc., be consolidated with the 
transat antic certificate of Pan American Airways, Inc., with appropriate amend- 
ment of the latter, be granted ; 

3. That Docket No. 3590, requesting approval of a voting trust arrangement 
—— American Airlines, Inc., and Pan American Airways, Inc., be dismissed ; 
an 

4. That the Board find that there has been no acquisition of control of Ameri- 
ean Overseas Airlines, Inc., by American Airlines, Inc., subsequent to the ac- 
quisition heretofore approved by the Board, and that Docket No. 3630 requesting 
approval of such acquisition, if any, be dismissed, but if the Board disagrees and 
finds that there has been further acquisition that it approve such acquisition. 


APPENDIx I 


CERTIFICATES ISSUED IN THE NorTH ATLANTIC CASE TO AMERICAN OVERSEAS, PAN 
AMERICAN, AND TWA, AS AMENDED 


AMERICAN OVERSEAS AIRLINES, INC. 


American Overseas Airlines, Inc., is authorized to engage in foreign air trans- 
portation of persons, property, and mail between the coterminal points Chicago, 
Detroit, Washington, Baltimore, Philadelphia, New York, and Boston; inter- 
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mediate points within the following areas: Newfoundland; Labrador; Green- 
land; Iceland; Shannon Airport or other airport serving the Shannon Estuary, 
Eire; United Kingdom, including Northern Ireland; the Netherlands; Denmark ; 
Norway; Sweden; Finland; Estonia; Latvia; Lithuania; that portion of Ger- 
many which lies north of the 50th parallel; and Poland; and the intermediate 
point Leningrad, U. S. S. R., and the terminal point Moscow, U. 8. 8. R. The 
certificate expires July 4,1952. (Order Serial No. 4375.) 


PAN AMERICAN AIRWAYS, INC, 


In part I the carriers is authorized to engage in foreign air transportation of 
persons, property, and mail (a) between the coterminals Chicago, Detroit, Wash- 
ington, Baltimore, and Boston (authorized to expire 7 years from July 5, 1945), 
and New York, N. Y., the intermediate points Azores, Lisbon, Portugal, Barce- 
lona, Spain (said authorization to expire 7 years from July 5, 1945), and the 
terminal point Marseille, France; (0) between Chicago, Detroit, Washington, 
Baltimore, Philadelphia, and Boston (said authorization to expire 7 years from 
July 5, 1945), and New York, N. Y., an intermediate point in Newfoundland, the 
intermediate points Foynes, Dublin, and the terminal point London. 

Part lI authorizes Pan American to engage in foreign air transportation on 
its routes between the United States and London, with respect to persons, prop- 
erty, and mail as follows: Between the terminal point London, and intermediate 
points in the following areas: Belgium; that portion of Germany which lies 
south of the 50th parallel; Frankfurt, Germany ; Czechoslovakia; Austria; Hun- 
gary; Yugoslavia; Rumania; Bulgaria; Turkey; Lebanon; Iraq; Iran; and 
Afghanistan, and the intermediate and terminal points within that portion of 
India which lies north of the 20th parallel. Part II of the above certificate as 
amended continues in effect until July 4, 1952. (Order Serial No. E—-863.) 


TRANSCONTINENTAL AND WESTERN AIR, INC. 


Transcontinental and Western Air is authorized to engage in foreign air 
transportation of persons, property, and mail (1) between the coterminals Chi- 
cago, Detroit, Washington, Baltimore, Philadelphia, New York, and Boston, 
the intermediate points within the following areas: Newfoundland ; Hire; France, 
except Marseille; Switzerland; Italy; Greece; Egypt; Palestine; Transjordan; 
Iraq; Saudi Arabia; Yemen; Oman; Ceylon; and that portion of India which 
lies south of the 20th parallel; and the intermediate points Calcutta, Mandalay, 
Hanoi, and Canton, and the terminal point Shanghai, China; (2) between Chi 
cago, Detroit, Washington, Baltimore, Philadelphia, New York, and Boston, the 
intermediate points within the following areas: Newfoundland and Portugal, 
and (@) beyond Portugal, the intermediate points within the following areas: 
Spain, except Barcelona, and Italy; and (6) beyond Portugal, the intermediate 
points in the following areas: Algeria; Tunisia; Libya; and Egypt. This cer- 
tificate is effective until July 4, 1952. (Order Serial No. 5035.) 


APPENDIX 2 


Pursuant to request at the second prehearing conference, Pan American and 
TWA submitted a suggested draft of the certificate which should be issued if 
the Board and President should conclude that the agreement be approved only 
upon condition that the certificates of Pan American and TWA be amended. 
Public counsel also submitted a suggested route pattern to be operated by Pan 
American and by TWA, if they are the only United States flag carriers on the 
North Atlantie route. The three suggested proposals follow : 


PAN AMERICAN 


(1) Part 2 of Pan American’s certificate after the acquisition and consolidation 
of Overseas’ certificate with that of Pan American’s would read as follows: 

“Between the co-terminal points in the United States, the intermedia e po.nts 
within the following areas: Newfoundland; Labrador; Greenland; Iceland; 
Shannon Airport or other airport serving the Shannon estuary; and Dublin, 
Kire; United Kingdom, including Northern Ireland; Belgium; Netherlands; 
Denmark; Norway; Sweden; Finland, Estonia; Latvia; Lithuania; Ger. any ; 
Poland ; the intermediate poinis Leningrad, U. 8S. 8. R.; Czechoslovakia ; Austria; 
Hungary; Yugoslavia ; Rumania; Bulgaria; Turkey; Lebanon; Iraq; Iran; and 
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Afghanistan; and the intermediate and co-terminal points within that portion 
of India which lies north of the 20th parallel, and the intermediate point Moscow, 
Uy, ee ae Bee 

Pan American considers that under section 408 of the act a carrier proposing 
an acquisition is entitled an answer to the question whether the transaction 
proposed is or is not consistent with the public interest, and that this answer 
should not be conditioned upon the making or other changes in the route pattern. 
Pan American prefers to rest upon this position but feels compelled by Board 
Order Serial No. E-2512 to state what other changes in the transatlantic route 
pattern it believes would be in the public interest if the transfer of Overseas’ 
certificate to Pan American is approved based upon conditions. 

(2) The second draft was based upon the theory that the only changes in 
the route pattern which the Board might wish to consider would be additional 
services in Europe. Pan American submitted a draft of certificate incorporating 
the amendments which it sought in Docket No. 2986 permitting Pan American 
to serve France through a stop at Paris and permitting it to serve Italy. This 
proposed draft differs from part 2 of the certificate set forth in paragraph 
1 only by adding France and Italy as intermediate points in addition to those 
previously named. 

(3) Pan American stated that since it was indicated at the second prehearing 
conference that the changes in the route pattern beyond Europe might also be 
considered, Pan American believes that the Board and the President should 
in addition to the changes suggested in paragraph 2, (a) amend Pan American’s 
certificate so as to permit it to serve Israel, and (b) amend Pan American’s 
certificate so as to permit it to serve Kuwait (as sought by Pan American in 
Docket No. 3411) and also Bahrein and Qatar. 

Upon request that Pan American submit suggested areas or points which 
should be eliminated from the certificate of TWA pursuant to Order Serial No. 
E-2512 if the proposed transfer is approved, Pan American stated that TWA’s 
route between Bombay and Shanghai, which has not been placed in operation, 
should be suspended. In doing so, Pan American stated that it does not believe 
that the elimination of areas or points from certificates was within the intent 
of the Board’s order nor does it believe that such action would be in the legal 
powers of the Board, 


TWA 


TWA submitted a draft of a certificate which it proposed that the Board issue 
to it if the proposed transfer of the certificate of Overseas to Pan American is 
approved, as follows: 

(1) Between co-terminal points within the United States and interme- 
diate points within the following areas: Newfoundland; the Azores; Hire; 
London, England; France; Belgium; Frankfurt, Germany; Switzerland; 
Italy ; Yugoslavia; Greece; Egypt; Palestine; Transjordan; Iraq, south of 
the 33d parailel; Kuwait; Saudi Arabia; Yeman; Oman; Ceylon, and that 
portion of India south of the 20th parallel, and the intermediate points of 
Calcutta, India; Mandalay, Burma; Hanoi, French Indochina; and Canton, 
China ; with the terminal point Shanghai, China; 

(2) Between the co-terminal points within the United States and the 
intermediate points within the following areas: Newfoundland; the Azores; 
and Portugal; and (a) beyond Portugal, the intermediate points within the 
following areas: Spain, France, and Italy, and (6) beyond Portugal, the 
intermediate points within the following areas: Algeria, Tunisia, Libya, and 
Egypt. 

The foregoing adds to TWA’s present certificate London, Frankfurt (the latter 
to be served on a temporary basis related to needs during the period of American 
occupation of Germany), Brussels, Barcelona, and Marseille, and authorizes TWA 
to serve the Azores. Pan American would be removed from Belgium, Yugoslavia 
Barcelona, Marseille, and Basra. 


PUBLIC COUNSEL 


The suggestion of public counsel as to routes to be served by Pan American 
and TWA is: 

(A) Pan American: United States coterminals, the intermediate points within 
the following areas: Newfoundland; the Azores; Labrador; Greenland; Iceland; 
Shannon Airport, or any other airport serving the Shannon estuary; and Dublin, 
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Eire; United Kingdom, including Northern Ireland; Netherlands; Denmark; 
Norway; Sweden; Finland; Estonia; Latvia; Lithuania; Germany; Poland; 
the intermediate points, Leningrad, U. 8. 8S. R.; Czechoslovakia; Austria; Hun- 
gary ; Rumania; Bulgaria ; the terminal point, Moscow, U. 8. 8. R. 

(B) TWA: (1) United States coterminals, intermediate points within the 
following areas: Newfoundland; the Azores; Eire; France; Belgium; Switzer- 
land: Frankfurt, Germany (until the Board shall find that such service is no 
longer required in the interests of the American occupation of Germany) ; Aus- 
tria; Italy; Yugoslavia; Greece; Turkey; Egypt; Israel, Trans-Jordan, Syria; 
Lebanon; Iraq; Iran; Kuwait; Saudi Arabia; Yemen; Oman; Afghanistan; 
Ceylon; Pakistan, India; the intermidate points, Calcutta, India; Mandalay, 
Burma; Hanoi, French Indochina; Canton, China; and the terminal point, 
Shanghai, China. (2) United States coterminals, intermediate points within 
the following areas: Newfoundland; the Azores; Portugal; and (a) beyond 
Portual; the intermediate points within the following areas: Spain; Italy; 
(b) beyond Portugal; the intermediate points within the following areas: 
Algeria; Tunisia; Libya; Egypt. 

The foregoing plan would eliminate from the certificate of Pan American the 
following points and areas: Lisbon, Barcelona, Marseille, Belgium, Yugoslavia, 
Turkey, Lebanon, Iraq, Iran, Afghanistan, the portion of India north of the 20th 
parallel. TWA would conitnue to serve Lisbon and be authorized to serve each 
of the foregoing points and areas. TWA would be authorized to serve the fol- 
lowing points served by Pan American: The Azores, Austria, and Frankfurt, 
Germany, the latter to be served only so long as the interests of American occu- 
pation in Germany require such service. Public counsel also suggested if the 
acquisition is approved that the Board require Pan American to-consent to the 
reduction of its permanent certificate (United States to Lisbon and to London) 
to a temporary basis. 

APPENDIx 3 


Comparison of number of transatlantic passengers carried by American Overseas 
Airlines, Transcontinental & Western Air, Inc., and Pan American Airways, 
Inc., year 1948 
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Note.—Includes passengers moving between Gander and transatlantic points but not between the 
United States and Gander. 


Source: North Atlantic Route Transfer case. PAA Exhibit No. PA-8, AOA Exhibit No. A-14, TWA 
Exhibit No. 8. 
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Transatlantic air passengers carried by American-flag lines in 1948 allocated 
according to proposals of TWA 
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Transatlantic air passengers carried by American-flag lines in 1948 allocated 
according to proposals of public counsel 
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PAA Exursit O 
EXPLANATION OF THE CONVERSATION WitH Mr. Dierricn, CAB Docker No. 3589 


Mr. Trippe’s testimony in CAB docket No. 3589 concerning the conversation 
with Mr. Dietrich, at page 1581 of the transcript, was as follows: 
“By Mr. KENNEDY. 
“Q. Did you tell Mr. Dietrich at that time that you would get domestic trans- 
continental routes and that, therefore, it would be a good idea for Pan American 
and TWA to merge?—A. Would you read the question? 
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“Examiner WRENN. Read it back, please. 

“The WITNEsSs. It would be my recollection that I did not, in view of the fact 
that no one could tell whether Pan American would get domestic routes.” 

Later, at pages 3712-3713 of the transcript, Mr. Dietrick testified : 

“He (Mr. Trippe) said that Pan American had an application before the Civil 
Aeronautics Board for a transcontinental route, that Pan American had opera- 
tions in the Pacific and in the Atlantic, and that it was a most logical idea that 
they should be permitted to connect up those two operations, and that he was 
firmly of the belief that that application would be acted on favorably. 

“He went on further to say that in his opinion, having obtained such a fran- 
chise, that it, in his opinion, would be an easy step from that into local service, 
transcontinentally.” 

The question to Mr. Trippe related to an alleged positive statement as to what 
the Civil Aeronautics Board would do. Mr. Trippe denied making any such 
statement. Mr. Dietrich did not say that he did. Mr. Dietrich testified that Mr. 
Trippe had expressed an opinion as to the justice of Pan American’s case. Mr. 
Trippe was never asked in that proceeding whether he had expressed apy opin- 
ions or beliefs as to the merits of Pan American’s domestic-route application. 
That he held such opinions on the merits of the case and expressed them vigor- 
ously to many persons, many places, possibly even to Mr. Dietrich, has never been 
denied. Mr. Trippe has no further present recollection on the subject of the 
particular conversation. 
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(Airlines) 


FRIDAY, JUNE 15, 1956 


House or REPRESENTATIVES, 
ANTITRUST SUBCOMMITTEE OF THE, 
COMMITTEE ON THE J UDICIARY, 
Washington, D. C. 


The subcommittee met, pursuant to adjournment, at 10:05 a. m., 
in room 346, Old House Office Building, Hon. Emanuel Celler (chair- 
man of the Judiciary Committee) presiding. 

Present: Representatives Celler (chairman), Rogers, Quigley, 
Keating, McCulloch, and Scott. 

Also present: Herbert Maletz, chief counsel; Kenneth R. Harkins, 
cocounsel; and Julian H. Singman, assistant counsel. 

The CuairMAn. The meeting will come to order. We will resume 
the testimony of Mr. Trippe 

Mr. Rogers. May I ask one question ? 

The CHarrMAN. Juan Trippe, president of Pan American World 
Airways. Yes, Mr. Rogers. 

Mr. Rogers. Yesterday I was in and out and I heard some reference 
made to the fees that the Defense Department allowed you. Was that 
in connection with a contraet and did that affect in any way the sub- 
sidy that you had received before? 

Mr. Triere. Mr. Rogers, you refer to the fees we received under the 
defense contracts ? 

Mr. Rogers. Yes. 

Mr. Triere. That is for operation of the guided missile range? 

Mr. Rogers. Would you clear that up for the record as to how they 
may relate? 

Mr. Tripper. Mr. Rogers, fees which we have received from Na- 
tional defense contracts, including the operation of the guided mis- 
sile range, have, in effect, been credited to the Treasury by our com- 

any. 
. Vader the Civil Aeronautics Act, the CAB makes deductions of 
such fees against subsidy to which we are entitled under the act. 
The net effect of such deductions, therefore, as I have just stated, 
has been that the taxpayer, rather than Pan American, has received 
the fees earned by Pan American, as the contractor under these de- 
fense contracts. 

Mr. Rogers, it has been our policy to undertake these contracts, 
notwithstanding the fact that the company has not retained the fees. 
The fees have been turned back, in effect, to the Treasury. Our policy 
will be to continue these defense contracts, even though we may not be 
able to retain the fees we have earned. 

Mr. Rogers. By that do you—— 
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Mr. Tripre. We have some 2,000 people employed in carrying out 
these contracts at the present time. We feel that it is important that 
our company, in view of its unique experience, should continue as a 
defense contractor whenever it is determined by the defense authorities 
we can be of service. 

We think this is a very important contribution on the part of our 
company in this field. Even though you might say this has been “love’s 
labor lost,” we feel it is a very proper and useful contribution in the 
national interest. 

I am not sure that I make our position completely clear. The facts 
are that these fees have been earned by Pan American for carrying out 
2 number of very responsible defense contracts. When we undertook 
them we knew that the fees would in effect be credited against subsidy 
to which we are entitled. Notwithstanding, we did undertake these 
defense contracts, and we expect to continue to do so whenever we are 
in a position, as a result of our special experience, to be of help to the 
Government. 

Mr. Rogers. Well then, in effect, the fees which you say are turned 
back to the Treasury are an offset against the subsidy that you may 
receive. Is that the effect of the fees that the Defense Department 
may allow you? 

Mr. Tripre. Yes, the amount of the subsidy to which -we:-would 
otherwise be entitled is reduced and, therefore, the fee is actually left 
in the Treasury and not paid over to the company. 

Mr. Rogers. How long, if it is not a military secret, how long have 
you been ee work for which you get these fees? 

Mr. Triere. Mr. Rogers, a great many years, I believe considerabl 
before Pearl Harbor. The total amount of defense contracts whi 
were entrusted to our company during the war were over half the 
total military contracts entrusted to all American-flag civil airlines. 
Today we continue to be the largest contractor in terms of defense 
contracts, among the civil airlines. 

Mr. Rogers. That clears it up. 

The CuHatrMan. Proceed. 

Mr. Materz. Mr. Trippe, you recall that you testified yesterday that 
Mr. Roger Lewis, as an executive vice president of Pan American, has 
operating supervision of Pan American’s guided missile range con- 
tracts. 

Now, is it not a fact that to the extent that Mr. Lewis performs work 
on this project the compensation that he receives from Pan American 
is reimbursed by the Air Force? 

Mr. Trirre. Definitely not—— 

Mr. Matetz. Isn’t that a cost plus—— 

Mr. Triprr. Any more than any other officer in Pan American— 
and I have just testified, Mr. Counsel, as to the fact that the CAB 
deducts these fees from subsidy payments the amount of which were 
set up in one of the charts we looked at yonerdey: 

Mr. Maerz. We are not talking about subsidies now, Mr. Trippe. 


Pan American presumably assigns a number of its personnel to under- 
take this guided missile contract, does it not ? 
Mr. Trrere. Yes. There are a large number, running into the thou- 
sands, several thousands, who are assigned full time to these activities. 
Mr. Materz. And their salaries, the salaries that Pan American 
pays to them, are reimbursed by the Government under contract; is 
that not right ? 
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Mr. Tripre. That is correct, full-time people are reimbursed. 

Mr. Mat rez. Roger Lewis is one of the people ? 

Mr. Trivers. No, definitely not. 

Mr. Materz. Beg your pardon. 

Mr. Triepe. Definitely not. He has general supervision but is not 
assigned full time to the contract. 

Mr. Materz. Is part of his salary, part of the salary he receives from 
Pan American, allocated to this contract ? 

Mr. Trierr. Not directly, no. 

Mr. Matrrz. Indirectly ? 

Mr. Tripre. I can’t answer that. If you have in mind that the fee 
under the contract in any way accrues to Pan American 

Mr. Marerz. We are not talking about 

Mr. Triprr. To cover Mr. Lewis’ salary, I believe that would not be 
a correct statement. 

Mr. Materz. I am not talking about the fee; I am talking about this 
question and only this question: whether Mr. Lewis’ salary, or a part 
of Mr. Lewis’ salary, is reimbursed by the Air Force as an item of cost 
under this guided missile range contract ? 

Mr. Tripper. I can’t answer that. I don’t know. It is not assigned 
directly. There might be some infinitesimal cost along with the entire 
18,000-man organization. 

The CHairman. You ought to be able to answer that without any 
equivocation. Here is an officer who is assigned to supervision of that 
project. This is a cost-plus project. I would not think that Pan 
American would donate to the Government the cost of the services of 
this gentleman. He performs some services. He gets paid for services 
from Pan American. It seems logical to deduce that you allocate a 
portion of his salary as a cost to this project and receive the cost thereof 
from the Government. 

Mr. Tripre. Mr. Chairman, we do set up and charge to the Govern- 
ment, and get reimbursement by the Government, for all of those 
directly engaged in the work of the contract. 

Now, we have some 18,000 people in Pan American who are not 
directly engaged on this or any other defense contract and we make 
no allocations for the service which any of them may perform in sup- 
port of or benefiting the contract project. 

The Cuarrman. I am not concerned about those who are not en- 
gaged on this contract. Mr. Lewis is so engaged. 

Mr. Trrere. We make no allocation of Mr. Lewis’ salary. 

The Cuarrman. Then is your answer “No”? 

Mr. Tripper. I would say we don’t allocate directly any part of Mr. 
Lewis’ salary. 

The CHarrman. Be sure of that—I am going to direct. counsel to 
find out from the Air Force whether that is the case. 

Mr. Tripre. We have, Mr. Chairman, allowance for our general 
overhead, but no direct allowance is made for Mr. Lewis’ time, any 
more than for my time or anybody else’s time not related to this 
project. 

he net fee we receive, which I referred to just a few minutes ago, 
has been turned back to the Treasury as a deduction from our subsidy. 

The Cuarrman. In this overall charge that you make for overhead, 
do you include therein a charge for those services that Mr. Lewis ren- 
ders to this project? 
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Mr. Trrerz. Mr. Chairman, I am unable to say. 

The Cuarrman. Counsel will check that. Go ahead. 

(See subcommittee insert A, at p. 2889, infra.) 

Mr. Materz. One further question, Mr. Trippe. I believe that you 
testified yesterday that it was your understanding that Mr. Lewis did 
not formally approve the guided missile contract in behalf of the Air 
Force when he was Assistant Secretary of the Air Force. 

Am I correct in my understanding of your testimony ? 

Mr. Tripre. I don’t think I said that; no. 

Mr. Matertz. Did he? 

Mr. Trirr. I believe I said that it was my understanding that this 
contract was approved in the Secretary of Defense’ Office and not 
in the Air Force. I know no details. 1 only know generalities from 
what I have heard secondhand. 

Mr. Matetz. Is Mr. Lewis’ signature attached to the contract that 
you have in the office of the company ¢ 

Mr. Triere. I don’t know. If it is, I imagine he would have signed 
it under instructions. 

Mr. Materz. All right. I believe that a check of the contract would 
indicate that the contracting officer, who was not Mr, Lewis, signed 
the contract on behalf of the Air Force, but that Mr. Lewis approved 
his signature. 

We have been further advised by the Air Force that Mr. Lewis 
formally approved the contract on behalf of the Air Force. Does 
that coincide with your understanding? 

Mr. Triere. I don’t know. I have told you all I know about it, 
Mr. Counsel.. My understanding was that it was approved in the 
Secretary of Defense’s Office. That is where the decision was made. 

Mr. Harxans. Mr. Trippe, I would like to return to the subject of 
mergers that we were discussing yesterday afternoon. 

Mr. Trivers. Pardon me, Mr. Counsel, mergers? 

Mr. Harkins. Mergers or acquisitions or proposed acquisitions by 
your organization. 

Mr. Tripre. Good, I understand. 

Mr. Harkins. We were discussing that yesterday afternoon. 

Mr. Triere. Yes. 

Mr. Harkins. In 1948 did you enter into negotiations with Mr. 
G. T. Baker, president of National Airlines, concerning a possible 
merger with Pan American, or the acquisition of National by Pan 
American ? 

Mr. Trirre. We did, but it would be my recollection that it was at 
Mr. Baker’s instance. 

Mr. Harkins. But you did enter into negotiations with Mr. Baker? 

Mr. Trrepe. Yes, at his instance. He approached us. 

Mr. Harkins. And in these negotiations did you discuss concrete 
proposals and consult with an investment banking house, Lehman 
Bros. ? 

Mr. Trrere. Consult with the banking house of Lehman Bros. ? 

Mr. Harkins. Investment banking house, namely Lehman Bros. 

Mr. Trrers. I don’t recall consulting them. Was it a matter of 
financing ? 

Mr. Harxrns. Yes. 

Mr. Trirre. No; not that I recall. 
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Mr. Harkins. Mr. Chairman, I offer for the record a document 
dated August 9, 1948, signed by K. R. Wilson, Jr., of Lehman Bros., 
entitled, “Memorandum for the files, re National Airlines.” 

The memorandum begins as follows: 

A discussion was held on August 5, 1948, on the subject of the possible acquisi- 
tion of National Airlines by Pan American Airways. Present at the discussion 
were Mr. Juan T. Trippe, president, and Mr. J. S. Woodbridge, comptroller, of 
Pan American; Mr. G. T. Baker, president of National Airlines; and Mr. K. R. 
Wilson of Lehman Bros. During the discussion which lasted more than 7 hours, 
the following points were covered. 

Then there is an extensive memorandum which I will not read at 
this time. 

Mr. Chairman 

The CuarrMan. It will be accepted for the record. 

(The document is reproduced as subcommittee insert B, at p- 2890.) 

Mr. Trrere. Mr. Counsel, I don’t think anybody representing Leh- 
man Bros. attended that meeting at our suggestion. Is that the infer- 
ence you suggest? Anybody representing Lehman Bros. was prob- 
ably brought there by Mr. Baker. I don’t recall, however, that any 
such person was there. 

Mr. Harkins. This memorandum was written by Mr. K. R. Wilson, 
of Lehman Bros., and counsel is using this document to show that such 
a conversation did take place. 

Mr. Trrerr. At Mr. Baker’s instance. We joined at his invitation. 

The Cuamman. We are glad to have that explanation. 

Mr. ‘Vrrere. Pardon me? 

The Cuarrman. We are glad to get the statement that it was at Mr. 
Baker’s invitation. 

Mr. Trierr. That is my recollection, Mr. Chairman. 

Mr. Harkins. And it was your suggestion, was it not, Mr. Trippe, 
that Pan American purchase as much as 80 percent of National’s stock ? 

Mr. Trirre. It might have been 100 percent for all I know, Mr. 
Counsel. 

Mr. Harxrns. I will read another paragraph from this document: 

Trippe said that he was offering the deal on the basis outlined, inasmuch as 
from Pan American’s viewpoint it is necessary that at least 20 percent of the 
company be owned by a minority interest in order that the profits earned by such 
company would not be consolidated and, therefore, would not adversely affect 
Pan American’s petitions for higher mail rates in its separate operating divisions. 

The Cuarrman. All right, that will be accepted for the record as 
previously stated. 

Mr. Harkins. Now, Mr. Trippe, did you or anyone else representing 
Pan American tell Mr. Baker that if he did not agree to merge with 
Pan American, Pan American would make a deal with Mr. Ricken- 
backer of Eastern? 

Mr. Triepr. That we would make a deal or had made a deal ? 

Mr. Harkins. That you would make a deal? 

The Cuarman. Would make a deal. 

Mr. Trrere. Or would try to make a deal; is that the language you 
refer to? 

Mr. Harxrns. Mr. Reporter, will you repeat the question 

(Question read.) 

Mr. Trrerr. I can’t recall the conversation. It was some 8 years 
ago, Mr. Counsel. I have no recollection. 
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Mr. Harkins. Mr. Chairman, I would like to read from the tran- 
script of the testimony of Mr. G. T. Baker in CAB docket No. 3589, 
transcript page 3347. Question to Mr. Baker: 


Q. Now, during the first part of the year 1949, did any representative of Pan 
American advise you that if you didn’t make a deal with Pan American, Pan 
American would make a deal with Eastern?—A. I recall something about that, 
but I ean’t definitely place where or when it took place. 


I offer that for the record, Mr. Chairman. 

The Cuarmman. That will be accepted. 

(The document is reproduced as subcommittee insert C, at p. 2891.) 

Mr. Pirie. You are offering for the record that he didn’t know 
anything about that ? 

Mr. Harxrns. I am offering that statement. 

The CuarrMan. For whatever it may be worth. We will be glad to 
take any explanation, Mr. Trippe. 

Mr. Prete. I think the explanation is right there. 

Mr. Harkrns. I also offer for the record, Mr. Chairman, the sworn 
testimony of Mr. E. V. Rickenbacker in the North Atlantic Route 
Transfer Case, CAB Docket No. 3589, transcript page 3620, reading as 
follows: 


Excerpts FroM THE SworRN TESTIMONY OF E. V. RICKENBACKER IN THE NORTH 
ATLANTIC ROUTE TRANSFER CASE, CAB Docket No. 3589, Er AL. 


(Tr. 3620] Q. Mr. Rickenbacker, you spoke of your dealing with Eastern as 
being used as a pawn in the National deal. Was this feeling of yours later borne 
out by conversations which you had with Mr. Baker?—A. Positively. Because 
a few days—at the tail end of that week I happened to be in Miami and I called 
Baker up and told him I wanted to see him, and I went over to see him. I 
said, “Regardless of what you have done, you have made a deal and it is out 
of the picture, but I want you to know exactly what the facts are because I am 
sure that I was used to bring about the deal that was made against you and 
I want you to know the truth. That doesn’t enter into what you did. I have 
no quarrel with that. That is your business, not mine.” 

But I told him exactly, or as near as I could remember, what I have just 
stated here on the stand; and he said, “Well, you were right, because Trippe said 
‘If you don’t agree to this, I am in a position to make a deal with Rickenbacker, 
and it is either with you or with him.’ ” 

And I said, “Well, I wasn’t surprised at that because I was sure in my own 
mind but I wanted him to know the facts as I knew them. Not that I worry a 
lot of what Baker thinks of me—whether he is for me or against me—but I 
do like to have my character out in the open.” 

= ° ? o * * = 


Mr. Hargrns. Does that refresh your recollection, Mr. Trippe? 

Mr. Tripper. Not a bit, except that it occurs to me, Mr. Counsel, that 
the language you have just read into the record is that “I would be 
in a position” to make an agreement with Captain Rickenbacker. That 
is a different slant than I understand your first question tended to give. 

Mr. Harxrns. We will be glad to have your explanation of that, 
Mr. Trippe. 

(Excerpts from Mr. Trippe’s testimony in the CAB case follow :) 


Excerpts FrRoM THE TESTIMONY oF J. T. Triprpe IN THE NortTH ATLANTIC ROUTE 
TRANSFER CAsE, CAB Docker No. 3589 er AL. 


{Tr. 1598] Q. Mr. Baker of National Air Lines, in March of 1948—and I 
stress the 1948 because I am not referring to the 1949 discussions—discussed 
a merger of National and Pan American with you, did he not?—A. I wouldn’t 
be sure of the day. He did come into New York and discuss it sometime in the 
spring or summer of 1948. I don’t know when. 

Q. Spring or summer of 1948. And you had discussions [Tr. 1599] looking 
toward a merger of the two companies on a net-asset-value basis, book value 
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basis, roughly the same thing as you have here with American Overseas ?—A. 
No, there were discussions whereby Pan American would acquire not the total 
stock, as I recall it, but part of the stock of National. 

Q. Part.—A. Yes. 

Q. No discussion of a merger? I am talking about 1948 now.—A. No, I think 
the National stockholders were to remain with part of the National Company. 
Pan American was to acquire a part, and I think at that time it was the larger 
part. But not 100 percent. 


- * 
By Mr. KENNEDY: 


Q. I think the record is clear, Mr. Trippe, that in the spring or summer of 
1948 you had some discussion with Mr. Baker looking toward an invest- 
ment in National by Pan American and that that broke off. Could you tell us 
what figure [Tr. 1600] in terms of percentages was discussed in those discus- 
sions?—A. Figures in terms of percentages of what? 

Q. Of National stock. How much National stock would you have had under 
the arrangements discussed?—A. Well there were a great number of variable 
arrangements discussed, some, as I recall it, up to 80 and some less than that. 

Q. You proposed the 80, I take it—A.I think the original proposal was 
100 percent by either Miss or Mr. Baker. I forget which. 


x x 2 * * * * 


|'Tr. 1601] Q. The reason why you and Mr. Baker couldn't get together, all 
during the hearings in docket 3500, was that you wanted a larger participation 
in National's stock than Mr. Baker was willing to allow you; isn’t that correct ?— 
A. No; there was no question as to the amount in the initial discussions. 

Q. No; but I am talking—-— A. The figure of 45 percent was the figure that 
was discussed from the very beginning. 

Q. Well, I am talking about the fact that Mr. Baker make you an offer of 
certain stock and you were unwilling to take that because that was not enough 
stock; isn’t that correct?—-A. We were talking about some developments later 
in the negotiations. The name of Grace or any figure less than 45 didn’t come 
up in the discussions until a later date as a suggestion by Mr. Baker. 

q. And after he made that suggestion you turned down his offer because it 
didn't allow you enough stock; isn’t that correct?—A. Well, there were a lot of 
other reasons. That was one of them. 

{ Tr. 1606] Q. That was one of them ?—A. Yes. 

Q. In general, was it not your position that you would not interchange with 
Mr. Baker unless he gave you a substantial stock investment in the company? 

Mr. Frrenpry. I object to that, Mr. Examiner. We are now getting into the 
detail. 

Mr. KENNEDY. No; I think it shows the purpose of Pan American to acquire 
control of National, and I think that is significant as being a part of this whole 
picture. 

Examiner WRENN. All right. I will let him answer it. Why don’t you just ask 
him a direct question? 


By Mr. KENNEDY: 


(). It was your position that you would not interchange equipment with National 
unless National gave you a chance to buy a substantial stock participation in 
that company ; isn’t that correct ?—A. No; that is not correct, Mr. Kennedy. We 
were not interested in simply an interchange, when we had an application in 
for a route in our own name and a recommendation from an examiner of the 
Board that we be awarded snch a route. 


+ * + x * * a 


Mr. Harxins. At the time of your discussion with representatives 
of National, concerning a possible merger, did you suggest to the 
president of Delta Airlines that his company might join the nego- 
tiations for a three-way merger of the companies 

Mr. Tripper: Again, I can’t recall any specific statement. I know 
there were a number of discussions with Mr. Woolman 

The Cuarrman. Who is Mr. Woolman ? 

Mr. Trivrr. He is president of Delta. Mr. Chairman, I again refer 
to the statement I made yesterday that at about this time the Chair- 
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man of the Civil Aeronautics Board had indicated the need for mergers 
being considered by different units in the industry, in the interest of 
saving subsidy. ‘That background should cover any discussions that 
we had. 

The CuarrMan. Yes. 

Mr. Tripper. And furthermore, Mr. Chairman—— 

The Cuarrman. We are aware of that; and the gravamen of any 
criticism that might develop out of this testimony is not necessarily 
directed against you or your airline. It may be directed with a great 
deal of force against the CAB, for having the objective in view of 
eliminating competition in the airline industry. 

Mr. Trrere. Mr. Chairman, far more important than that, to elim- 
inate the very large subsidies that were then potentially needed to 
carry on not only the international services but the domestic services 
as well. 

The Cuamman. These items of testimony are not necessarily di- 
rected against any individual airline, including yours. We are cov- 
ering the whole field here. So you don’t have to bridle a little bit, 
you know. 

Mr. Tripre. Mr. Chairman, again I would say this was a very 
critical period for all of the airlines. I think the committee, you and 
the members of your committee, should have that very much in mind. 

The Cuarrman. We have. 

Mr. Trirre. In fact, National Airlines was in such a serious predica- 
ment at about that time, that the Civil Aeronautics Board actuall 
ordered an investigation contemplating the transfer of National’s 
routes to certain other carriers that could operate them with less need 
for subsidy from the Government. 

The CuarrmMan. We understand that. Go ahead. 

Mr. Harkins. Mr. Chairman, I offer for the record testimony of 
Mr. Woolman, concerning this transaction. 

The Cuatrman. It may be inserted. 

(The document is as follows :) 


Excerpts F'rRoM THE Sworn TESTIMONY oF C. B. WOOLMAN IN THE NORTH ATLANTIO 
Route TRANSFER Case (CAB Docket No. 3589 er At.) 


{Tr. 3690] Q. Mr. Woolman, did you, within the past year or so, have any 
discussions with Mr. Juan Trippe relating to a possible combination of Delta 
and National and Pan American?—A. Yes; about a year ago, I was invited by 
Mr. Juan Trippe to meet with him, in the course of one of our meetings here in 
Washington, and I went over and visited with him in the Statler Hotel, in his 
rooms, and he said that he knew of the negotiations we were carrying on with 
National Airlines at that time, and suggested the possibility or advisability of 
making it a three-way merger. 

I expressed the thought to him that I thought it was complicated enough to 
endeavor to work out a 2-way merger and that a 3-way merger would simply 
complicate matters and perhaps make it impossible to effectuate. 

That was about the sum and substance of it. 


Mr. Harkins. In early 1949, Mr. Trippe, did you authorize a repre- 
sentative to discuss with Mr. Rickenbacker of Eastern the possibility of 
entering an interchange agreement with Pan American? 

Mr. Trrrrr. I could not identify a date, Mr. Counsel. There were a 
number of conversations both with National and with Eastern relating 
to interchanges at various times, I believe, in 1948 and even as late as 
2 years ago. 
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Mr. Harkins. And during those talks, Mr. Trippe, wasn’t it also 
proposed by the Pan American representative that there be a mutual 
exchange of 100,000 shares of stock in the two companies between cer- 
tain stockholders ? 

Mr. Trivre. Not that I know of. 

Mr. Harkins. Mr. Chairman, I refer to sworn testimony of Mr. 
J. W. Hanes, in the North Atlantic Route Transfer case. Can you 
identify Mr. Hanes for the committee, Mr. Trippe? 

Mr. Triepe. Yes; he was a former Under Secretary of the Treasury, 
in President Truman’s administration. He has served first as a di- 
rector and then as a consultant to Pan American on financial matters. 

Mr. Harkins. Mr. Hanes testified at transcript page 256: 

I had gone to see Mr. Eddie Rickenbacker and talked with him on several 
occasions to try to convince him that it was better for us and for him, if we 
made an arrangement with him whereby we would exchange equipment and get 
our equipment to our base in Miami, and exchange with him on an equal mile- 
for-mile basis. 

Q. As part of your approach to Mr. Rickenbacker, did you propose that Pan 
American acquire Eastern stock and that Eastern acquire some Pan American 
stock?—A. I had. I said if it required such a transaction in good faith, I would 
advocate and urge my associates to buy an interest in Eastern, and they an 
interest in Pan American. That would, of course, be subject to approval by the 
CAB. 

I offer this document for the record. 

The CHarrman. It may be accepted. 

(The document is reproduced as subcommittee insert D, at p. 2893.) 

Mr. McCutiocu. When was that, Mr. Chairman ? 

Mr. Harkins. In 1949. 

Mr. McCutiocu. Was Mr. Hanes an employee of Pan American? 

Mr. Harkins. He was consultant for Pan American at that time, 
was he not, Mr. Trippe? 

Mr. Trrerve. He was; that would be my recollection. 

Mr. McCutxioc#. But he was not Under Secretary of the Treasury 
at that time? 

Mr. Harxrns. No, sir; he was not. 

Mr. Rogers. May I ask a question at this point? 

The CuarrmMan. Yes. 

Mr. Rogers. When was it that CAB suggested that mergers be con- 
sidered as a solution to the subsidy situation ? 

Mr. Triere. Mr. Rogers, it is my recollection that it was perhaps 
1948 or 1949—it was during October 1948. Chairman O’Connell 
made a number of public statements referring to the very bad financial 
condition of the airline industry, the gradually increasing subsidies 
that were being required to maintain the industry and inviting mem- 
bers of the industry to submit what they might consider as sound 
mergers that would reduce subsidy costs to the Government, for possi- 
ble consideration by the Board. 

Mr. Rogers. You say this was October of 1948? Was there any 
indication by the CAB at a later date that they were reaffirming their 
previous position on mergers ? 

Mr. Trrepr. I have here, Mr. Rogers, a statement that 4 months 
later, in February 1949, the Board in its economic program stated its 
desire-— 
that the industry exercise its own initiative in calling to our attention uneconomic 
route-pattern situations, and possible corrective actions which may be achieved 
by mergers, consolidations, interchanges, or suspensions. 


77632—57—pt. 1, vol. 434 
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That perhaps is what you had in mind. That was brought about 
by the very sick condition of the industry. The industry as a whole, 
as I recall it, was operating at a substantial loss. Government subsidy 
requirements were creeping up on an accelerated scale. 

This, according to my recollection, was a policy statement that 
sought to determine if there were any possible savings in subsidy, or 
strengthenings of the carriers that might be worked out voluntarily 
and brought to the Board for consideration. 

(See PAA exhibit 1, p. 3041, infra.) 

We did not buy any stock in National or Eastern. I don’t know 
whether the committee would be interested in that fact, but so far 
as I know nothing came of all of these discussions. 

There was, as I pointed out yesterday, a proposal by Captain Rick- 
enbacker, of Eastern, that Eastern take over a number of airlines, 
including National, Delta, Capital, Colonial, and Chicago & Southern. 
He hoped they could be operated without subsidy if they could be 
mer, ed into Eastern’s system. 

The problem was one of subsidy and the very sick condition of the 
airline industry—whether it could survive; whether large segments 
could survive. 

Mr. Rogers. It was during this period of time that these discussions 
were had of proposed mergers ¢ 

Mr. Triere. That is correct. 

Mr. Rogers. Thank you. 

Mr. Harkins. Mr. 'Trippe—— 

Mr. McCuttocu. Just one moment before you proceed, Mr. Coun- 
sel. Are there any interchanges between any of the airlines at this 
time, or at any time since 1948 or 1949 ? 

Mr. Tripper. Yes, sir; there are. Pan American negotiated an inter- 
change with Eastern Air Lines that was submitted to the Board for 
their consideration. It was, as I recall, disapproved by the Board 
some years later. The suggestion was made by the Board that it 
would be in the public interest if an interchange could be worked out 
between the Pan American system and National. That was later ap- 
proved by the Board within the past year. 

There are a great number of other interchanges throughout the do- 
mestic field. I don’t know whether I could give you the full list. If 
you are interested, sir, you could have that inserted in the record. 

Mr. McCuuxocu. Is it generally felt, not only within the industry 
but by the CAB, that that is in the public interest ? 

Mr. Trivers. I believe the record of these interchanges confirms the 
fact that, in a number of instances, particularly in the domestic field, 
they have been helpful. 

Mr. McCutiocu. Thank you. 

Mr. Harkins. Mr. Trippe, in this transaction there also was a pro- 
posal that Pan American choose a director for Eastern’s board and 
that Eastern choose a director for Pan American’s board; isn’t that 
so? 

Mr. Trirre. I don’t know about that. You have referred to a letter. 
If Mr. Hanes made that suggestion in any report he made, I am sure 
that was his proposal. I don’t recall it. 
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Mr. Hargis. I have already submitted the document which indi- 
cates that such proposal was made. 

The CuarrmMan. It was accepted in the record. 

(See subcommittee insert D, at p. 2893.) 

Mr. Harkins. Wouldn’t this suggestion that Pan American choose 
a director for Eastern’s board, and that Eastern choose a director 
for Pan American’s board, circumvent the CAB’s policies against 
interlocking directorates ? 

Mr. Trrepr. Not at all, sir. Any such suggestion, as you well 
brought out a minute ago, in Mr. Hanes’ letter or the report from 
which you read, indicated that’ any such proposal was made, as com- 
ing from himself. It would, if approved by the two companies, Pan 
American and Eastern, of course, be subject to approval by the Board. 

It would, in no way, be contrary to any policy of the Board. It 
would not become effective unless the Board thought that it were in 
the publie interest and approved. 

Mr. Harkins. Didn’t Captain Rickenbacker refuse to go along with 
the proposal on the ground that it was a subterfuge to get around the 
Civil Aeronautics Act? 

Mr. Tripre. Not that I ever heard of. 

Mr. Harkins. Mr. Chairman, | offer for the record excerpts from 
the testimony of Mr. E. V. Rickenbacker in the North Atlantic Route 
Transfer case, docket No. 3589, transcript pages 3606-3607. Question 
asked him: 


Would you tell the examiner the substance of your conversation with Mr. Hanes 
on Monday afternoon? 


Part of Mr. Rickenbacker’s response is as follows: 


He stated that he knew that Juan Trippe and I didn’t agree and hadn’t for 
many years on many things and in order to relieve any doubt in my mind, he 
suggested that Pan American would buy a hundred thousand shares of Eastern 
Air Lines, and Eastern would buy a hundred thousand shares of Pan American, 
and that they would have an outside representative on our board, and we could 
have an outside representative on their board. 

He wanted to know whether I knew John Ollin, of the Ollin Industries, in St. 
Louis. JI told him I did and that I admired him very much. He said, “Well, 
would you have any objection to him in any way?” 

I said under no circumstances, but I think it is entirely outside of any conversa- 
tion I might be interested in because I saw no necessity of any such extraneous 
interests on either one’s part, and if there was anything discussed, it didn’t in- 
volve that, and I felt anyway that it was a subterfuge to get around the Civil 
Aeronauties Act, whieh did not permit interlocking directors, and that as far 
as I was concerned, he could forget it. 


I offer that. transcript. 

(The document is reproduced as subcommittee insert E, at p. 2894.) 

Mr. Triere. Right there, I think you should insert in the record that 
was not a proposal of Pan American’s. It was not a proposal of any 
officer of Ta American’s. It was probably an inquiry on the part 
of an individual who spends at most 1 or 2 days a year on Pan 
American problems. He is a very busy man, Mr. Hanes. We seek 
his advice from time to time on matters of finance. 

These were probably his ideas. They were in no way related to or 
binding on Pan American. 

The Cuairman. You mean when Mr. Hanes made that suggestion 
he did not represent the views of Pan American? 
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Mr. Trrerr. Not at all, Mr. Chairman. He was not an officer of 
Pan American. I doubt if any director of Pan American ever heard 
of this suggestion. I certainly recall nothing of it. 

The Cuamman. Have you ever heard of this before ? 

Mr. Tripre. Have I? 

The CuarrmMan. Ever heard of this? 

Mr. Tripper. I knew that he had a talk. I knew no details of 
any talk. 

The CuairMan. Did you ever repudiate that suggestion on behalf 
of Pan American ? 

Mr. Tripper. No, I had no occasion to, Mr. Chairman. I think 
Captain Rickenbacker very effectively 

The Cuatrman. I mean to repudiate the statement made by Hanes 
who apparently was representing Pan American in those negotiations ? 

Mr. Tripre. I think these were discussions Mr. Hanes had on 
his own. He was an adviser of Pan American’s and an extremely 
able one on matters of finance. Of course, as I just pointed out, 
the time he spends on Pan American affairs could be measured in a 
few hours each year. 

He may have thought this was a very nice way to try to bridge 
the gap which existed for a number of years, on matters of policy, 
between Captain Rickenbacker and myself. 

The Cuarrman. Did he ever report back to you this conversation? 

Mr. Trrere. Not that I recall. 

The Cuarrman. You don’t recall? 

Mr. Trirre. No. 

Mr. Harkins. Mr. Trippe, do you have—does Pan American have 


any negotiations underway at this time relating to the acquisition of 


other airline companies ? b 
Mr. Triprr. Not that I know of;no. What do you mean by “acqui- 


9 


sitions,” if I may ask? 

Mr. Harxrns. Acquisition or merger of other airline companies— 
“acquisition” means purchase of their stock or assets; in other words, 
are you attempting to merge with any other company ? 

Mr. Tripre. We may have in mind purchases of minority interest 
in a few foreign lines. I am not in a position to discuss that. We have 
had no discussion that I know of and none pending, with any Ameri- 
can-flag airline. 

Mr. Stneman. It is correct, is it not, that Pan American or its 
affiliated companies provide considerable local service for many coun- 
tries in the Caribbean and Latin American areas? 

Mr. Triere. I am sorry, I didn’t get that question. Would you mind 
repeating it ? 

Mr. Stveman. Mr. Reporter, would you read it again, please? 

(Question read. ) 

Mr. Tripre. Not by Pan American. The national companies—— 

Mr. Stneman. The affiliated companies in the Pan American World 
Airways System. 

Mr. Trirre. We have a minority stock interest, in some cases Pan 
American 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2811 


Mr. Stneman. For many of these services there is little or no com- 
peting service ; isn’t that so? 

Mr. Trrere. Each one would have to be considered on its own, on 
its own route structure, to answer that question. 

Mr. Stneman. Well, in order to protect some of these noncompeti- 
tive franchises, has not Pan American established contacts in foreign 
governments ¢ 
~ Mr. Tripper. Have we? 

Mr. Stneman. Established contacts with foreign governments ? 

Mr. Triere. We have—Pan American has contacts with foreign 
governments in every country that we serve. Necessarily we have to 
have. We qualify to do business in these countries. We have to carry 
on under their laws, and obviously we have contacts with foreign gov- 
ernments in every country we serve. 

Mr. Stneman. As one example, is it not true that in July 1954, Pan 
American placed on its payroll a Captain Silva of the Nicaraguan Air 
Force who was an aide to the Nicaraguan Minister of Aviation ? 

Mr. Trrpre. I know nothing about that. 

Mr. Stveman. Whois Mr. Drescher ? 

Mr. Trrerz. Who? 

Mr. Stneman. Mr. D-r-e-s-c-h-e-r? 

Mr. Trrepr. Drescher? 

Mr. Trrepre. Oh, you are talking about Ed Drescher. 

Mr. Stneman. Yes, sir. 

Mr. 'Trrere. In our Latin American division ? 

Mr. Stneman. Yes, sir. 

Mr. Trrere. Yes, I know him. 

Mr. Stneman. Fine. I would like, with the chairman’s permis- 
sion, to read a memorandum which you supplied to the committee 
when you made your files available to the committee staff. This 
memorandum dated July 12, 1954, is to Mr. Drescher, from your 
senior representative in Nicaragua, Mr. W. R. Raven. May I read 
that? 

The CHatrMan. Yes. 
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Mr. SINGMAN (reading) : 


Captain Silva of the Nicaraguan Air Force returned to Managua Saturday 
after completing his assignment in Miami. The captain agreed to help us with 
our landing fees situation with Colonel Gaitan. 

If I may interject, Colonel Gaitan at that time was Minister of 
Aviation in Nicaragua; is that correct ? 

Mr. Trrere. I would not know, Mr. Counsel. 

Mr. Stneman (reading) : 

It is Mr. Powers’ opinion that Captain Silva’s acquaintances should be fully 
developed because of the reliance that Colonel Gaitan seems to place on Captain 
Silva for civil aviation matters. I believe Mr. Powers is proposing to Mr. Mor- 
rison that Captain Silva be put on the payroll for possibly $100 or $150 monthly, 
to help us gain certain objectives relating to the airport and our operations 
through Nicaragua. 

If I may interject, Mr. Morrison is Mr. Wilbur L. Morrison, execu- 
tive vice president in charge of the Latin American division of Pan 
American World Airways. 

Mr. Trrere. That is correct. 

Mr. Stneman. To go on: 

During his visit Captain Silva requested a $200 advance. Mr. Morrison 
authorized this amount, and Mr. Powers recommended that it be held on our 
books temporarily as a charge against Captain Silva and then. liquidated in 
some fashion. 

Mr. Tripre. What do you mean “liquidated in some fashion”? Is 
that what you said? 

Mr. Stneman. I have been reading from Mr. Raven’s memorandum 
and was about to ask you the very same question. 

Mr. Trierve. I just don’t know. I would assume, perhaps, carried as 
an advance until he went on the payroll. I have no knowledge of this 
transaction, or anything that it concerns. 

Mr. Stneman. Do you think that the phrase “liquidate in some 
fashion” could be a suggestion that Pan American or the Latin Amer- 
ican division intended to so'manage its books as to cover up the fact 
that it was keeping a foreign official on its payroll ? 

Mr. Tripre. Definitely not. As I say, I know nothing of this mat- 
ter but it would be my guess that this representative has continued 
on the payroll as an adviser. He may be part-time adviser to the com- 
pany in its problems in that particular country. 

Does this question have to do with—the early part of your quotation, 
have to do with fixing or adjusting landing fees for Pan American that 
we pay for landings in Nicaragua ? 

Mr. Stneman. At that time, Mr. Trippe, is it not true that you 
were negotiating with the Nicaraguan Government concerning your 
airport contract at Las Mercedes, and these negotiations were pend- 
ing before Colonel Gaitan, Minister of Aviation? 

Mr. Tripre. I don’t know. As I said, I know nothing about this 
matter. 

Mr. Stneman. I would like to offer in evidence the memorandum 
concerning Captain Silva and a few letters that indicate that those 
negotiations were going on in Nicaragua at that time. 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2813 


(The documents are reproduced as subcommittee insert F, at p. 2896. 
Also see subsequent correspondence, p. 3100.) 

Mr. Tripper. I am confident it will be fully explained. I hope we 
will have an opportunity to insert in the record what this retainer is 
all about. 

The CHarrMan. I will say generally you always will have that 
opportunity. 

Mr. Tripre. Thank you. 

Mr. Stneman. Mr. Morrison of your Latin American division would 
probably be able to provide the committee with further information, 
would he not ? 

Mr. Trreve. I don’t know. I will see that you get any further in- 
formation that we have on it. 

Mr. Stneman. This device of liquidating the charge against Captain 
Silva on your books could be used for insuring that such an expendi- 
ture wena be included in operating costs and hence reimbursed by 
Pan American’s subsidy, could it not? 

Mr. Tripre. No; I believe it would be a credit on this man’s salary ; 
in other words, his salary, or retainer. If this man was giving valu- 
able assistance in terms of reducing our landing costs, I would say his 
retainer might well bring about a reduction in subsidy. 

The Cuarrman. Is Captain Silva still on the payroll, do you know ? 

Mr. Triere. I wouldn’t know, Mr. Chairman. 

The CHatrMan. Will you find out, and tell us when his services 
were terminated ? 

Mr. Tripper. I will try to find out, sir. 

(See PAA exhibit 2, appendix, p. 3042, infra. ) 

Mr. Sineman. Mr. Trippe, with the chairman’s permission, I would 
lke to read to you a few paragraphs from an sutiale on Pan American 
Airways that appeared in the April 1936 issue of Fortune magazine. 

Mr. Krattnc. Are you through with the Silva matter ? 

Mr. Stneman. Yes, sir. 

Mr. Kearinc. Well, Mr. Chairman, I don’t know anything about 
this—don’t know who Silva is. He is apparently a Nicaraguan air 
captain or something. It looks as if the purpose of this questioning 
was to leave some unfavorable inference with regard to some captain 
in the Nicaraguan Air Foree, which certainly will militate against 
his future career in the Air Force. 

I don’t understand the background of this, or the reasons, the bear- 
ing which such evidence has on the purpose of this inquiry which is to 
determine whether the large scheduled airlines exercise an undue in- 
fluence on the CAB. 

I would like to have either the chairman or counsel in some way 
connect it up for my thinking as to what the implication is or what 
this is all about, other than perhaps cast some aspersion on Captain 
Silva, whoever he may be. Will counsel enlighten me? 

Mr. Quieé.ey. Could I interrupt at that point? Before the Chair 


gives an answer—my understanding of the purpose of these hearings is 
not what the gentleman from New York has stated this morning and 
stated yesterday. I do not visualize that the purpose of these hear- 
ings is merely to determine whether the large airlines or any airlines 
have had an undue influence on the CAB. 
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Mr. Kratinc. That was the stated purpose by the chairman when 
he started. 

Mr. Quictey. The basic purpose, as I see it, is to look into the entire 
competitive situation, if any, in the regulated industries. I think one 
phase of that is whether or not the regulated airlines have had an un- 
due influence on CAB. 

But I think there are many other aspects of the question of compe- 
tition within regulated industries. 

Mr. Keatrine. That may be. It may very well be that the entire 
field relating to antitrust is the subject of our inquiry. We started 
these hearings under statements made by the chairman to the effect 
that the general purpose of them was to determine whether the sched- 
uled airlines had, by reason of their size and so on, exerted an undue 
influence on the CAB. 

The Cuairman. I think we have had enough on this. I will be 
very glad to enlighten the gentleman. We have had this up before. 
The inquiry in part covers practices of not only one airline but all 
the airlines as to their effect on competition. This matter of Captain 
Silva undoubtedly has a bearing on the use and maintenance of non- 
competitive franchises by one American airline in one part of the 
world. We want to find out whether this item together with others 
indicates any monopolistic practices. 

We also ask these questions about Captain Silva to see whether or 
not this item would be deemed a cost of operation. If it is a cost of 
operation then it would figure into the question of subsidies and would 
indicate Government support for this kind of activity. 

Mr. Keartrne. I agree with that. I agree with that. 

The CuArrman. It is quite related. 

Mr. Keatine. I agree with the fact that some committee would 
ee properly look into the whole question, how companies kept their 

books, in order to determine whether the subsidies were properly com- 
puted. I do not conceive that to be the function of our committee. 

The Cuatrman. But a few years ago the Chairman of the CAB 

said that they wanted mergers and decreased competition so that there 
could be avoidance of possible subsidies. In addition thereto we 
should consider whether the employment of Silva gave Pan American 
an advantage over its competitors to which it was not entitled. 

Mr. Keatrna. If that is the purpose, to show it has anything to 
do with unfair competition on the part of one company as against 
another, I assume that to be proper in the broad scope of our inquiry. 

But it just struck me as if it was roaming pretty far afield, assuming 
that Pan American did all kinds of improper things or ” American 
or Eastern or any other airlines, if it did not involve the area of 
competition and so on, it is something that it seems to me would not 
be within our jurisdiction. It would be more the Committee on 
Interstate and Foreign Commerce. 

The Cuarman. Yes; you would be correct. It is pretty hard to 
compartmentalize jurisdictions of various committees. I try as best 
I may to keep from infringing on another committee’s jurisdiction, 
‘but they lap over at times. 
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I want to say to Mr. Trippe, also, that I realize that you operate 
in South America where the conditions of operation that confront 
you are quite different from those conditions, for example, in this 
country. Things may be done which are not according to Hoyle in 
this country. 

Mr. Tripper. May I interrupt? I know nothing about this episode. 
I have never met the gentleman in question. But as I see it, the 
issue is purely one of whether a retainer to an aviation expert is 
proper in an attempt to bring about a reduced landing fees schedule 
that would be available to all lines. If one line gets an adjustment 
in landing fees, they are available to all carriers serving that coun- 
try—is such a retainer proper or not proper? 

I would not want to leave you, sir, with the impression that there 
is anything necessarily wrong in this retainer. I believe the record 
will be perfectly clear when we find out what it is all about. Here 
was an aviation expert who may have been retained by one of our 
people locally in charge for advice and help in bringing about an 
adjustment in landing fees that would in effect bring about a reduc- 
tion in subsidy, if successful. 

Mr. Stneman. With the chairman’s permission, I wish to proceed 
and read from this article in Fortune magazine of fe 1936, from 
page 159 of that issue, and ask, if you will, that you listen to it and 
comment upon its accuracy concerning your methods of operation in 
the past and at present: 


The fact is that back in 1927 Mr. Trippe discovered something about air opera- 
tions that few men have ever perceived. He discovered the difference between 
a route franchise and a mail contract. 

Let us suppose that he wishes to fly a route between the points A and B 
through intervening foreign countries. He at once sends out engineers and 
explorers. He sends out legal men and ex-State Department men, whom he 
employs because of their diplomatic training. 

He learns exactly what those particular governments will demand in case 
service is established across their borders. Then he proceeds to tie everything 
up in options and contracts—municipalities, railroads, steamship lines, hotels, 
governments, anything that will be required to operate a regular and efficient air 
service in that part of the world. 

He gets things fixed so that nobody but Pan American could possibly operate 
between A and B, or, if they tried, would operate at a fatal disadvantage. 

Mr. Trippe knows, of course, that in the present state of aviation it will be 
impossible to operate the A-B route at a profit without a United States mail 
contract—though there are exceptions to this general rule. If he cannot get a 
mail contract, he may not operate the route at all. 

If, on the other hand, nonoperation should involve the loss of valuable options 
and rights between points A and B, he might decide to fly the route without mail 
and at a loss. 

The point is neither here nor there, because two things always and inevitably 
happen. First, the advantages accruing to United States business of the A-B 
line are usually too obvious for the administration to ignore. 

Second, when the Post Office calls for bids, Mr. Trippe quietly bids the maxi- 
mum amount allowed by law ($2 a mile) and turns to some other proposition. 

The Post Office opens the bids, examines the applicants’ briefs, weighs their 
qualifications. A little inquiry would show that X company has failed to make 
adequate arrangements wtih the governments in question; that Y company 
could not get the cooperation of the steamship line for its radio service because 
that line was already tied up with another proposition (Mr. Trippe’s) ; that 
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Z company could not get a contract for carrying the return mail—a very impor- 
tant feature since the income from this goes to the Post Office. 

All this would happen if there were any competitors in the bidding. But with 
a few exceptitons Pan American has had no serious competitors for the very 
good reason that anyone who takes the bid seriously enough to make inquiries 
always finds that Mr. Trippe has been in the strawberry bed first. 

Mr. Kratine. Mr. Trippe must be quite a fellow. [Laugliter.] 

Mr. Stneman. I offer this excerpt for the record. 

Mr. Keating. I haven’t any objection. I think it is a terrific build- 
up of a man by the name of ones I wonder about offering in evi- 
dence newspaper or magazine articles as evidence. 

The Cuamman. We are not accepting it in the record. I am 
asking Mr. Trippe for his comment. 

Mr. Scorr. Just get it in the record accidentally. 

The CHarmman. Well, of course, Mr. Scott, there are other in- 
gee which were conducted when the other party was in power and 

can assure you that excerpts from magazine articles have frequently 
been placed in the record. 

Mr. Scorr. I recognize the political character of the investigation, 
Mr. Chairman. 

The CHarman. Political character? Oh, that is unpardonable. 

Mr. Scorr. I thought that is what the chairman had said. 

The Cuarrman. I said I recognized when your party was in power, 
and you conducted inquiries, or rather your side conducted inquiries, 
there were occasions when excerpts from magazine articles were placed 
in the record also. 

Mr. Scorr. I thought the chairman was stating the political char- 
acter. I merely wanted to be in agreement with him because I thought 
it was that. 

- The aEAaRROA Do you care to comment on that article, Mr. 
rippe? 

r. Trrere. Mr. Chairman, I know not who wrote it. It is a wild 

and woolly statement from my point of view. Obviously, ridiculous. 

Mr. Stneman. I would like to read also a brief extract from a Sen- 
ate document, Senate Document No. 70, 72d Congress, 1st session. 
There is a table in that Senate document on pages 1254 through 1256, 
summarizing the then existing foreign airmail routes of the United 
States and the bids placed thereon. 

Mr. Trrere. What was the date of that ? 

Mr. Stneman. The date was 1931, I believe, Mr. Trippe, which was 
shortly after Pan American started. 

Mr. Triere. About 4 peers later. We started in 1927. 

Mr. Keatine. When ! 

Mr. Tripper. 1927. 

Mr. Stneman. As an example of the bids that were placed in those 
days on foreign airmail routes, this is a bid on the Brownsville-Mexico 
City and San Salvador route. There were a number of bids placed. 

an American’s bid was $2 a mile which was the highest bid placed. 
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There is an explanation thereafter indicating that Pan American’s 
bid, though the highest one placed, was accepted by the Post Office 
Department, and the explanation given is the following. 

The CHarrRMAN. This is from the Senate document ? 

Mr. Stneman. Yes; from the Senate document. 

It having been known that Mexico places restrictions upon the operation of 
foreign corporations in that country, a provision was placed in the advertising 
of this route requiring that bidders show to the satisfaction of the Postmaster 
General that they could provide for meeting the requirements of the Mexican 
Government as to the transport of mail by air to Mexico. 

Upon inquiry of the Director of Posts of Mexico as to which of these bidders 
would be permitted to operate in Mexico, reply was received that any bidder 
would be acceptable that would have service performed by the Compania Mexi- 
cana de Aviacion. As the Pan American Airways (Inc.) was the only bidder 
that could arrange for service meeting the requirements of the Mexican Govern- 
ment and as its bid was not considered excessive such bid was accepted. 


(The table referred to is reproduced as subcommittee insert G, at 
», 2898 ff.) 

. Mr. Tries, was not Compania Mexicana de Aviacion then a 100 
percent subsidiary of Pan American? 

Mr. Triepe. It was, and that company held a Mexican franchise 
that could have been secured by any other Mexican company. Also 
the purchase of this Mexican company could have been arranged by 
any other American company interested in providing service to 
Mexico. 

Carriage by a national carrier was required under the laws of those 
countries. Similar situations existed in other parts of the world, 
Brazil, as another example. The answers to this line of questioning 


perhaps could be had nly if you would permit me to refer to one 


or two paragraphs of several Government documents indicating what 
the Government policy was from the time Pan American commenced 
service through the Coolidge, Hoover and Roosevelt administrations. 
I think that would serve to answer the ridiculous magazine article 
that you read. 

Any question that we bought hotels and did all of these things in 
order to—— 

The Cuatrman. Mr. Trippe, the last was a Senate document. 

Mr. Triere. The earlier one was a magazine article, as I under- 
stand. It, of course, is in no way related, in my opinion, to the facts 
of the case as they were at the time. This I think will explain and 
answer it. 

I am reading now from the examiners’ report in the North Atlantic 
Route case, of January 22, 1945. 

The Civil Aeronautics Board examiners stated on page 51 as fol- 
lows: 

In 1981 the Postmaster General advised domestic United States air carriers 
to stay out of the foreign field and Pan American to stay out of the domestic 
field. In 19387 the Post Office Department reaffirmed this policy by refusing 
to permit Braniff Airways to establish service to Mexico City. 

_The existence of the separation between international and domestic 
air carriers was further recognized by the Civil Aeronautics Board in 
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its opinion in the North Atlantic case approved July 5, 1945 (6 CAB 
319) where the Board stated on page 326 as follows: 


INTERNATIONAL OPERATIONS BY DOMESTIC CARRIERS 


Except for the extension of some domestic airlines into Canada and Mexico, 
there has been heretofore a separation between the sphere of operations of inter- 
national air carriers and domestic air carriers. This separation developed 
partly as a result of governmental policy and partly because international over- 
ocean travel had historically terminated at our shorelines. 

In the present case the Board is called upon to determine whether this pat- 
tern will be followed or whether domestic air carriers will be permitted to en- 
gage in international service. 

Now, Mr. Chairman, the point I make is: there can be no question 
of what was the policy of this Government in the Coolidge adminis- 
tration, in the Hoover administration and in, at least, the first 2 or 
3 terms of the Roosevelt administration. It contemplated a clear 
separation between domestic airlines and the carrier operating in the 
international field, the Pan American Airways System. Reference 
has been made to that in a number of reports. The matter was dealt 
with at length in Senate Commerce Committees and in the House 
Interstate and Foreign Commerce Committee. Not only did our 
company go out and seek to acquire the rights to operate in areas 
where we thought it would be of interest to have American-flag serv- 
ices authorized to operate, but we had a clear policy on the part of the 
Government encouraging our system. We needed help, and we were 
given help. Without doubt, if we had not been given help by our 

rovernment under these three administrations, the American-flag 
air system as it existed at Pearl Harbor would not have been in 
existence. What our system did in World War II is a matter of 
record. This worldwide system would not, in my opinion, have ex- 
isted had not this Government followed the policy that I have re- 
ferred to, throughout the years from the beginning of our operations 
in 1927 until 1944, the date I also referred to when the policy was 
changed. This brought about a review of the new policy by the 
House and Senate Commerce Committees concerned. 

Mr. Keating. That was about 1945 or 19462 

Mr. Trrere. That was about 1944 or 1945, sir. The changes that 
occurred were during and even after the war. The original policy 
continued for a period of 17 or 18 years through the Coolidge and 
Hoover administrations and the Roosevelt administrations, at least 
the first two, and I think the third Roosevelt administration as well. 

Mr. Keatrne. In the beginning of World War II, the Air Force, 
or the United States Army, took over your planes before they got 
their air transport services established. They were using your planes 
to take military personnel overseas, were they not ? 

Mr. Trrerz. We had contracts, both with the Navy and the Army 
at that time. Our trans-Atlantic and trans-Pacific services operated 
as an integral part of the Navy. We had in addition a number of 
contracts with the Army Air Force carrying supplies and personnel 
and delivering equipment to many parts of the world. 
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The point I make is that the civil airline as it then existed at 
Pearl Harbor in my opinion could not have been in existence had this 
policy of the Government to which I have referred not occurred. If 
that policy had not been carried out through those three administra- 
tions, in my opinion, we would have had no such system in operation 
and available for the national defense at the outbreak of the war. 

Mr. Keatine. That is right. My first shipment overseas was in 
Pan American’s plane, when I was in active Army duty. The Air 
Transport Service was hardly underway at that time. 

Mr. Trreee. That is correct. 

Mr. Kearrne. I don’t know if that contributed anything to the war 
effort but anyway they got me overseas. [ Laughter. ] 

The CuarrmMan. Proceed, Mr. Counsel. 

Mr. Stneman. Now, Mr. Trippe, in 1937, did not Pan American 
enter into an agreement with 

Mr. Tripre. A little louder, please. 

Mr. Stneman. In 1937 did not Pan American enter into an agree- 
ment with the Portuguese Government by which Pan American was 
guaranteed that for the succeeding 15 years, no other American indi- 
vidual or company would be permitted to operate regular air transpor- 
tation services between North America and Portugal ? 

Mr. Trippe. That is correct. Could I comment on that? 

Mr. Stneman. Yes. 

The CHamrMaAn. Yes; surely. 

Mr. Trirere. I should point out that at that time the Civil Aeronau- 
tics Act had not been enacted. Any American carrier wishing to oper- 
ate international services within the prescribed Government policies to 
which I have just referred was free to do so. Our foreign flag com- 
petitors, the French, for instance, had similar franchises and for sim- 
ilar periods of time. 

It was very difficult in those days to interest capital in supporting a 
company seeking to establish transoceanic air services. There were 
none in existence and the few ocean flights that had been made up to 
then largely had resulted in failure. 

This contract was concluded. It was, as I recall, identical in sub- 
stance to those that had been secured by foreign-flag carriers in the 
international field. The French company, Air France, Trans- 
Atlantic, held a similar permit from the Portuguese Government. 
The British service, then known as Imperial Airways, received similar 
rights to fly through the Azores. The moment the Civil Aeronautics 
Act was passed 

The Cuatrman. I want to explain that I hope you can make your 
answers as terse and brief as possible because if they are going to be 
as long as the one you are giving us now, we may have to call you back. 

I want to finish today, so try to make your answers brief, if you can. 

Mr. Trrerr. Mr. Chairman, the point I wish to make is that the 
exclusive right was voluntarily offered to be waived when the Civil 
Aeronautics Act came into effect in 1938. 

_ Mr. Sryeman. We are coming to that, Mr. Trippe. We will develop 
it step by step. 
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Mr. Trivers. Good. 

Mr. Stneman. On July 1, 1940, American Export Airlines was 
authorized by the CAB and by the President to operate a transatlantic 
service to Europe via Portuguese territory; was it not? 

Mr. Tripre. It was authorized to operate to Europe. By what route, 
I don’t recall. 

Mr. Stneman. Via Lisbon. Do you remember that? 

Mr. Trivers. I do not. I know they had a franchise. 

Mr. Srneman. But it is true that American Export Airlines was 
unable to carry out that authorization because of your exclusive con- 
tract; is that not so? 

Mr. Tripper. That would not be my recollection. They were not 
able to carry it out because the Government refused to appropriate 
funds to support that company’s operations, the mail compensation 
was refused by the United States Congress. 

Mr. Stneman. Do you recall that in 1939 you offered to waive your 
exclusive landing rights upon request of the CAB? That is what you 
referred to just a moment ago. 

Mr. Trippr. Yes; and also a similar contract in connection with our 
services to Nassau in the Bahamas. 

The Cuarrman. We are not talking about Nassau. You did offer 
to waive the privileges you had in Portugal. 

Mr. Triere. That is right. 

Mr. Stneman. And in 1945, Pan American did waive the exclusive 
landing rights on that contract some 7 years before the normal ex- 
piration date; is that not true? 

Mr. Trivers. Then or earlier. I am not sure of the date. 

Mr. Stneman. We have a letter here from you to the Chairman of 
the CAB in which you waive your Portuguese landing rights, and it 
is dated April 18, 1945. 

Mr. Tripre. That is the correct date, then. 

Mr. Stneman. Excuse me. I am sorry. May 18, 1945; the letter is 
addressed to Mr. Pogue, who was then Chairman of the CAB. 

Now, immediately upon your waiver, the CAB certificated TWA 
for transatlantic travel via Lisbon, did it not? Do you recall? 

Mr. Triprr. The date I can’t give you. I know they received a 
certificate. 

Mr. Stneman. In fact, the date of the CAB order was June 1, 1945, 
which was about 2 weeks after your letter of waiver. 

In October 1942, during World War II, was Pan American asked 
by the United States Navy to waive its exclusive landing rights in 
Portugal for reasons of national defense ? 

Mr. Trrepe. Perhaps we were. I don’t know. 

Mr. Stneman. If you had been requested to do so, would it have 
come to your attention ? 

Mr. Trivre. Not necessarily. 

ate. Stneman. The CAB request, though, did come to your atten- 
tion ? 

Mr. Trips. You say it did. 

Mr. Srveman. It did. 
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Mr. Tripre. Then it did. I don’t recall it. 

Mr. Stneman. You do not recall? 

Mr. Tripre. I do not recall it. 

Mr. Stneman. Is it not correct that, in November of 1942, Vice 
President Bixby of your company refused to grant this request of 
the Navy Department ? 

Mr. Tripper. Again, not that I recall. I don’t know anything about 
the request you — of. 

Mr. Stroman. But at any rate, the contract with Portugal was not 
waived until 1945, when you wrote your letter to Mr. Welch Pogue, 
Chairman of the CAB; is that not correct ? 

Mr. Tripper. Yes. But we had offered to waive it much earlier, Mr. 
Counsel. The date I don’t recall. But I think the record should show 
the date we offered to waive it. 

Mr. Stneman. But you did not waive it at the request of the United 
States Navy Department in 1942 during the war? 

Mr. Trirre. I don’t know about that. Whether that was later than 
our offer to waive or earlier I do not know. 

Mr. Stneman. You offered to waive it in 1939; isn’t that correct? 

Mr. Tripre. I don’t know the date, Mr. Counsel. 

Mr. Stneman. Mr. Chairman, we have a letter dated February 9, 
1989, in which Mr. Trippe did offer to waive the contract. 

(The exclusivity clause in the Portuguese landing rights contract 
and the exchange of correspondence concerning waiver of that clause 
are reproduced as subcommittee insert H, at p. 2901 ff.) 

Mr. Tripper. That was before Pear] Harbor, Mr. Counsel. 

Mr. Stneman. Yes, sir. You offered to waive it before Pearl Har- 
bor. That is correct. 

Mr. Trrpre. That is correct. 

Mr. Srveman. But the request by the Navy Department came in 
October 1942, during the war, when they requested you to waive it for 
reasons of national defense. 

Mr. Trrere. I don’t know anything about that. As far as I know, 
we were on record as having offered to waive it at any time desired, 
in 1939. 

Mr. Stneman. Could you check on that, Mr. Trippe? 

Mr. Trrepre. Pardon me? 

Mr. Stneman. I say, could you check on this matter in your files 
to determine the accuracy of these statements ? 

Mr. Trrere. Well, don’t you have the copy of our offer to waive it? 

Mr. Stneman. Yes. 

Mr. Tripper. Isn’t that the letter you are reading from ? 

Mr. Stneman. I am talking about the Navy’s request, Mr. Trippe, 
in 1942, and your refusal to accede to the Navy’s request in November 
of 1942. 

Mr. Tripre. And my refusal ? 

Mr. Stneman. Pan American’s. I am sorry, Mr. Trippe. I meant 
Pan American’s. 

Mr. Tripre. As I say, I know nothing about it. We will be glad 
to check our files for any such request. 





2822 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


Mr. Stneman. Could you check on that, Mr. Trippe? 

Mr. Trrere. Yes; we would be glad to. 

Mr. Srneman. Thank you. (See subsequent correspondence, p. 
3100.) 

The Cuarrman. I want to state this, Mr. Trippe. It is very signi- 
ficant. We asked the Navy Department for the information concern- 
ing the alleged refusal of your Vice President Bixby, in November 
1942, to grant this request to the Navy Department concerning your 
exclusive landing rights and to permit the Navy to have you waive 
those rights. 

Mr. Triere. For what, Mr. Chairman? 

The Cuarrman. I beg your pardon ? 

Mr. Triere. Waive them for what purpose? We were operat- 
ing 

The CHatrman. So that the Navy Department could come in. 

Mr. Triere. We were operating 

The Cuarrman. We saw the documents, and it is very significant 
that the Navy Department has issued a ruling that those documents 
are classified. 

Now, I do not want to say anything further on the matter, but I 
say it is very significant. We saw the documents, and that is why 
we are asking these questions. 

Mr. Keatrne. If you saw them, and they are classified, and you 
are now telling what is in them, what classification is there to that? 

The Cuatrman. I did not say that. The Navy allowed us to use 
them in executive session. We may have to do that. But we cannot 
make them public. 

But it is very strange that the Navy Department should classify 
a letter of that sort. 

Mr. Trrere. Mr. Chairman, do you want us to make such a letter 
public? I donot think we should. 

The Cuarrman. I did not ask you to. 

Mr. Keratrna. I do not understand 

Mr. Tripre. I hope, Mr. Chairman, before we leave this question that 
you and the members of the committee will fully appreciate that we 
had agreed at least 2 or 3 years earlier to waive any such contract. I 
cannot understand how any such difficulty could have come up. We 
were operating the Atlantic services at that time, completely as a de- 
partment of the Navy, as an agent of the Navy, and not as a commercial 
service. And I can’t understand this episode at all. I never heard 
of it, frankly, until just this minute. 

Mr. Maerz. Mr. Chairman 

Mr. Keatine. What year did you waive that? 

Mr. Trirrr. In 1939 we offered to waive it on request, to the Civil 
Aeronautics Board. I think counsel just read from our letter. 

Is that not true, Mr. Counsel ? 

Mr. Stneman. That is correct, Mr. Trippe. You offered to waive it 
in 1939. You did in fact waive it in 1945, but you were requested in 
1942 in the interim to waive it, and refused. 

Mr. Prete. Who said that? 

Mr. Triprr. Who said that? I know nothing about any such 
episode. 

Mr. Maerz. Mr. Chairman, may I say this 
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Mr. Keating. Who said there is ? 

Mr. Scorr. It should not go in the record unless we know who 
requested it. 

Mr. Materz. Mr. Chairman, may I say this? 

There exists in the files of the Department of the Navy correspond- 
ence between a very high naval officer: 

Mr. Pirrte. You mean of flag rank? 

The CuarrMan. Just a minute, please. Let counsel talk. You can 
reply. 

Mr. Maerz. Between a very high naval officer and Vice President 
Bixby in respect to a Navy Department request to Pan American that 
Pan American waive its landing rights. 

That correspondence, Mr. Chairman, indicates that Pan American 
refused to waive its exclusive landing rights. We have been per- 
mitted by the Defense Department to make reference in the course 
of these public hearings to the matters which counsel have just dis- 
cussed, but not to discuss matters beyond that. 

Mr. Scorr. Mr. Chairman, may I ask this question? How could 
the witness possibly answer a generalized statement by counsel with- 
out knowing the document—what it is, what is the date of the docu- 
ment 

The Coarrman. Here is the date—— 

Mr. Scorr. Between what persons it took place and any other rele- 
vant date which would enable him to consult his own files and answer 
“Yes” or “No? 

The Cuarrman. The gentleman concerning whom this reference is 
made is Vice President Bixby, and the request was made in November 
1942 by the Department of the Navy. 

Mr. Keating. Counsel and the hate jointly have now put in the 
record everything that was supposed to be marked confidential. 

Mr. Maerz. No, sir, Mr. Keating; no, sir. 

Mr. Keating. So I think we ought to call these Navy people if 
there is any conflict between their testimony and that of Mr. Trippe 
as to whether there was a refusal in that year, if that is of any sig- 
nificance, and get it out in the open here. 

We are not going to have half of it told or a report by counsel or 
someone else about what is in a confidential document. As long as 
it has been made public, let us get the document in. 

The CHarrman. It has not been made public. 

Mr. Keatine. You have given all the details of it? 

Mr. Marerz. No; we have not. 

The CuHarrman. Let us let counsel state the exact arrangement 
we have with the counsel of the Navy. 

Go ahead, Mr. Maletz. 

Mr. Maerz. The Defense Department indicated to counsel that it 
would have no objections to general questions to the extent that you 
have been asked questions this morning, Mr. Trippe, with respect to 
this exchange of correspondence between a high naval officer and 
Vice President Bixby of your organization. 

Beyond that, counsel is not free to comment. 

Mr. Scorr. May I state the obvious unfairness of quoting the name 
of the officer of Pan American without giving us the name of the 
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officer of the armed services, so that the witness can identify the 
letter and be prepared to comment, and also so that we can call the 
officer of the armed services and ask him if he ever wrote such a letter. 

Mr. Maerz. The officer in the Department of the Navy was Admiral 
Horne. I think at that time he was Vice Chief of Naval Operations. 

Mr. Pierre. And your letter says that Admiral Horne made the re- 
quest of Pan American? Is that the substance of it? 

Mr. Maerz. Counsel has examined the exchange of correspondence 
between Admiral Horne and Mr. Bixby. 

Mr. Trivre. Mr. Chairman, before we leave this matter, could we 
not ask counsel to—— 

Mr. Maerz. Is there anybody else in your organization, Mr. Trippe, 
who is with you now who might be familiar with this matter / 

Mr. Trivre. I know nothing about it. 

Mr. Maerz. Is Mr. Bixby ? 

Mr. Trivpr. Mr. Bixby retired, of course, as a company officer over 
a year ago. 

But let me say, I think counsel should read the paragraph of 
the letter to which he has referred dated 1939 in which we offered 
to waive it. 

The Cuarrman. We have read that. We agreed that you offered to 
waive it, and this is another matter. 

Mr. Treepr. How. can that be, Mr. Chairman? If we agreed to 
waive it to the Government, how can there be any issue? I think the 
committee should have that language. 

The Cuarrman. We asked you and you do not seem to know. You 
say you don’t remember, and you don’t know. 

Mr. Trivre. I do know that, in 1939, we offered to waive it on request 
of the CAB, an agency of our Government. 

The CHarman. We are asking whether or not it is true that you 
refused to waive it in 1942. You say you don’t know. 

Mr. Tripre. That is 3 years later, Mr. Chairman. 

The CuatrmMan. Well, suppose it is. Did you or did you not refuse 
to waive it then, 3 years later ? 

Mr. Triere. Mr. Bixby was an operating officer of the company in 
the field. I know nothing of what he may or may not have said 
in reference to the Portugese franchise. 

The Cuarrman. As I say, you do not know. Why don’t you say 
you don’t know ? 

Mr. Trirre. I did say, sir. 

The CuatrMan. Sothat isthe answer. You don’t know. 

Mr. Trierr. But, Mr. Chairman, would you not be interested in 
having just the paragraph inserted, to confirm the fact that our com- 
pany did agree to waive it on request of our Government, in 1939, or 
anytime thereafter ? 

The Cuarrman. We did read that. That is in the record already. 

Mr. Trieve. Itis? LIamsorry. I did not know that. 

The CuHarrMan. Go on to your next question. 

Mr. McCutiocu. Now, Mr. Chairman, I would like to ask a couple 
of questions right at this point. 
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In 1942 or any time from Pearl Harbor until 1945, did your 
company or any other transoceanic airlines operate as an individual 
corporation to the Azores or to Lisbon ¢ 

Mr. Triere. No, sir. We were operating entirely as an agent of 
the Navy. We were not operating a commercial service. 

Mr. McCuttocn. And planes of various airlines were operated 
by the Navy in that service? 

Mr. Trrpre. There were no commercial operations running in trans- 
atlantic service during the war. 

Mr. McCutxiocu. And they did not begin until sometime in 1945 
or soon thereafter ? 

Mr. Trreee. That is correct, sir. 

Mr. Scorr. May I ask a question, Mr. Chairman? 

The CHatrMAN. Yes, sir. 

Mr. Scorr. If you were operating as an agent of the Navy and had 
therefore turned over to the Navy the right to make decisions, I as- 
sume, as to the method of operation, how could you have refused any 
landing rights requested by the Navy if the Navy was the actual oper- 
ator of your line? I do not see that. 

Mr. Tripper. Sir, the franchise had nothing to do with Navy landing 
rights. It granted rights to engage in commercial service. 

Mr. Scorr. But I say—— 

Mr. Trrerr. And there were no commercial services during the war 
years. 

Mr. Scorr. That is what I am getting at. 

Mr. McCuttocn. That was the point I was trying to make in asking 
the question, did you as an individual, private carrier, operate an 
airline with landing in either the Azores or in Lisbon from the time 
of Pearl Harbor until some time in 1945, when the letter went on record 
waiving your exclusive right to land in Portugal? 

Mr. Truppe. We were operating for acount of the Navy, the revenue 
from passengers we carried accrued directly to the Navy. Our con- 
tract with the Navy took us over lock, stock, and barrel on both the 
Atlantic and Pacific services during the period of the war. 

Mr. McCuriocn. And then to pursue it one question further, im- 
mediately after the end of the war, when you went back into individual 
private operation, you waived your exc slusive right ? 

Mr. Tripper. Definitely, sir. As far as I know, we agreed to waive 
them on request as far back as 1939. I know nothing of this matter. 
If a misunderstanding occurred on the part of Mr. Bixby, 1 am sure 
it was just because he personally did not know about our company 
policy. Iam sure, that I was definitely on record as president of the 
company, that we would waive them on request of our Government 
beginning i in 1939 after the Civil Aeronautics Act was enacted. 

The Cuarrman. All right. 

Mr. Maerz. Mr. Chairman. Mr. Pirie, may I ask you a question ? 

Mr. Pirie. Certainly. 

Mr. Materz. You participated in the proceedings before the CAB, 
docket. No. 3500, entitled “The National Airlines Dismemberment 
Case,” did you not ? 

Mr. Prrte. When you say “you,” do you mean Pan American or me 
personally ? 

Mr. Marerz. You, personally. 
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Mr. Pirte. It is my recollection that I testified in that case. I did 
not act as counsel. 

Mr. Maerz. Were you present at the hearings before the CAB in 
connection with this matter? 

Mr. Pirie. It is my recollection that I was present only at one ses- 
sion when I testified, a confidential session. 

Mr. Maerz. Are you familiar with the fact that in the course of 
those hearings a confidential exhibit was placed in evidence, entitled 
“Horne-Bixby Correspondence ?” 

Mr. Pram. No, I don’t recall that. 

Mr. Matrz. You never heard of the Horne-Bixby correspondence! 

Mr. Prete. I don’t recall it, no. That was not the subject on which 
I testified, I can assure you of that. 

Mr. Maerz. Let me ask you this: At any time did it come to your 
age a there was correspondence between Admiral Horne and 
Mr. Bix 

Mr. al If it did, I do not recall it. It is something you are 
talking about now that is 12 years ago or 14 years ago. I just don’t 
recall] whether I ever heard of | it or not. 


Mr. Materz. Did you regard this kind of correspondence as an 
everyda eocubvennnt 
r. Pre. I don’t know what the correspondence says or what it 
is about. I don’t recall. That is all I can tell you. 
Mr. Materz. All right. 
Mr. Stneman. Mr. Trippe, Pan American has developed airports 
and other facilities necessary to air transportation throughout Latin 


America; is that not correct ? 

Mr. Tripre. We have developed airports? 

Mr. Stneman. And other facilities necessary for air transportation. 

The Cuatrman. Throughout Latin America. 

Mr. Srneman. Throughout Latin America. 

Mr. Triprz. We have developed facilities in some countries, but 
most ground facilities have been provided by governments, national 
or local governments. We have not provided them where governments 
stepped up to their responsibilities and did so. Other airlines con- 
tributed as well. 

Mr. Stncman. Many of these installations were built by or with the 
aid of, or improved with the aid of, funds from the American Govern- 
ment; is that not so? 

Mr. Trrere. I am not in a position to discuss that. 

Mr. Stneman. All right. We will go into that later. 

Now, as other American airlines began to establish—excuse me, Mr. 
Trippe. 

Strike that. ; 

There was public testimony given before the CAB in which you 
were asked, I believe, that very same question. I have it right here. 
You were asked in the North Atlantic Route Transfer Case: 


On certain airports there were further improvements effected with assistance 
from the Government? 
And you answered : 


I could give you a little clearer picture that would be of assistance to you. 
Our policy has been that where any such assistance was provided, where United 
States Government assistance was provided, airports would be available to all 


carriers. 
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Do you recall that? I am quoting from pages 1459 and 1460 of your 
testimony in the North Atlantic Route Transfer case. 

Mr. Trivers. As I said yesterday, I am perfectly prepared to stand 
onthat testimony. I don’t recall the matter now, no. 

Mr. Sryeman. All right. With the chairman’s permission it will 
be inserted in the record. 

(The excerpt from testimony referred to is as follows:) 


Excerpts FroM THE Sworn TESTIMONY OF J. T. TRIPPE IN THE NORTH ATLANTIC 
Route TRANSFER Case, CAB Docket No. 3589 ET AL. 


[Tr. 1458] Q. Mr. Trippe, have you any knowledge of a policy pursued by 
Pan American Airways, of denying the facilities of airports of this character to 
competitors?—-A. Of which character, Mr. Landis? 

Q. Airports situated in Latin America which you own, operate, or control? 

Examiner WRENN. Do you have any specific example in mind, Mr. Landis? 

Mr. Lanpts. Yes, I do, Mr. Examiner. 

Examiner WRENN. Maybe it will facilitate the witness’ answer if you will point 
to a particular one. 

Mr. Lanpis. I am asking him as to whether or not it is a policy of Pan American 
Airways. 

Examiner WRENN. All right. 

[Tr. 1459] By Mr. Lanpis: 

Q. Generally to deny the facilities of these airports to your competitors. 

Examiner WRENN. That is the five airports he has been testifying about. 

Mr. LANp1Is. Airports in that category. 

Examiner WRENN. All right. Answer the question, Mr. Trippe. 

The Witness. Mr, Landis, these airports, where they have been built with 
capital furnished by Pan American stockholders, we have taken the position often 
that they should not be made available to our competitors. We have suggested 
on a number of occasions that if our competitors wish to put up equivalent 
capital to cover the cost of the airports, would wish to risk some of their own 
money along with the money of our own stockholders, that they would be made 
available, but we didn’t propose to carry all the risk and let some new competi- 
tor come in without any risk of investment of large sums of capital abroad; that 
is correct. 


By Mr. LAnpis: 

Q. Mr. Trippe, you said you had reference to these airports being constructed 
by capital provided by Pan American Airways. Was there any capital provided 
by the United States Government for the construction of these airports? 

Examiner WRENN. Read the question. 

(Question read.) 

The Witness. On certain airports, there were further improvements effected 
with assistance from the Government. 


By Mr. Lanpts: 


(Tr. 1460] Q. Mr. Trippe, are you familiar———-A. Perhaps, Mr. Landis, I could 
give you a little clearer picture that would be of assistance to you, with reference 
to my last answer, relating to your previous question. Our policy has been that 
where any such assistance was provided, the airport would be available to all 
carriers. 

Q. That is wherever United States Government capital was provided.—A. 
Wherever any assistance, with respect to any facilities, was provided. 


Mr. Stveman. Now, as other American airlines began to establish 
operations in Latin America, did you make available to them at rea- 
sonable fees such of your facilities as were necessary to their opera- 
tions ¢ 

Mr. Trrere. That is a broad question, Mr. Counsel. If you could 
specify any particular airport, perhaps I could more easily comment 
on it. 
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Mr. Srveman. All right, Mr. Trippe. We will go on to specific 
cases. 

In the spring of 1946, was it Pan American’s practice in manage- 
ment operations at Bowen Field, Port-au-Prince, Haiti, to refuse to 
service any commercial aircraft unless the airport was specifically 
instructed to do so by the headquarters of Pan American’s Latin 
American division in Miami? 

Mr. Triepe. To service aircraft? 

Mr. Stneman. That is right. 

Mr. Trrere. What do you mean by “service aircraft”? To do main- 
tenance work on them ? 

Mr. Srneman. No; to permit them to land; to permit them to use 
your facilities, your terminal facilities, and to refuel, to discharge 
and take on passengers, all at reasonable fees. 

Mr. Tripper. I believe the fees in general were fixed by the local 
government. 

The CuHarrMan. Did you at any time refuse to service any commer- 
cial aircraft unless the airport in question was specifically instructed 
to do so by your headquarters in Miami? Was that your practice, 
if you know? 

r. Trrepe. Mr. Chairman, any aircraft coming through an area 
would have to notify airports in advance of their coming. Probably 
any such notification was made at Miami. 

The Cuarrman. But you have not answered. Would it have to be 
cleared at that time through your office at Miami? That is the 
question. 

Mr. Trrere. It would have to be cleared somewhere. Where, I don’t 
know, Mr. Chairman. 

The Cuamman. Then your answer is that you do not know? 

Mr. Trrepe. That is correct. 

Mr. Stneman. I direct your attention to a report to the State De- 
partment from the American Embassy at Port-au-Prince which was 
declassified at this subcommittee’s request, dated August 2, 1946. 

With the chairman’s permission, I would like to read a portion of 
that report: 

“The interim government of Haiti”—by the way, this report is en- 
ee “Quarterly Report on Civil Aviation Activities: April, May, 
une 

Mr. Trrere. Of what year, Mr. Singman ? 

Mr. Stneman. 1946. 


The interim government of Haiti, the Military Executive Committee, on May 6, 
1946, officially demanded that Pan American World Airways System make avail- 
able its facilities at Bowen Field to all planes duly authorized to land by the 
Haitian Government. This action, it will be recalled, was precipitated by Pan 
American’s refusal to service commercial aircraft landing at Bowen Field, Port-au- 
Prince, unless specifically instructed to do so by the home office in Miami. 

Would this policy have applied to aircraft duly authorized by the 
CAB or the Haitian Government to land in Haiti as well as to other 
aircraft ? 

Mr. Tripper. I couldn’t answer that. 

Mr. Stneman. I should like to read the balance of that first para- 
graph, Mr. Chairman, if I may. 

e CHAIRMAN. Yes. 
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Mr. Stneman. I am still quoting from this same report, the first 
paragraph; 

Extensive bitter newspaper comment branded Pan American's action as “monop- 
olistic” and charged the company with repeatedly violating its contract with the 
Government and contemptuously ignoring Haitian sovereignty. Following the 
governmental intervention in May, Pan American has pursued a more conciliatory 
policy and has complied with the Military Executive Committee’s order. The 
company expects to renegotiate the existing contract as soon as the new Haitian 
Government is constituted. 

I offer this in evidence, Mr. Chairman. 

The Cuarrman. It will be accepted. 

(The report above referred to is reproduced as subcommittee insert 
I, at p. 2904.) 

Mr. StNeman. Wasn't there also an incident involving the denial 
of airport facilities at Ciudad Trujillo in 1946, sir? Do you recall 
that, Mr. Trippe? 

Mr. Trrere. I don’t, no, sir. 

Mr. Srneman. Do you recall that in that year Pan American em- 
ployees refused to light up that field for an approaching plane? Was 
that ever called to your attention, Mr. Trippe ‘ 

Mr. Triere. I recall that some such charge was made, but it was my 
recollection that it was exploded and found to be false, that the plane 
in question had not notified the appropriate office in advance that it 
was coming. 

Mr. Stneman. Mr. Chairman, I would like to read, with your per- 
mission, State Department Dispatch No. 143, addressed to the 
Secretary of State from the American Embassy at Ciudad Trujillo, 


Dominican Republic, dated October 29, 1946, which report has been 
declassified at the request of the subcommittee : 


AMERICAN EMBASSY, 
Ciudad Trujillo, R. D., October 29, 1946. 


Subject: Refusal of Pan American World Airways to reply to radio of Union 
Southern Airlines plane coming to General Andrews Airport, Ciudad Trujillo. 


The honorable the SECRETARY OF STATE, 
Washington. 

Sir: I have the honor to refer to the Embassy’s restricted telegram No. 329, 
October 10, 2 p. m., concerning the aviation situation in general as reported by Lt. 
Col. Orin H. Rigley and the refusal of the Pan American World Airways tower to 
reply to the radio of the incoming Union Southern Airlines plane on the night of 
September 28, 1946, after having been notified of the expected arrival of the plane. 

The agent of the Union Southern Airlines, Mr. Ramon Figueroa, claims he 
notified the Pan American office that the Union Southern plane would arrive at 
9:30 p. m., September 28. He further states that the lights of the field were 
turned off when the plane arrived and that the control tower of Pan American 
refused to answer the radio call of the incoming plane. According to the state- 
ment made by the Union Southern agent, he was informed that the lack of coop- 
eration was caused by an order given by Mr. Rudolph Lund, Pan American man- 
ager in Ciudad Trujillo, who said that Pan American would not furnish lights 
unless previous arrangements had been made with the Pan American office in 
Miami, Fla. 

In a statement published in the local newspaper, La Opinion, of October 2, 1946, 
Mr. Lund claimed that the lights were not turned off. In this statement he is 
contradicted by Sr. Jose Maria Bonetti Burgos, Secretary of Interior and Police, 
in his report to President Trujillo which the reporting officer has been allowed 
to see. Sr. Bonetti Burgos passed the office of the General Andrews Airport at 
9:30 p. m. and states in his report that at that time the lights were out. Captain 
Garrett and Copilot Grant, of the Union Southern plane, who were in charge of 
the plane on the night of September 28, said they came in at 1,000 feet and could 
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see nothing. They flew around for a short time and then returned to Port-au- 
Prince, Haiti. While at Port-au-Prince, they were called from the Pan American 
tower in Ciudad Trujillo and asked to return. The plane returned to Ciudad 
Trujillo at approximately 3 a. m., discharged its passengers, and took off at 4 
a. m. for Miami, Fla. Among the passengers for Miami was Father Joseph 
Lynch, Society of Jesus, seismologist from Fordham University, who was in 
Santo Domingo as a guest of the Dominican Government, and who pcssibly was 
the cause of the call from the Pan American tower to Port-au-Prince asking the 
Union Southern plane to return to Ciudad Trujillo. 

In answer to a letter sent to him by the Embassy, Father Lynch replied that the 
lights in the airport were definitely turned off, and it was only at his insistence 
that if the tower in Port-au-Prince were not called and ordered to send the plane 
back to Ciudad Trujillo, that Father Lynch would call the Dominican Govern- 
ment and report the refusal, that the call to Port-au-Prince was made. Father 
Lynch took this action after he had been informed by a Pan American employee 
that Mr. Lund had given orders not to call the radio tower in Port-au-Prince. 

The action of Pan American in this instance is considered outrageous by the 
Secretary of State for Interior and Police, as stated in his report to President 
Trujillo. At the present time Pan American and the Dominican Government are 
discussing changes in the existing contract between them, The Dominican Gov- 
ernment is endeavoring to declare a part of the General Andrews Airport a 
municipal airport, where all planes may land for a fixed fee. 

This is not the first time Pan American has been censured for its handling of 
visiting planes in the Dominican Republic. A plane of the British West Indies 
Co. was delayed 6 hours at the General Andrews Field waiting for gasoline, which 
only Pan American can furnish, but they did uot do so until ordered to furnish 
it by the Dominican authorities. 

The writer is of the opinion that the radio tower and the lighting of the 
airports of the different countries in the Caribbean area should be government- 
controlled. Aviation has become such a fixed feature in modern life that the 
beacon on an airfield should have the same relative importance as a lighthouse 
at a seaport. 

Respectfully yours, 
Rosert J. MCARDLE, 
Senior Economic Analyst 
(For the Ambassador). 


Mr. Stneman. Now, I will also offer for the record, Mr. Chair- 
man 

Mr. Trippr. Mr. Counsel, may I say a word here? 

The Cuarrman. Go right ahead. 

Mr. Trrerr. When we started service in the Caribbean, necessarily 
some airports had to be built by our company. We are not in business, 
as a private operator, of running open airports for all who would fly 
through the area, particularly in such instances when they do not 
provide adequate notice of their arrival or when they schedule an ar- 
rival when local personnel are off duty. 

We are not in the business of stocking fuel and selling it to other 
carriers, some “fly-by-nights,” some in scheduled service that are our 
competitors, and some that haven’t paid their past due bills for fuel. 
In instances where airports have been provided by us, we have sought, 
as far as possible, to turn these over to municipal authorities that 
would operate and maintain them as public facilities. 

You will appreciate, running as we did, perhaps on a once a day 
schedule through the Caribbean, we cannot be expected to maintain 
an organization on hand in the middle of the night to open up our 
facilities for anyone that might wish to come along at any time, re- 
gardless of whether they were prepared to pay a landing fee or not. 
We were not in that business. e were in the transportation busi- 
ness, not in the airport business. 
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The public airport business is one for the Federal or municipal au- 
thorities. It was our policy to try to turn over such facilities as we 
had to put up initially, when local governments were unable to do 
so, to such local governments; to turn these responsibilities over to 
them, in line with the practice here in the United States. 

I know of no private airports for airline transport here in the United 
States. 

Mr. Srnoman. Mr. Chairman, I should also like to offer for the 
record the complete sworn testimony of Father J. Joseph Lynch, S. J., 
seismologist at Fordham University as well as the testimony of Mr. 
Rudolph M. Lund, a Pan-American employee which was given in 
executive session before the Civil Aeronautics Board on this matter 
and which was declassified by the State Department and the CAB at 
our request. 

The Cxarrman. Accepted. 

(This testimony is reproduced as subcommittee insert J, at p. 
2905 ff.) 

Mr. Scorr. Mr. Chairman, may I ask a question there ? 

Mr. Trippe, is it a fact that if you had been approached by some 
other airline and asked to enter into a contract to permit the use of 
the field for the turning on of the landing lights at certain indicated 
intervals, and to arrange for the cost of someone to be available to do 
that, that that would be a matter of negotiation? And I would 
assume it probably occurred in some of your transactions. Wouldn’t 
that be the normal procedure with your company ? 

Mr. Tripre. That is correct, sir. I could illustrate the point you 
bring up by referring to the airport at Havana. There we provided 
an alrport many years ago at our own company cost. When other 
carriers sought to use it, we said, “Let’s organize a common company 
to own and operate this airport; let’s all own this airport together.” 

We were not able to persuade our competitors to share in the cost of 
that airport; and it is only in recent years that we have been able 
to persuade others—I am not sure whether it is the municipality or a 
private group of citizens in Cuba—to take over that facility and run 
it as a common facility for all the airlines, 

On many occasions, we tried to get other interested airlines to 
participate in the capital costs of owning and operating these facilities. 
We do not consider, as an individual airline, that it is our responsibil- 
ity or our business to operate them. They should be operated by a 
commonly owned service company or by the municipality or the Fed- 
eral Government. Particularly is this true in those areas where we 
provide service on only a very infrequent schedule or where we would 
be required to keep an organization intact and operating on a 24-hour 
basis. 

Mr. Scorr. Mr. Trippe, was the carrier in question here a regularly 
scheduled airline with which you had any contract negotiations, or 
was this a random flight without notice to your company of a desire to 
use the airport ? 

Mr. Trrere. [ never heard of this carrier before. 

The CHarrman. It was an American carrier. 

Mr. Trrere. I never heard of such a carrier. I never knew such a 
company existed. 

Mr. Keattne. What is the name of the carrier? 

Mr. Stneman. Union Southern Airlines. 
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Mr. Tripper. Pardon me, Mr. Counsel ? 

Mr. StNeman. Union Southern Airlines. 

Mr. Tripper. I had never heard of it until now. 

Mr. McCuttocn. Mr. Chairman, did the CAB make any final 
report or come to any final conclusion or render a decision in this case? 

Mr. Stneman. Not with respect to this specific occurrence, so far as I 
know, Mr. McCulloch. 

Mr. McCutiocn. We are just left hanging in the air on this thing, 
then. 

Mr. Stneman. Mr. Chairman, Mr. Trippe, reference has already 
been made to the refusal by Pan American to accede to a Navy Depart- 
ment request made in the interests of national defense during World 
War IT. 

Now, is it not also true that in 1942, when there was an emergency 
demand by the United States Government for air travel space for 
passengers on military and other defense missions, Pan American 
took steps to hide planes and flight crews to prevent their being used 
to alleviate the shortage ? 

Mr. Trivpe. What year are you referring to? 

Mr. Stneman. 1942, sir. 

Mr. Trirre. To hide airplanes? 

Mr. Stneman. Yes, sir. [ Laughter. | 

Mr. Tripre. Not that I ever heard of; no, Mr. Counsel. 

Mr. Stneman. In May of 1942, is it not correct that Mr. Erwin 
Balluder, vice president of Pan American, wrote to the acting oper- 
ations head of Pan American at Brownsville, Tex., saying, and I quote 
from that letter: 

T am laying low and at this time am offering no alternatives by which we can 
continue any number of second sections, for as soon as it is found out that we 
have any pilot flight crews over and above those needed for a 1-day service 
between Brownsville and Port of Spain, they will be taken away from us to 
meet greater emergencies elsewhere. The extra ship should be utilized for 
intensive pilot training and standby purposes. 

Do you recall that? I am reading from a personal letter dated 
May 13, 1942, from Mr. Balluder to Mr. F. I. Jacobs, acting operations 
manager, Pan American Airways, Inc., Brownsville. 

Mr. Triere, No; I don’t recall any such thing. 

Mr. Stneman. Isn’t it also truae—— 

Mr. Tripp. 1942 was, of course, after Pearl Harbor. We had the 
responsibility of meeting many very acute and tight transport situa- 
tions in Latin America including the east coast, the Central Amer- 
ica area, and a number of others. The services there were not mili- 
tarized as were our services across the Atlantic and across the Pacific. 
We were seeking to meet, as best we could, the requirements of the 
different agencies of the Government who were pressing us for service. 

We had the problem of meeting suggestions of the Air Force, the 
Defense Plants Corporation, the Navy, the State Department, as well 
as all local governments. We were in a quandry with a limited amount 
of equipment and attempting to allocate it as best we could and in 
addition carry on with necessary flight-training schedules. 

I knew nothing of this particular letter, however. 

Mr. Stneman. Are you familiar with a later memorandum to the 
manager of Compania Mexicana d’Aviacion, from Mr. Balluder, dated 
May 18, 1942, on a similar subject ? 
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Mr. Trrerr. No; I am not. 

Mr. Stneman. With the chairman’s permission, I would like to 
read from that. 

Our western division department heads have been pressing me hard for the 
establishment of additional services in order to offset the ill effects of the cur- 
tailment of regular services from Brownsville to the Canal Zone. But, of course, 
they do not realize if it became known immediately that we still had some reserve 
in men and equipment, that surplus would also be taken away from us. 

My plan was to keep quiet for a short while and then slowly try to build up 
again what so suddenly was torn down. 

Mr. Triere. Mr. Chairman, as I see it, this individual official re- 
ferred to, had responsibility for that area. He was trying to do the 
best he could for his particular area, to keep such minimum service 
going there as the Defense and State Department people thought 
proper. I know nothing of this letter. I do know we were pressured 
to provide additional service in all areas of Latin America with the 
limited equipment at our disposal during the war years. 

Mr. Stneman. Mr. Chairman, may I include this and similar re- 
lated documents in the record ? 

The Cuarrman. They will be accepted for the record. 

(The documents referred to are reproduced as subcommittee insert 
K, at p. 2933.) 

(See PAA exhibit 3, p. 3043, infra.) 

Mr. Stneman. Are you familiar, Mr. Trippe, with a report by 
Jefferson Caffery, our Ambassador to Brazil in 1942, to the Secretary 
of State concerning Pan American’s activities in South America? 

I am referring to the report that has been called the Hardin re- 
port. 

Mr. Trreve. I have heard of it. It was a letter or something—— 

Mr. Stneman. It was a letter——- 

Mr. Trrere. From General Hardin? 

Mr. Stneman. Yes. 

Mr. Triere. I have heard of it, yes. 

Mr. Stneman. Well, that report was the result of a study made for 
Ambassador Jefferson Caffery, by Brig. Gen. Thomas O. Hardin, 
technical consultant, is that not correct, sir? 

Mr. Trrrre. I don’t know what his position was. General Hardin, 
I believe, had been an employee of our competitor—TWA ,; and I think 
he had been loaned for an interim period to the Government for this 
purpose. He later rejoined that organization, I think, serving with 
their affiliate, TAC A, in Central America. 

Mr. Keatine. Isn’t he the fellow who was out in the China-Burma- 
India theater, formerly with TWA? 

Mr. Trrere. Yes. 

Mr. Keating. And he left TWA for a little while and was com- 
missioned a brigadier general in the Army ? 

Mr. Tripre. That is my recollection. 

Mr. Keatrne. And then he rejoined TWA afterward ? 

Mr. Trrere. That is my recollection. 

Mr. Keratrne. I see. 

Mr. Trieree. He rejoined the TWA organization in the TACA Com- 
tT they had taken an interest in. TACA operated in Latin 

merica. 
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The Cuairman. But isn’t this same General Hardin now employed 
by your company ? 

Mr. Trrrre. He is, sir. He joined our company to undertake a 
special defense project some months ago. 

Mr. Stneman. Now, Mr. Chairman, with your permission I should 
like to read from this report: 


It goes without saying, of course, that the studies have developed the very 
important point that the Pan American Airways System hold a virtual monop- 
oly of air transportation generally in these countries. A study also revealed 
that Pan American has not always acquitted itself with credit as unofficial 
representatives of the United States in the aeronautical field. In fact, as far 
back as 1935, if I recall correctly, the Postmaster General of the United States 
rendered a most scathing report to the President concerning Pan American's 
operations in Latin America. Other reports of a like nature but considerably 
more detailed as. to technical facts, as well as policy, have been rendered from 
time to time by representatives of other Government agencies. These state- 
ments are made purely as a background for the ones which follow. 

In my studies and in the review of studies of others covering Pan American 
throughout the Latin Americas I have been astounded by their failure to 
keep abreast of the technical development of air transportation using the 
standards of operation as practiced by the domestic airlines of the United 
States as a basis. 

While it is recognized that there are some differences in operating require- 
ments in the United States and the Latin American countries, it is also a fact 
that many advanced operating practices long established on the domestic services 
would be of even greater value in South America. However, the net result of 
the Pan American operating policy, generally speaking, insofar as the Latin 
American countries are concerned, has been such as to make and keep its opera- 
tion unnecessarily obsolete and inefficient both as to equipment and operating 
practices, and as a result the service is and has for several years past been 
inadequate to anywhere near meet traffic requirements and in consequence has re- 
tarded rather than advanced modern air transportation in the countries concerned. 

No where in all the Latin American countries is this fact more clearly exempli- 
fied and emphasized than here in Brazil where Panair do Brasil represents in 
principle the air-transport effort. Panair do Brasil is the dumping ground for 
obsolete equipment of the Panair system. While the company is small in point 
of miles of operation per year, it is so by reason of its equipment. This wholly 
owned Pan American subsidiary at present operates 5 or 6 different types of 
airplanes, its operations are confined almost solely to daylight contact flight. 

Its service is wholly inadequate to meet traffic demands and their rates are 
high for the type of service rendered. 

Pan American has not only steadfastly refused to modernize their operation 
in Brazil from the standpoint of technical advancement, but have discouraged 
such development by others. At lunch on April 6, I asked Mr. Frank Powers, 
senior representative of Panair in Brazil, why Pan American do Brasil would 
not operate a daily service from Rio over the cutoff to Belem in order to relieve 
the highly congested traffic situation between these two points. His prompt re- 
ply was that they didn’t dare because it might affect adversely the international 
service now or after the war. This is a typical Pan American position in such 
matters evidencing no concern whatsoever or apparent interest in the public 
interest when by any stretch of the imagination it might be interpreted as being 
eontrary to their own. 

In my discussions with officials and others, I found universal adverse criticism 
of Pan American nowhere more severe than in Brazil. 

The fact that Pan American’s service is inefficient, inadequate, and expensive 
is bad enough in itself, but when we add to these factors interference with 
the United States policy and program in the de-Germanization of Condor and 
the possible assistance to NAB, I feel that the situation has reached a point 
where definite steps might well be taken to protect the national interests against 
such activities. While I do not know how effective Pan American can be in 
New York, Washington, or Rio, combating a successful conclusion of the Condor 
requirements, I am convinced beyond any question of doubt that every effort will 
be made by them to embarrass those charged with the responsibility of con- 





= OO 


t 
s 
if 
n 
i- 
g 
n 
1, 
i- 
n 
r 
it 
y 
rf 
E. 
‘e 


Rate Fonrvake 


— 
_ 


MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2835 


cluding the negotiations and the arrangements affecting the Condor effort, 
particularly if modern American equipment and technical personnel is to be 
Tt coiled likewise to any assistance which might be extended to NAB. 

Mr. Katrina. Is General Hardin still working for you? 

Mr. Trrere. That is right. 

Mr. Chairman, may I comment on that letter ¢ 

The Cuarrman. Certainly. ' 

Mr. Tripre. I believe General Hardin is technically a well qualified 
officer as a result of the great amount of +k he has gained in 
recent years. After retiring from TWA, 7 or 8 years ago, he has 
served actively in the Air Force and now holds the rank, I believe, 
of permanent major general. 

But 14 years ago, in 1942, Mr. Chairman, as I pointed out, he had 
left the services of our competitor and he rejoined them later. __ 

I do not, however, maintain that this is necessarily the motivation 
for the type of prejudiced report that has just been read here. I do 
say, however, that the report illustrates the complete lack of knowl- 
edge of what was the real situation confronting Pan American Air- 
ways in Latin Amerca at that time and for the 4 years preceding 
the war. 

His background had been entirely in the domestic field until he was 
employed, I understand to go down and look over the Latin American 
picture a year or so before. 

The committee should also be interested in knowing the facts that 
apparently he knew nothing about or he would never have written 
such a letter. 

Gentlemen, you know that in 1934 we had a new domestic airmail 
law enacted by the Congress. That act provided continuity there- 
after for the airlines awarded the new domestic contracts after can- 
cellation of the contracts by Postmaster General Farley early that 

ear. 
. On the other hand, in the international field, the only mail contracts 
available to support American flag services were the 10-year mail 
contracts authorized and set up under the so-called Foreign Airmail 
Act of 1928. 

Our services in Brazil were carried on under such a contract, the 
date of which was 1928 or 1929. The contracts expired in the course 
of 10 years. Also there was no provision in the contracts whereby 
the company that held them had any assurance of continuity or con- 
tract renewal. 

If they had been put up for rebidding and another carrier had 
come in and underbid us by as little as a thousandth of 1 cent per 
plane mile, the other carrier would probably have had the contract. 
Our contracts were dated in 1927-28. Some, I think were as late as 
early 1929. They all were expiring in 1937 or 1938 or 1939. Obvi- 
ously no privately owned company could afford to order modern- 
flight equipment with its franchise and right to operate about to run 
out in 2 or 3 years. 

This was a defect in the form of airmail legislation in the inter- 
national field, to develop and support American-flag operations. 

This situation was brought to the attention of the appropriate 
committees of the Congress. I believe it brought about the appoint- 
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ment by the President of a Federal Aviation Commission, whose 
duties it was to look into the matter and determine how this great 
problem could best be solved. That committee was appointed ; recom- 
mendations were made for legislation along the lines of the Civil Aero- 
nautics Act. It was to provide some continuity for the private Amer- 
ican-flag airlines in the domestic field, as well as the international field, 
and also provide a basis for credit for the carriers to permit them to 
go out and buy equipment and provide operating funds. 

We had hoped that this new law would be enacted in 1937. There 
were hearings and discussions, I think some as far back as 1936. But 
we knew not whether the new law would be enacted before our old 
10-year mail contracts terminated. 

We did know the Postmaster General, and officials in the Post Office 
Department concerned, were preparing advertisements for our routes. 
Under the law, if Congress had not provided the Civil Aeronautics 
Act in 1938, these advertisements would have been released. We 
would have been one of many bidders in our efforts to renew our 
contracts. 

Under those conditions, how could Pan American or any other 
company in our position at the time have secured capital; had we had 
sufficient capital, how could a board of directors have permitted a 
company to go out and order a lot of expensive equipment that might 
soon have been on the beach with no place to operate and at best 
available to competitors, who might have replaced us, to bid in at a 
bargain ? 

These matters all came to the attention of the congressional com- 
mittees concerned. Of course, we were glad when the act was finally 
enacted. I may say that we heard later that the advertisements had 
already been printed up in the Post Office Department on the date 
the act was finally approved and signed by the President. 

The advertisements did not appear for Congress had just author- 
ized the services we had in operation in Latin America in 1938 to be 
continued under the grandfather clause of the new law. 

As soon as we had the benefit of stability and continuity, the 
Sompany immediately placed orders for modern flight equipment. 
We had placed orders for a large fleet of Constellations, L-49’s, to be 
constructed by the Lockheed Co. for service in Latin America when 
Pearl Harbor arrived. 

This new equipment was taken from us and transferred to the Air 
Force. We did not get ultimate delivery of those ships until after 
the war was over, I think sometime in 1946. 

So during the years, prior to Pearl Harbor and prior to the visit of 
General Hardin, we were sitting on the fence without knowing 
whether we were going to continue in business after 1938 or not. Nat- 
urally we had no new equipment worthy of the name. Neither Pan 
American, nor any other company in our position, could have secured 


any. 
His reference to the fact that the procedures utilized in the United 
States, night flying, and so forth, would have been useful in Latin 
America was right. There is no question about it. 
How we were able to get, however, the very expensive facilities in 
terms of night airways, radio aids, and so forth, provided in the United 
States for domestic airlines by the Federal Government at tremendous 
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costs, running over the years into the hundreds of millions of dollars, 
as well as municipal airports running in cost also to hundreds of mil- 
lions of dollars? How were we, as a small private company, expected 
to provide those facilities ? How could he properly say, and put in 
his letter, that it would be very nice if Pan American utilized the night 
flying practices available in the United States, which could only “be 
had at the cost, literally, of many hundreds of millions of dollars? 

His is an unfair letter. He would be the first to admit it, I think, if 
he were now asked. 

Mr. Kearine. I daresay, Mr. Trippe, that it might be called to his 
attention by you. 

Mr. Tripre. I am sure, sir, that he had no knowledge of the back- 
ground of United States-flag international aviation as of that period. 
C ompanies operating in the international field at that time enjoyed no 
credit; there could be none. Bankers would not lend a company in 
international service a nickel with contracts about to terminate, and 
no assurance that they would be renewed. 

As of that time, United States-flag airlines in international service 
held no certificates of public convenience and necessity. They were 
later authorized under the Civil Aeronautics Act of 1938. 

I might point out that on our contract to Bermuda, we were the low 
bidder ‘by something like one-thousandth of 1 cent a mile, to show you 
how competitive these services are, and what little assurance we had 
that we could have continued in operation. 

Now, the suggestion has been raised that the Postmaster General in 
1935 complained about Pan American. I can’t believe that is true. 
The Postmaster General at that time, according to my recollection, 
was Postmaster General Farley. In 1935, he actually went all the way 
to the Pacific coast, at the instance of the President and to represent 
the President of the United States, to send off our first Clipper that 
made the first overocean flight across the Pacific and to tender mail to 
Pan American’s pilot, Captain Musick, on that first flight. Upon that 
occasion he made a very eloquent speech commending Pan American. 
May we include it in the record, so that there can be no question about 
what Postmaster General Farley thought of Pan American Airways? 

It is most unfortunate that a background of the kind inferred be 
set up unless the full facts are on the record. 

Mr. Quieter. Do you have Mr. Farley’s speech available? 

Mr. Trippe. We do not have it here, ‘but we would like authority 
to include it in the record. 

Mr. Quieter. I think if you could get it, we would be glad to have 
it on the record. 

Mr. Trierve. Thank you, sir. 

(See PAA exhibit 4, p: 3045, infra.) 

Mr. Stveman. Mr. Chairman. Mr. Tr ippe, I want to read just 
two more paragraphs from General Hardin’s report, and I think Mr. 
Pirie could. probably help us on this, because I know he is familiar 
with this situation. 

While Pan American Airways, Inc., has entered into a signed agreement with 
the Defense Supplies Corporation to return to the latter such of the Lockheed 
airplanes furnished Panair do Brasil with which to operate Condor replacement 
services on a temporary basis, they now indicate through Mr. Powers that unless 


the equipment upon being returned to the Defense Supplies Corporation is 
disposed of in accordance with Pan American wishes, they may see fit to prevent 
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for as long as possible (as much as 1 year) transfer of this equipment from 
Pan American ownership to any other ownership or registry. 

It is my recommendation that Mr. Juan Trippe be called in and told by the 
appropriate authorities in Washington that no interference with the United 
States Government’s policies or programs respecting foreign airlines will be 
tolerated, otherwise I fear there will be unfounded rumors, whispering campaigns, 
adverse critcisms, and other probably worse forms of interference. 

Mr. Trrepe. Mr. Singman, I can say there certainly should be 
adverse criticism of such a statement, and I would be glad to lead off. 

My recollection of the situation at that time was that our Brazilian 
company was about to be reorganized and to become a company owned 
and controlled in Brazil. In fact, within a very short time thereafter 
it was reorganized. Brazilian stockholders became majority share- 
heldetieail’ at the request, as I pointed out yesterday, and in line 
with the policy, of the United States Government as enunciated by 
President Roosevelt. Sir, we had also been asked to undertake the 
de-Germanization of certain local airline operations in Brazil. One 
airline in Brazil had German affiliations, and our Government, and I 
believe the Brazilian Government, thought that it was not in the inter- 
ests of the war effort that it continue. As I recall, fuel was withdrawn 
from that company so that it was unable to continue. Our Brazilian 
affiliate was asked to undertake and replace the domestic lines formerly 
flown by the company with German affiliations and background. 

Our Brazilian affiliate received permission of the Brazilian authori- 
ties and did so. 

They added equipment to provide the additional service desired by 
the Government agency concerned with this problem, and undertook 
the services. 

The question was whether this company should or should not imme- 
diately terminate these services and transfer this equipment to another 
Brazilian company that had not made arrangements with the local 
government, and had not taken on commitments to operate; and 
whether it should have time enough to make such necessary arrange- 
ments with the Brazilian authorities as well. 

Mind you, this was not Pan American. This was a Brazilian com- 

any we are talking about, and operating under local franchise issued 

y the Brazilian Government. I hope that our counsel will be asked 


to supply any further information desired. You mentioned he knew 

something about it. I don’t know whether he does or not. I would 

be i. glad, however, to have him comment and help in any way he 
I 


can. Here again we have a situation in which we were doing our 
utmost to carry out a program supported by the United States and 
Brazilian Governments. 

We had local Brazilian problems to meet; you cannot set up do- 
mestic services in a foreign country without a franchise. You cannot 
just turn it on and turn it off like a spigot of water. We had certain 
things to do. Now, maybe General Hardin, at that time, might have 
liked to have seen our company’s Brazilian affiliate suspend service and 

verhaps have another one that he had a greater interest in replacing 
it with the equipment referred to. I cannot answer whether that was 
his interest at the time or not. But I do know that we were doing 
everything we could, within the limits of our power, to carry out the 
program of our Government and the Brazilian Government in an 
orderly and proper way. 
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Mr. Stneman. Mr. Chairman, may this report be included in the 
record ¢ 

The CHARMAN. Yes. 

(The report above referred to is reproduced as subcommittee insert 
L, at p- 29-40.) 

(See PAA exhibit 5, p. 3046, infra.) 

Mr. Stneman. Now, Mr. Trippe, we have been discussing the 
de-Germanization program in South America. In connection with 
this problem before and during World War IJ, isn’t it true that, until 
June 1940, SCADTA, the Colombian National Airline, then 84 percent 
owned by Pan American, was largely controlled by Germans sym- 
pathetic to the Nazi cause? 

Mr. Triere. Controlled by what? 

Mr. Stneman. By Germans sympathetic to the Nazi cause. 

Mr. Tripper. It was controlled by German and Austrian citizens 
until Pan American took an interest in it. That dates back, I believe, 
to 1929, and under arrangements endorsed and supported by our 
Government. 

Mr. Stneman. Is it not true that Spruille Braden, United States 
Ambassador to Colombia during the early war years, expressed grave 
concern to the State Department over the situation, especially since 
SCADTA planes were based so close to the Canal Zone? Are you 
familiar with that? 

Mr. Trrepr. Yes. He had great concern; we, in Pan American, had 
great concern. Our Government military authorities had great 
concern. 

The so-called German pilots had become Colombian citizens. 
Americans did not, under our laws, have the opportunity to hold their 
own citizenship and become a citizen of another country as well. This 
was not true with the Germans at that time. They could retain 
German citizenship and also claim citizenship of a foreign country 
like Colombia. We had a very difficult wena and one, of course, 
that was very delicate from the standpoint of United States-Colom- 
bian relations. 

Mr. Stneman. Is it not also correct that the commanding general 
of the Canal Zone, the United States Army general in charge, was 
very concerned over the fact that SCADTA heiide, manned by these 
German pilots, flew in proximity to the Canal Zone, which then had 
inadequate aircraft-detection equipment? 

Mr. Tripre. He may have been. All who were familiar with the 
problem were concerned. 

Mr. Stneman. Well, did not Ambassador Braden make repeated 
efforts to secure Pan-American’s cooperation in this de-Germanization 
of SCADTA? 

Mr. Trrere. Yes; he did. However, there were negotiations going 
on well before he became concerned, which I am not able to discuss. 
These plans and negotiations, familiar to interested agencies of our 
Government, as far as I know, far antedated any direct concern on 
his part. 

Mr. Stneman. Is it not true that, in January 1939, Mr. Braden con- 
ferred with Mr. Young, a Pan American vice president, with respect 
to the problem posed by SCADTA’s political orientation ? 

Mr. iFaneeth He may have. I do not know. 
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Mr. Srveman. And is it not also true that Mr. Young then assured 
Ambassador Braden that Pan American would eliminate any danger 
of Nazi control of SCADTA? 

Mr. Triprr. As I say, we were very much engaged with this prob- 
lem for a period far further back than January 1939. I don’t know 
how we could have assured him. We had been doing our best and 
were continuing to do our best to solve the problem. 

Mr. Srneman. Are you aware, Mr. Trippe, that in the opinion of 
Mr. Braden and other South American experts, if SCADTA’s Nazi 
personnel had not been eliminated in 1940 there probably would have 
been an attack on the Canal Zone simultaneous with the attack on 
Pearl Harbor? 

Mr. Tripre. There might have been ? 

Mr. Stneman. That is right. 

Mr. Tripper. I would like to comment on this problem at length, if I 
may, now that you have brought it up; when you are through, Mr. 
Counsel. 

Mr. Srneman. All right. In fact, are you aware that SCADTA 
suffered a number of acts of sabotage immediately after the Nazi per- 
sonnel were discharged, for a period of about 6 months after they had 
been discharged by Pan American? 

Mr. Trrere. Very much so. They were not discharged by Pan 
American. They were discharged by SCADTA—and only with the 
consent and approval of the Colombian Government. 

Mr. Stneman. Now, despite these repeated efforts by Ambassador 
Braden and the State Department to have the Nazi personnel of 
SCADTA dismissed from at least January 1939 on, it was not until 
June of 1940 that this was finally done; is that not correct? 

Mr. Trrere. It was done at the first time our Government and the 
Colombian Government were able to bring it about, with the full 
cooperation of Pan American, running back many years before the 
date you referred to. The SCADTA employees, referred to as Nazis, 
were Colombian citizens—whose jobs would have to be filled by Amer- 
ican citizens and others, who in the case of United States citizens, could 
not become Colombian citizens without giving up their United States 
citizenship. 

Mr. Srneman. All right. 

I would like to offer in evidence, Mr. Chairman, a letter from the 
Honorable Spruille Braden to committee counsel dated May 25, 1950, 
containing his 

The CHamman. To whom? 

Mr. Stneman. To counsel of this committee, Mr. Bernhardt, at that 
time—May 25, 1950, is the date—containing Mr. Braden’s corrections 
and comments on a memorandum concerning an interview with Mr. 
Braden by Mr. Bernhardt. 

Mr. Keating. What is this? This is a memorandum from Spruille 
Braden to a former employee of this committee? 

Mr. Srneman. Yes, sir, Mr. Keating, a former counsel of this 
committee. 

Mr. McCutxocn. If my colleague, Mr. Keating, has a question—— 

Mr. Kerartrne. I do not raise any question. I cannot read it now. I 
um just wondering whether this is pertinent. 

(The document referred to is reproduced as subcommittee insert M 
at p. 2941.) 
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Mr. McCutxocu. I want. to get the chronological history of this in 
my mind a little better. 

I believe that counsel has indicated that Mr. Braden first became 
interested in January 1939. That was before the Nazis invaded the 
lowlands and Czechoslovakia, was it not? Czechoslovakia, as I recall, 
was not invaded until the spring or summer of 1939. 

Mr. Pirte. September. 

Mr. McCutzocu. The summer or fall of 1939. 

Mr. Triprr. August or September. 

Mr. McCuttocu. We were not at war with Germany, or Germany 
was not at war with anyone at that time. 

Mr. Scorr. The war began with the invasien of Poland on Septem- 
ber 1, 1939. Czechoslovakia had been occupied shortly before that. 

Mr. Keatine. I wonder what this evidence has relation to. Who 
are we trying to prove was sympathizing with the Nazis here! 
| Laughter. | 

And if that is what we are trying to prove, does it have some bear- 
ing on antitrust? I do not understand, again, what the significance 
of this is. 

The Cuatrman. If Pan American had a controlling interest in this 
particular line in Colombia, and this particular Colombian line oper- 
ated in this fashion, it indicates the nature of operations of Pan 
American, which was operating as the only American airline in those 
parts. I think it has a very pertinent bearing as to the operations of 
the only American airline operating in those parts. 

Mr. Keatine. Is it contended that Pan American was sympathetic 
to the Nazi cause? 

The CHatrman. There is no such charge. 

Mr. McCutitocu. This record even shows that these pilots, these 
Nazi pilots, were discharged a year and a half before Pearl Harbor, 
if I get the chronology of this matter, in June 1940. And Pearl 
Harbor was not until December of 1941. 

Mr. Scorr. December 7. 

Mr. McCutxocu. As I recall. 

The CHarrMan. Do you want this whole statement concerning 
SCADTA eliminated from the record ? 

Mr. Keating. I do not want to eliminate anything from the record. 
The only thing is, I think we ought to be sure that all this stuff has 
some bearing on the purpose of the hearing. 

Mr. Scorr. It would appear to me, Mr. Chairman, so far as the rec- 
ord indicates, outside of what Mr. Braden may have said, and which 
we do not know about, that Pan American engaged, on the direction 
of the United States Government, in de-Germanizing another airline, 
a foreign airline, and that that process succeeded a year and a half 
before Pearl Harbor, and if Pan American had not so successfully 
carried out the instructions of the American Government, there 
might have been damage to our defense installations in the Panama 
Canal Zone. 

This may account, perhaps, for some of the awards which Mr. 
Trippe has received, awards of distinction, from the United States 
Government. So I do not see any reason for taking it out. I would 
say, leave it in. 
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The Cuatrman. I think it has this point, Mr. Scott. This was the 
only airline, the only American airline, operating there. And the 
question is, was there or was there not cooperation with the duly 
constituted officials of the United States Government? We would 
like to find that out. If there was not, this may be one of the reasons 
why there should not be that monopoly. That is the only purpose. 

Mr. Triere. Mr. Chairman, if you permit, I could clear this matter 
up for the information of yourself and the committee very speedily. 

The problems in Colombia associated with this company, first 
known as SCADTA, or the German-Colombian Airline in Spanish, 
first came up in 1926 or 1927 at the International Aviation Confer- 
ence in Havana, at which Charles Evans Hughes was chief of the 
American delegation. 

I happened to be a technical adviser to that delegation—— 

Mr. Scorr. Was that the famous Havana Conference of 1928 ? 

Mr. Trrere. That was the so-called Havana Conference, sir. 

At that Conference, a representative of Colombia was a Dr. von 
Bauer, who was also head of SCADTA. He came accredited as a 
consul general, I believe. As Colombian delegate, he saw fit to oppose 
the policies of the United States which sought opportunities for 
American airlines to fly through Colombia. 

We then were hopeful of extending service to the Canal Zone and 
on down the west coast of South America, but the opportunity to 
fly through Colombia was withheld because of the very difficult 
attitude taken by Dr. von Bauer. 

Later, perhaps a year later, negotiations took place between myself 
on behalf of Pan American and Dr. von Bauer, with the knowledge and 
support of Mr. Kellogg, the then Secretary of State. We were en- 
deavoring to see if an arrangement could be worked out with this 
Colombian-German Airline, known as SCADTA. SCADTA operated 
throughout Colombia. It was then already extending abroad to Cur- 
acao and seeking to come up through Central America to Mexico. 

We had negotiations here and in Berlin. We found that in addi- 
tion to Dr. von Bauer, who was an Austrian citizen married to a 
German, there were additional interests in that company represent- 
ing the German Government airline system, Lufthansa. 

I offered to purchase at a very fair price the majority control of this 
Colombian airline. In the course of several mserithe, the arrangements 
were finally completed, but with the stipulation that the management 
of the company continue for a period of years under its present officers, 
and also recommendations would be made to the Colombian Govern- 
ment that a treaty be concluded with the United States Government 
which would permit American-flag airlines, all American-flag air- 
lines, to fly through Colombia. 

Such a treaty was effected, known as the Kellogg-Olaya Pact shortly 
after this agreement was consummated. The treaty provided that 
American-flag airlines could extend through Colombia to other parts 
of Latin America. 

The Colombian services were carried on, however, under a commit- 
ment that the SCADTA management continue as such. The 
SCADTA stock certificates although purchased by Pan American were 
escrowed with an independent bank. Our interests were not to run 
SCADTA—our interests were to secure support of the Colombian 
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(Government so that American-flag services could be extended through 
Colombia to other parts of Latin America. German affiliated airlines 
were already flying in other parts of South America, and also the 
French airlines as well. We thought that it was essential that this 
Colombian roadblock be eliminated in any proper and appropriate way 
so that American-flag air services could he extended south through 
Peru and Chile to Argentina. 

In later years, we were approached by Dr. Von Bauer with an offer 
to repurchase that stock at a very substantially increased price, which 
would have meant a very great profit to Pan American. 

Counsel for our company at that time was Mr. Elihu Root. We dis- 
cussed the offer at great length, and we both became suspicious. Why 
should this German-Austrian be so interested in attempting to repur- 
chase this stock at this far higher than market price? The treaties 
were in effect. We were flying through Colombia under terms of the 
Kellogg-Olaya Treaty. The only proper value that could be ascribed 
to this stock was its public quotation on the Bogota stock exchange, 
which reflected the company’s net worth and earnings. We felt that 
Dr. Von Bauer’s offer was far, far more than its real value. Mr. Root 
and I discussed this—— 

Mr. Keatinc. May I interpose? What year was this? 

Mr. Tripre. This was about 1936 or 1937, sir. 

Mr. Keatine. Then they tried to buy it back? 

Mr. Triere. They tried to buy it back. We discussed the offer at 
great length. I discussed it with our directors. We decided to turn 
it down. At considerable financial sacrifice Pan American refused 
to sell back this stock but we were still bound by the agreement that 
for a period of years—I think the period was 5 years—the Colombian 
company would continue under the same management. 

There was the further problem that these Germans, including Dr. 
Von Bauer, the president of the company, had all taken out Colombian 
citizenship. ‘They had done a fine job in developing transportation 
in Colombia. There is today a statue at Bogota, the capital of the 
country, dedicated to the chief pilot of the company, a German, who 
had also become a Colombian citizen. The problem was serious. We 
were suspicious that Dr. Von Bauer might be in the control of the 
German Nazis as early as in 1936. We had a very delicate situa- 
tion. We were not at war; we were dealing with the principal 
transportation service in a foreign country, Colombia, a national-flag 
airline operated by Colombian nationals. The only way to replace 
these ex-German Colombians was to bring in American citizens—for- 
eigners, so far as Colombia was concerned. The question was what 
public opinion in Colombia would stand if these people were arbi- 
trarily released, even had it been possible that we take over control 
of the company, contrary to the terms of the contract. 

A number of discussions were had during those years with senior 
authorities of our Government. Plans were worked out with the 
cooperation of certain agencies and department officials of both gov- 
ernments. On a given date, a number of American volunteers agreed 
to land in Colombia and with direct approval and support of the 
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Colombian Government actually took over the operation of the com- 
pany. 

As counsel has pointed out, there were troubles. The Nazi-Colom- 
bians, many of them, refused to leave. The question of how to get 
them out of the country was a problem for us and for Colombia. 
The matter was of great delicacy and very difficult. 

Pan American is entitled to be very proud of our whole participa- 
tion in this enterprise, beginning in 1929, when we acquired the 
Scadta shares—in 1936, when we refused to sell them back to the 
Lufthansa at a great profit and in 1937, 1938, and 1939 when we got 
rid of the Nazi-Colombians. 

The de-Germanization was successfully carried out. A great man 
of these Nazi-Colombians went home. Some did not. Looking bac 
on it, I am sure that the company’s part in this matter is something 
that any patriotic American can be proud of. 

Mr. Fa cainielie: Mr. Trippe, it is true, is it not, that Pan American 
Airways, Inc., during the war, participated in the airport develop- 
ment program which brought about the successful completion of the 
construction of airfields, seaplane bases, and lighter-than-air bases in 
50 different locations in 16 foreign countries; is it not? 

Mr. Triere. Mr. Counsel, Pan American undertook to develop cer- 
tain facilities abroad about a year before Pearl Harbor. 

Mr. Harkins. And this program was operative in South and Cen- 
tral America, West Indies, Mexico, and Africa, was it not? 

Mr. Tripper. I do not believe I am at liberty to, and therefore I 
would prefer not to discuss this program, Mr. Counsel. I would be 
glad to answer anything that I think would be proper and appropriate. 
But otherwise, I am unable to comment on it. 

Mr. Harxrins. It is also true, is it not, that you and all Pan Ameri- 
can Airways employees who were associated with this program re- 
ceived a letter of commendation from the Secretary of War dated 
September 18, 1945 ? 

Mr. Trreve. I hope we did. I don’t recall it. 

The Cuarrman. There is a commendation. We have a copy of it. 

Mr. Harkrns. This is dated September 18, 1945, signed by Henry 
M. Stimson, Secretary of War, addressed to you, Mr. Trippe. It 
reads as follows: 

Wark DEPARTMENT, 
Washington, September 18, 1945. 
Mr. Juan T. TRIPPE, 


President, Pan American Airways, Inc., 
Washington, D. C. 


DEAR Mr. Tripre: There has been submitted to me a review of the work accom- 
plished under the airport development program by Pan American Airways, 
Inc. Under that program, your company brought about the successful comple- 
tion of the construction of airfields, seaplane, and lighter-than-air bases at 50 
different locations in 16 foreign countries. These fields have been material factors 
in the success of the military campaigns of our Army, and your company has thus 
made a fine contribution to the defense of our country and toward ultimate 
victory over its enemies. 

I would like your company and all your employees who have been associated 
with the program, both in the United States and in foreign regions, to receive the 
appreciation of the War Department for this outstanding accomplishment. 

Sincerely yours, 
Henry L. Stimson, Secretary of War. 


I offer that for the record. 
The Cuarrman. Accepted. 
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Mr. Harkins. It is also true, is it not, that Mr. Samuel F. Pryor, Jr., 
vice president and assistant to the president of Pan American Airways, 
received a Medal of Merit from the President for his participation in 
this program ¢ 

Mr. Trirrr. I believe so. 

Mr. Harrys. I offer that citation. 

The CHatrman. Accepted. 

(The citation above referred to is as follows :) 


CiraTion To ACCOMPANY THE AWARD OF THE MEDAL FoR MERIT TO SAMUEL F. 
Pryor, JR. 

Samuel F. Pryor, Jr., for exceptionally meritorious conduct in the performance 
of outstanding services to the United States between February 1, 1942, and August 
7,1945. Mr. Pryor, vice president and assistant to the president, Pan American 
Airways, Inc., organized the airport development program, which comprehended 
the development of 50 airfields, seaplane bases, and lighter-than-air bases in 16 
different countries in South American, Central America, the West Indies, Mexico, 
and Africa. This program enabled bombing planes, personnel, and supplies to 
reach the fighting forces in the critical times when most needed to stop the enemy’s 
last north African offensive and then to develop the Allied victory in that theater. 
It was carried out in the face of extreme difficulties, including numerous sinkings 
of ships carrying equipment and supplies, intricate dealings with foreign officials, 
and compliance with varied local laws and customs. Mr. Pryor’s efficient, con- 
stant, and patriotic collaboration with military authorities in the execution of 
the work contributed largely to the success of the program. His outstanding 
executive skill and ability were a direct contribution to the war effort of the 
highest value. 

Harry 8. TRUMAN. 

Mr. Harkins. These citations and letters of commendation were 
never classified by the Government, were they, Mr. Trippe? 

Mr. Triere. I don’t know, Mr. Counsel. I wouldn’t think so, if 
they were public citations. 

Mr. Harkins. The airport development program was undertaken 
by Pan American under contract with the United States Government ; 
is that not correct ? 

Mr. Trrepr. I am unable to discuss it, Mr. Counsel. 

Mr. Harkins. Under this contract, did the United States Govern- 
ment expend funds for the development of the airfields involved ? 

The Cuarrman. The same answer, Mr. Trippe? 

I say, it is the same answer ¢ 

Mr. Trrerve. That is correct. 

The Coarrman. All right. 

Mr. Harkins. Under the contract with the United States, did Pan 
American get title to the airport facilities constructed in the airport 
development program ¢ 

Mr. Pirie. Is counsel going to read out these questions and disclose 
the confidential material ? 

The Cuarrman. Whatisthat,sir? I did not hear it. 

Mr. Piri. Is counsel going to read out these questions and disclose 
the confidential material that is classified? We say that it should not 
be discussed. 

Fhe CuatrmMan. This is not classified. 

Mr. Pirte. What is not classified ? 

The Cuatrman. What we are asking you about now. 

Mr. Pirre. It is our understanding that it is. 

r ry . . 

The CHatrrman. Your understanding may be incorrect. 
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Mr. Pirte. We cannot answer those questions. 

Mr. Tripre. Mr. Chairman, couldn’t counsel find out what is proper 
here? I know he would not want to do anything improper, nor would 
you wish him to. 

The Cuarrman. Is your answer generally that you do not want to 
discuss these questions because they are classified? If that is the case, 
I would like to know. 

Mr. Tripper. Oh, definitely. We are glad to discuss anything before 
this committee, sir, that is not classified. 

Mr. Harkins. Are American airlines using the facilities of airports 
developed under the airport development program required to pay to 
Pan American or any of its affiliated companies, landing fees or 
charges other than the fees or charges which Pan American may be 
required to collect under the laws or regulations of the country in 
which such facilities are located ? 

Mr. Trivre. I will have to have that read back, Mr. Counsel. I 
am sorry. 

Mr. Harkins. Will you read it? 

(The question was read by the reporter.) 

Mr. Trrere. Was the question, to pay to Pan American ? 

Mr. Stneman. Or any of its affiliated companies. 

Mr. Triere. Not that I know of. 

Fees in general, Mr. Counsel, for the use of airports, are fixed by 
local governments. They vary. You appreciate, there is not a stand- 
ard fee. They are worked out from time to time and changed from 
time to time. 

Mr. Harkins. This subcommittee, Mr. Trippe, has requested from 
the Departments of State and Defense the declassification of certain 
documents concerning the airport development program, and our re- 
quest has been refused. 

Now, it is true, is it not, that Mr. Pryor, vice president of Pan 
American and your assistant, advised the Departments of State and 
Defense that he was opposed to declassification of the documents re- 
quested by this subcommittee ? 

Are you familiar with that? 

Mr. Triere. That he personally was opposed? I would think such 
a step would be contrary to the company’s interest and to the public 
interest as well. Matters of that kind that are classified by the Gov- 
ernment officials concerned should not be declassified, if contrary to the 
public interest. The decision lies in the Government, Mr. Counsel, 
not inthe company. We have no authority to determine 

The CuHarrMan. That is what we are getting at. Does the decision 
lie in the Government in this case, or is there some exception being 
made in this case? 

Mr. Trrere. Not that I know of. The decision is entirely in the 
Government. 

Mr. Maerz. The question that was asked, Mr. Trippe, was this* 
To your knowledge, did Mr. Pryor go to the Defense Department and 
request the Defense Department not to declassify the documents re- 
lating to the airport development program ? 

Mr. Trirre. It has been our policy and our company position for 
many years that matters which the Government 

The Cuarrman, Mr. Trippe, wait a minute. You are not answer- 
ing the question. Please answer “yes” or “no,” if you can. 
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Did Mr. Pryor go to the Department and do what counsel asked ‘ 

Mr. Trrere. He may have, Mr. Chairman. 

The CHatrman. He may have? 

Mr. Tripre. Yes, he may have. If he did, it was fully in line with 
our policy over the years. 

The CuHairMAN. Go on to the next subject. 

Mr. Harkins. Mr. Chairman, I refer to a letter dated June 13, 
1956, addressed to you from Brig. Gen. C. G. Hauck, Jr., chief of 
legislative liaison. Part of this letter states: 


On 31 May 1956, Mr. Samuel Pryor called Mr. Philos from the airport and 
stated that he would like to bring in the information that was requested from 
Mr. Pirie. Mr. Philos arranged the meeting in General Jones’ office at 2:30 
p.m. Brig. Gen. Stanley Jones, Col. Ellwood Sargent, Mr. Fred Coughlin, and 
Mr. Conrad Philos attended for the Army. Miss Florence Kirlin of the State 
Department was invited so that she could ask any questions which she may 
have. Upon Mr. Pryor’s arrival he asked “What was it all about?’ He was 
told that the committee had made a request for declassification of certain docu- 
ments relating to the subject program; however, the documents were not iden- 
tified. He was then asked to provide background information on the subject of 
any publicity which had been given to the program or to the commendations. 
He stated that limited publicity had been given to the commendations in the 
United States and that every precaution had been taken elsewhere not to re- 
veal the company’s role. Accordingly he concluded that he was opposed to the 
declassification of the documents for publication. 


Mr. Chairman, I offer this letter in evidence. 
The CHatrMan. That will be accepted. 
(The letter above referred to is as follows :) 


JUNE 13, 1956. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives. 

Dear Mr. Cetiter: Reference is made to the conference on June 8, 1956, be- 
tween representatives of your committee staff and of the Defense Department, 
which was held in the Office of the Deputy Assistant Secretary of Defense for 
Legislative Affairs. 

At that time, a member of the committee staff stated that the chairman had 
received a letter from Mr. Samuel Pryor which referred to the May 16 letter 
in which the committee requested the Defense Department to declassify certain 
documents. Mr. Harkins stated that the committee desired to know if anyone 
in the Defense Department had discussed the subject of declassification with any 
representatives of the company. The details of any of such discussions were 
also requested. 

On June 12, 1956, Mr. Harkins telephoned and requested the following addi- 
tional information: The names of any individuals who participated in any 
conversations which may have taken place; the substance of any conversations ; 
dates, if applicable; any position taken by the representatives of the company ; 
the reference in the Federal Register to any commendations given to the com- 
pany officials. The following replies are submitted to your questions: 

When the committee’s letter of May 16 was received, it was observed that 
one of the reasons urged by the committee for the declassification of the docu- 
ments was the fact that Mr. Samuel Pryor had received an unclassified letter 
of commendation. This letter of commendation referred to the program. It 
was deemed pertinent to ascertain what degree of publicity had been given to 
the commendation. It was decided, therefore, that the company itself would be 
a good source of information on this matter. There was also the question of a 
30-day notice. Your representatives at the conference held on June 8, 1956, were 
informed of this consideration. 

In view of the foregoing factors, Mr. Conrad Philos of the Office of The Judge 
Advocate General concluded that it would be desirable to secure information 
from the company’s attorneys. Accordingly, he called the Department of Justice 
(Antitrust Division) and secured the names of the attorneys who represent the 





2848 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


company. Thereafter, a call was made to a Mr. Lipson of the firm of Cleary, 
Gottlieb, Friendly, and Hamilton. 

He was asked whether he had any information as to the amount of pub- 
licity given to the commendations. He replied in the negative and stated that he 
would make an inquiry. Mr. Pirie (of the company’s legal staff), then called 
Mr. Philos and he indicated that he was fairly conversant with the program 
in question, but he was unable to provide details on the question of the com- 
mendations or on any publicity given to the program in varieus areas. He 
stated also that he would make an inquiry. 

On May 31, 1956, Mr. Samuel Pryor called Mr. Philos from the airport and 
stated that he would like to bring in the information which was requested 
from Mr. Pirie. Mr. Philos arranged a meeting in General Jones’ office at 2: 30 
p.m. Brig. Gen. Stanley Jones, Col. Ellwood Sargent, Mr. Fred Coughlin, and 
Mr. Conrad Philos attended for the Army. Miss Florence Kirlin of the. State 
Department was invited so that she could ask any questions which she may 
have. Upon Mr. Pryor’s arrival he asked “what it was all about.” He was told 
that the committee had made a request for declassification of certain documents 
relating to the subject program; however, the documents were not identified. 
He was then asked to provide background information on the subject of any 
publicity which had been given to the program or to the commendations. He 
stated that limited publicity had been given to the commendations in the United 
States and that every precaution had been taken elsewhere not to reveal the 
company’s role. Accordingly he concluded that he was opposed to the de- 
classification of the documents for publication. In view of the foregoing fac- 
tors he added that he would like to be informed if a decision is made to de- 
classify the documents relating to the program. 

No commitments were made to Mr. Pryor and the position of the Army was 
not discussed with him. 

Your request for a Federal Register citation was referred to the representa- 
tive who made the suggestion at the June 8, 1956 conference. He stated that he 
had suggested that publication in that manner was merely a possibility. He 
does not know whether the commendation was in fact published and a search 
could not be made in the time which was available. 

Sincerely yours, 
C. J. Hauck, Jr., 
Brigadier General, GS, Chief of Legislative Liaison. 


Mr. Harxrns. Is it not true, Mr. Trippe, that the provisions of the 
contract between Pan American and the United States in the ADP 
program require Pan American to be given 30 days’ notice prior to the 
declassification of any classified document connected with the pro- 
gram ? 
~ Mr. Tripper. I don’t know. I am not familiar with that. 

The Cuatmrman. Does your counsel know ? 

Mr. Triere. Pardon me? 

The CuarrMan. Does your counsel know ? 

Mr. Pirie. I recall no such provision. 

Mr. Harkins. I will read from another section 

Mr. Maerz. Excuse me. 

Have you done any work, Mr. Pirie, in connection with these ADP 
contracts ? 

Mr. Prete. Yes; I have. 

Mr. Maerz. Have you had an opportunity at any time to examine 
these contracts ? 

Mr. Prete. Yes. 

The Cuarrman. And you never saw a provision in the contract to 
the effect that 30 days’ notice must be given to Pan American prior to 
declassification of any of these documents ? 

Mr. Prrm. If I did, I don’t recall it. This is something that was 
done many years ago, and I don’t recall any such thing. But I will 
again say that we are now talking about classified information. The 
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questions that you are asking are, what are the provisions of a classi- 
fied contract. I would say that it would be perfectly apparent to any- 
one that you are not entitled to ask the questions since you cannot get 
the answers. 

The Cuarrman. I asked this question: Did you see any provision 
in that arrangement which was made with the Government to the effect 
that 30 days’ notice must be given to Pan American by the Defense 
Department prior to declassification of any classified documents con- 
nected with that program ? 

Mr. Prater. I do not recall ever seeing any such provision. 

The Cuarrman. All right. 

Mr. Harkins. Mr. Chairman, I would point out that in this letter 
that I have read from before from General Hauck, which is not a 
classified document, it states in part: 

It was decided, therefore, that the company itself would be a good source of 
information on this matter. There was also the question of a 30-day notice. Your 
representatives at the conference held on 8 June 1956, were informed of this con- 
sideration. 

The Cuatrman. Are you willing to give us the documents that are 
in your files pertaining to this matter, Mr. Trippe? 

Mr. Triper. Mr. Chairman, if they are classified, I will have to 
find out what the Government would wish done. We have no prob- 
lem at all, with the committee having full access to all information in 
our possession if it is proper to do so. We are not going to hold back 
any information from the committee. 

The Coatrrman. Goahead. 

Mr. Harkins. To your knowledge, Mr. Trippe, does Pan American 
have any other contracts with the Government which would require 
the Government to give 30 days’ notice to Pan American before de- 
«lassifying any classified documents concerning the subject matter of 
the contract ? 

Mr. Trivre. We may or may not. As I have said before, I do not 
know anything about any such 30-day notice, either in this contract 
or any other one we have. 

Mr. Harkins. It is also true, is it not, Mr. Trippe, that the Min- 
ister of Communications and Public Works of Mexico, in July 1945, 
was investigating the role of the United States Government in con- 
nection with the construction of airports, eight named airports in 
Mexico? 

Do you have any knowledge of that investigation ? 

Mr. Trrepe. No; I donot. 

Mr. Harkins. Mr. Chairman, I offer for the record an unclassified 
document obtained from the CAB which was an exhibit in CAB 
docket No, 3500. This consists of a memorandum from a vice presi- 
dent, Douglas Stockdale, of Braniff, to T. E. Braniff, and it is dated 
July 13,1945. This memorandum states as follows: 

Attached hereto you will please find an outline of the thoughts expressed by 
Minister of Communications and Public Works Pedro Martinez Ternel, at the 
meeting held in his office on July 12 at 7:15 p. m., attended by the head of the 
legal department of the Ministry of Communications, Lic. Hernandez Llergo, 
and by the head of the Civil Aeronautics Department, Gen. P. A. Alfredo 
Lezama Alvarez, as well as representatives of American Air Lines (Stanley 


King, Lic. Salvador Franco Urias), Red Aerea Mexicana (Mr. and Mrs. Gordon 
Barry), Transportes Aereos Mexicanos, S. A. (Lic. Escudero), Transportes 
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Aereos Centro Americanos (Mario Molina), and Aerovias Braniff and Braniff 
Airways (Mr. T. E. Braniff and Mr. Douglas Stockdale). 


Attached to this memorandum is a record of this conversation, which 
states as follows: 


In connection with the airports at Tampico, Veracruz, Merida, Cozumel, 
Chetumal, Ciudad del Carman, Tapachula, Ixtepec, et cetera, said to have been 
built by the United States Government, we are conducting an investigation to 
clear the matter up as their ownership is not only entirely clear in the records of 
this Ministry. I believe that these airports were built during this war for emer- 
gency purposes and that they should become the property of the Mexican na- 
tion and be open to all airlines. 


I offer that for the record, Mr. Chairman. 

The Cuarrman. Accepted. 

(The document referred to is reproduced as subcommittee insert N, 
at p. 2945.) 

Mr. Harkins. Now, it is also true, is it not, Mr. Trippe, that on 
June 24, 1953, the Director of the DAC—that is the Ministry of 
Aviation in Brazil—Brigadier General Aboim, advised Vice President 
Toomey of Pan American, that he had been involved personally in 
the ADP bases and knew all considerations related to them. 

Mr. Trirere. That he had been what? 

Mr. Harrys. Involved personally in the ADP bases and knew all 
considerations related to them. 

Mr. Trier. I don’t know anything about it. 

Mr. Harxrys. This is a memorandum that your company delivered 
to the committee as a result of its file search. It is from Vice Presi- 
dent Toomey to Executive Vice President Morrison, dated June 25, 
1953, on the subject of Brazil landing fees: 


In response to Vice President Balluder’s— 
a certain number of telegrams— 


calls were made on Brigadeiro Aboim, Director of the DAC, and upon Dr. 
Trajano dos Reis, Director of the Legal Division, yesterday. Brigadeiro Aboim 
told me that he canceled an appointment in the Ministry in order to see me, 
upon learning that I was in the building, because of the importance of the 
subject of airport landing fees which he wished to discuss without delay. He 
preambled his remarks by stating that he had been involved personally in the 
transfer of these bases and knew all consideration related to them. The follow- 
ing were his main points: 


I will not read all of them, but these two I would like to read: 


The war situation which developed in 1942 is the practical effect of setting aside 
Decree Law 3462 although he admitted there was no official decree nullifying it. 
He advised that his Government could not ignore the actual situation which had 
developed due to the war as affecting the bases. 

The director went on to say that these base constructions had originally been 
built for a life of 5 years and that Brazil had already spent very large sums 
in their maintenance. Apart from the ADP airports, Brazil had spent $11 mil- 
lion, in cruzeiros, on the maintenance of the Galeao Airport alone in 1952, 
largely, so he said, out of consideration for assuring the operating safety of 
PAA’s Boeing on that field. In addition to Galeao, he pointed out that PAA 
was using Congonhas and Gravatai Airports regularly, and were listing other 
non-ADP airports as alternates all of which were maintained by the Brazilian 
Air Ministry. 


This shows, does it not, that there were conversations between rep- 
resentatives of Pan American and officials of the Air Ministry of 
Brazil concerning these ADP bases? 
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Mr. Tripre. Mr. Counsel, you have read the letter. I can’t comment 
on it beeause I have not had a chance to study it. 

Mr. Harxrns. I will offer that. 

The Cuatrman. Accepted. 

(The memorandum above referred to and related documents are 
reproduced as subcommittee insert O, at p. 2946.) 

The Cuarrman. We will adjourn until 2: 30. 

Mr. Trippe, I am very anxious to conclude. If we could start 
promptly at 2:30, I am sure we could probably finish up by 5 o’clock, 
to accommodate you. 

Mr. Tripper. Thank you, Mr. Chairman; 2:30, you say? 

The Cuarrman. 2: 30. 

(Whereupon, at 1 p. m., the subcommittee recessed to reconvene 
at 2:30 p. m. the same day.) 


AFTERNOON SESSION 


STATEMENT OF JUAN T. TRIPPE, PRESIDENT; ACCOMPANIED BY 
JOHN C. LESLIE, VICE PRESIDENT; AND JOHN C. PIRIE, ASSO- 
CIATE GENERAL COUNSEL, PAN AMERICAN WORLD AIRWAYS, 
INC.—Resumed 


The Cuatrman. The committee will be in order. 

We will continue with the testimony of Mr. Juan Trippe and Mr. 
John Leslie of Pan American Airways, and Mr. Pirie, also. 

Mr. Stneman. Mr. Trippe, we would like to return, if we may, to a 
discussion of matters which have been presented before the CAB, and 
ask you a few questions about some of them. 

Isn’t it true that soon after Braniff Airlines was awarded a certificate 
to serve Latin America in May 1946 it began to make arrangements 
for starting its Latin American operations competitive with those of 
Pan American ? 

Mr. Trrere. I don’t understand your question. 

Mr. Stneman. Shall I repeat the question ? 

Mr. Trirre. I don’t believe Braniff was certificated to go to Mexico. 

Mr. Stneman. To Latin America, I said. 

Mr. Triere. Pardon me. They were certificated to go to Latin 
America; that is right. 

Mr. Stneman. And that service was to be competitive with Pan 
American ? 

Mr. Trrere. I assume so. In fact, it was. 

Mr. Stneman. In making preliminary arrangements for this new 
service, Braniff attempted to on airport and terminal facilities and 
radio services owned and operated by Pan American at the Rancho 
Boyeros Airport near Havana, Cuba; isn’t that right? 

_Mr. Triere. They may have. I am not aware of any such discus- 
sions. 

Mr. Stncman. Mr. Chairman, we have excerpts from the sworn testi- 
mony of Charles E. Beard, executive vice yeni ida of Braniff Airlines, 
this testimony having been given in the North Atlantic Route Trans- 
fer case, CAB Docket No, 3589. We will offer this for evidence very 
soon, Mr. Chairman. 
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Mr. Trippe, is it not a fact that during these negotiations Mr. Wil- 
bur L. Morrison, executive vice president ij in charge of Pan American’s 
Latin American division, told Mr. Beard, Braniff’s vice president, 
that Pan American would do everything in its power to prevent 
Braniff’s operation, and that if they could not prevent it, they would 
delay it, and when they were no longer able to delay it, they would 
interfere with it¢ 

Mr. Tripre. I never heard of any such conversation, no. 

Mr. Srneman. Mr. Chairman, I should like to read from this sworn 
testimony, by Mr. Beard, given before the CAB. I might point out 
at this point 

The Cuarrman. Of course, Mr. Trippe, this is the statement of 
Braniff, and you have a perfect right in your extension and revision 
of remarks, to counter anything th: at is indicated here. 

Mr. Pirie. A good deal of ‘that: is right side by side in the same 
record. Ifthe man reading it first would read them together it would 
put it in context, I think. 

The Cuarman. I didn’t hear you. 

Mr. Pirie. There is a good deal of discussion in the record, in the 
same case, from which he is reading and if he would read both the 
statement on one side and the answer together it would put it in 
context. 

The Cuatrman. The whole thing will be placed in the record. You 
have a right to look at it. You can counter anything that is in there. 

Mr. Pirm. We are not reading it out at the same time here in 
public. If he would read them both out it would help to clarify the 
record. 

The Cuarrman. Wait a minute. You can place whatever you care 
to put in the record to counter this, alongside this very same state- 
ment that he is reading—not only reading from, but what he is read- 
ing—that is what you mean ? 

Mr. Pree. If we had had notice we would have been ready to read 
right at the same time but that is neither here nor there. 

"The Cramman. I want to get this clear. Is that understood, you 

can put it side by side, is that correct ? 

Mr. Pirie. Yes; we can’t read it here and now in public. 

Mr. McCuntocu. If the entire record is up here on the case, then 
it can all be read into the record right now. 

The Cuarrman. That isn’t what the gentleman is saying. 

Mr. McCuttocn. That is what he has in mind. 

Mr. Pirie. It takes a little time because it is a lengthy record to 
search out the parts. We didn’t know this was coming up. 

The Cuarrman. Of course, you knew it was coming up. 

Mr. Pirie. They have searched it out. They could read it right 
now if they wanted to read the answer. 

The Cuarrman. If you want to stay here until all next week, I 
will be glad to do it. 

Mr. Pirie. We would like to have him read both sides that he knows 
about. He must have read them both. 

The Cuatrman. What are you trying to get at? Let us be frank 
about this. You do not indicate what is on your mind. Let us have 
itnow. What is bothering you? What is it? 
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Mr. Prete. You are reading questions on only one side of the matter 
in a record without reading the entire record on that specific subject. 

The Cuarrman. Do you want the entire record read and take the 
time todo it? Wewilldoit. Then Mr. Trippe must come back here 
every day next week. 

Mr. Pirie. Just stipulate the whole record in, then it is there with- 
out leaving part of it out. 

The CuHarrmMan. I deem it perfectly fair, Mr. Pirie, and I am 
conducting this investigation, or, rather, the committee is, under my 
guidance, and I will take the brunt of any criticism that may be leveled 
against the work of the committee. 

You can express yourself any way you wish now; anything further 
you want to say : about it ? 

Mr. Pir. No, I have said what I have to say. 

Mr. Stneman. In order to straighten out the record, Mr. Chairman, 
may I state that to my knowledge, and to the knowledge of the other 
counsel on the staff of the subcommittee, there is no testimony on the 
other side with respect to this precise point that I am about to read. 

If there is, in this voluminous record—and as Mr. Pirie knows, 
there are some 20 volumes of record in the CAB on this case—if there 
is we will be happy to have it pointed out to us and put in the 
record right beside this. 

But since we know of no other testimony in this case we are giving 
Mr. Trippe the opportunity at this time to answer the charge that 
was made in sworn testimony by Mr. Beard before the CAB. 

And with your permission, Mr. Chairman, I should like to continue 
to read that. 

The CHarrMAn. Yes. 

Mr. Sineman. This is from page 3358 of the transcript: 

I might point out at this time, also, that in the course of our conversation 
Mr. Morrison made a statement to me which was later reflected in the experi- 
ence we had. I cannot recall his exact words and I bring this up at this time 
because there is a related conversation I had later in Bogota. I cannot recall 
Mr. Morrison’s exact words but the sense of his statement to me was, of course, 


they had no intention of helping us in any way. And quite the contrary. 
Q. That is, Pan American had no intention ?— 


This was Mr. Morrison speaking. 


And quite the contrary, they would do everything in their power to prevent 
our operation and if they could not prevent it, they would delay it, and when 
they were no longer able to delay it, they would interfere with it. 

The Cuatrman. I want to state this also, Mr. Trippe, and say to Mr. 
Pirie, if you wish to come back, Mr. Trippe, at some future time to 
combat this orally you have a perfect right to do it. Just ask me and 
we will arrange for it. 

In lieu thereof, you have also the right to take the record, take this 
statement that has been read into the record, and counter to it in any 
way you wish. 

Mr. Trrere. Thank you, Mr. Chairman. 

The problem is, that you and the other members of the committee 
will never read the whole record with the other side of the argument. 
You get only one side. It is unfortunate, Mr. Chairman, but there 
does not seem to be any other way to handle it if counsel reads only the 
charges made by our « competitors and not our rebuttals and the final 
decision of the examiners or the Board. 
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The Carman. I certainly will assure you that I will read the rec- 
a b do not know that every member will read all in the record, but 

will. 

The important thing is that the report is based on the record that 
is made, and it is the report that is important. We should have from 
you every source of information to help us. 

We do not want to have any one-sided report. The report is the im- 
ortant thing that will stem from these proceedings, you see. There- 
ore, I think you should go over this with great care and put whatever 

you want to in the record to counter. 

Mr. Tripere. Thank you. 

Mr. Stneman. Mr. Trippe, is it not also correct that these negotia- 
tions among Mr. Morrison, Mr. Beard, and Mr. Braniff, stretched on 
for more than a year before Mr. Morrison abruptly called off all nego- 
tiations and refused to permit Braniff to use any of your facilities at 
Rancho Boyeros, except for the landing strip itself? Are you familiar 
with that situation ? 

Mr. Triere. No, I am not. But is the thought there that we ought 
to turn over our facilities that we own and paid for, other than the 
public facilities to the Braniff Co.? Is that. the thought that you wish 
to convey that we should, or that Mr. Beard thought we should ? 

Mr. Stneman. No, sir. I believe the negotiations concerned fees 
for the use of the facilities at Rancho Boyeros—it was not to be turned 
over—lI merely asked if you were familiar with that ? 

Mr. Triprr. All of the areas that were related to the use by other 
carriers were not included, I understand, as you asked the question. 
You are only talking about certain facilities we have there for our own 
company use, you dhoushit might be made available, also? 

Mr. Stneman. No, sir. I was talking about the use of the airfield, 
upon which the planes could land. 

Mr. Trips. That is the airstrips, though? 

Mr. Stnoman. Yes, sir; taxiing strips as well as the landing stri 
I am talking about the terminal, and the use of the terminal for the 
purpose of discharging and taking on passengers. I am talking about 
the radio and ticket dispensing facilities at the terminal, and I am 
talking about all of the other facilities at the terminal that might be 
necessary for the use of an airline in transportation service. 

Mr. Triere. Let us make that clear, what you do mean. Airlines at 
Idlewild Airport, for example, have their own ticket counters. They 
are each building their own terminal buildings. Eastern, United, 
American, TWA and Pan American will have their own facilities. 
They do not have to share these with competing airlines. 

If you are talking about the taxi strips and landing strips I would 
think that Braniff flid have the right, even though we paid for them. 
We sought to get him to buy his rare of the original cost less depre- 
ciation, Pan American having put them in baton by. 

I do not understand that he was willing to do that. 

Mr. Sineman. When Braniff was refused the right to taxi its planes 
up to the terminal at Rancho Boyeros did not Mr. Braniff offer to 
build his own terminal facilities on his own land at the other side of 
the field, provided only that Pan American would give him permis- 
— to build a taxiing strip from the landing strip to the terminal 
site 


Mr. Trrerz. That I do not know about. 
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Mr. Stneman. Mr. Chairman, I have the testimony, all of which 
will be put in the record, of Mr. Braniff that he offered to do that, 
and I have also here, a telegram from Mr. Beard of Braniff Airways 
addressed to Pan American Airways, attention Howard B. Dean, vice 
president, which I should like to read. 

The CuHarrman. Go ahead. 

Mr. SineMAN (reading) : 


Reurtel February 10 discontinuance of TACA service at Habana makes it 
possible for you to provide us counter space, ramp service, and other services as 
provided to other United States flag and foreign flag carriers at Rancho Boyeros 
Airport and we again request such a contract. In lieu of such contract, will you 
give us authorization to construct taxi strip from runway to property off the 
airport to provide access to our own terminal? 


I should like, also, to read the reply to that telegram dated March 5, 
1948, which is a telegram from Howard B. Dean, vice president, Pan 
American Airways, addressed to Charles E. Beard, executive vice 
president, Braniff Airways, Inc. 


Copy, Morrison, G T. Baker, present users Rancho Boyeros Airport have had 
application in for additional space for long period of time. Space released by 
TACA has been made available to another tenant. We unwilling to authorize 
additional construction taxi strip. Baker, National Airlines, in New York yester- 
day and reports he is preparing plan for formation terminal company. Pan 
American most anxious liquidate its investment at Rancho Boyeros through 
formation such company, and have urged Baker to proceed as rapidly as pos- 
sible. Am sending copy this wire to Baker. Suggest you contact him. 


I offer these telegrams for the record. 
The Cuarman. They may be inserted. 
(The documents are as follows :) 


{Telegram] 
Makxca 3, 1948, 
Pan AMERICAN AIRWAYS, 
Chrysler Building, 135 East 42d Street, 
New York, N. Y. 
(Attention: Howard B. Dean, vice president.) 


Reurtel February 10 discontinuance of TACA service at Habana makes it pos- 
sible for you to provide us counter space, ramp service, and other services as 
provided to other United States-flag and foreign-flag carriers at Rancho Boyeros 
Airport and we again request such a contract. In lieu of such contract will you 
give us authorization to construct taxi strip from runway to property off the 
airport to provide access to our own terminal? 

BraNirF Arrways, INC., 
CuHas. E. BEarD, 
Eawecutive Vice President. 


Marca 5, 1948. 
CHARLES EB. BEARD, 


Executive Vice President, 
Braniff Airways, Inc.: 


Copy Morrison, G. T. Baker, present users Rancho Boyeros Airport have had 
application in for additional space for long period of time. Space released by 
TACA has been made available to another tenant, we unwilling to authorize 
additional construction taxi strip. Baker, National Airlines, in New York 
yesterday and reports he is preparing plan for formation terminal company. 
Pan American most anxious liquidate its investment at Ranchos Boyeros 
through formation such company and have urged Baker to proceed as rapidly as 
possible. Am sending copy this wire to Baker, suggest you contact him. 


PAN AMERICAN AIRWAYS, 


Howarp B. Dean, Vice President. 
77632—57—pt. 1, vol. 437 
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Mr. Trrere. I think that makes the situation clear. We, with our 
own funds, built an airport, including the runways, in Habana. 
Braniff, or any other carrier certificated, would be free to do the same, 

We believe that competitors, if they wish to use these facilities, should 
at least share the cost equitably and the maintenance as well. Braniff 
was seeking to avoid sharing equitably in the capital cost and main- 
tenance—seeking to use these runways without joining in the airport 
terminal company. A terminal company subsequently was formed 
and took over the airport. 

Since that date Braniff and other competing carriers, including 
National, are using this facility owned and operated by a terminal 
company. And as far as I know they are all happy. 

That is the suggestion that we made at the time, and which I am 
glad to say has since been carried out. 

Mr. Maerz. Mr. Chairman, may I ask this question of Mr. Trippe: 

Is it your view that once Pan American builds an airport that it 
should be entitled to deny to all other commercial airlines the right to 
use those airport facilities, even though the other airlines are willing 
to pay Pan American reasonable landing fees and other charges? 

Mr. Trrppr. It is our view, as I just stated, that where an airport 
becomes a facility to be used by competing lines that it should be set 
up and owned as a community facility. And the capital costs less 
depreciation plus maintenance should be allocated between the dif- 
ferent users on an equitable basis. 

The fees—you say “reasonable fees”—the fees that were proposed 
to Mr. Braniff were the so-caled McGoldrick formula. Mr. Beard, 
I believe, was the author of that formula. That was the formula we 
suggested be utilized in sharing the cost of ownership and operation 
of that airport. I believe that formula is presently in use. 

Mr. Maerz. Probably I didn’t make the question too clear. If I 
may reframe the question. 

Do you feel that once Pan American builds an airport, it should 
have the right to exclude all other commercial airlines from using 
that airport even though those other commercial airlines are willing 
to pay Pan American reasonable fees for the use of that airport? 

Mr. Trrere. Reasonable in whose opinion ¢ 

Mr. Maerz. In Pan American’s opinion. 

Mr. Triere. If Pan American thought fees were reasonable and the 
arrangements were reasonable, why, of course, we would be delighted 
to have the costs of that airport shared, particularly the capital costs. 
That would usually be of direct benefit to our company. 

Mr. Materz. Well now, Pan American, as I understand it, has con- 
ae a number of airports, particularly in Latin America; is that 
right ? 

Mr. Trrere. I wouldn’t so characterize it. We know several have 
been constructed. 

Mr. Maerz. Several? 

Mr. Trippr. Where possible, of course, we have urged that local 
governments or political subdivisions build and operate airports. It 
was only as a last resort that we have undertaken such a responsibility. 

Mr. Maerz. Well now, what does Pan American regard as a reason- 
able fee for the use of an airport constructed by Pan American? 
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Mr. McCutxiocn. Might I interrupt there, because I do not believe, 
as far as I am concerned, that there is a meeting of minds between 
counsel and the witness. I think counsel is talking about rental or 

round fees, and you are talking—that is, the witness is talking—about 
oa which would include a part of the capital costs of building the 
airfield. 

The Cuairman. I rule that question out of order. That question is 
out of order. 

Mr. Tripre. Pardon me? 

The CuatrMan. The question is out of order and it will be stricken. 

Mr. Stneman. Isn’t it true that under Cuban law it was unlawful 
for Pan American to deny the use of a public airport to another air 
carrier authorized by the Cuban Government to engage in air trans- 
portation within its borders ? 

Mr. Trier. I don’t know anything about Cuban law, sir. 

Mr. Stneman. Mr. Chairman, I refer to this same testimony of Mr. 
Beard, from the transcript at page 3364: 

I then went to Cuba and discussed this matter with the Cuban Government, 
its Transportation Commission Secretary, and the head of its civil aviation, 
and I was informed that by Cuban law Pan American Airways could not either 
refuse us Service or the use of the field. 

Isn’t it true, in fact, Mr. Trippe, that only after Braniff made his 
complaint to the Cuban Government and Pan American was so in- 
formed, that Mr. Morrison finally agreed to resume discussions for 
use by Braniff of Pan American’s Rancho Boyeros facility ? 

Mr. Triere. No; it was my understanding that Braniff refused to 
participate on an equitable basis, in setting up a community company 
to own and operate the airport as we had been willing to do—which 
would have permitted Braniff immediate use of this airport on an 
equitable basis. 

Any delay in getting in was largely, I would say, due to Braniff 
under those circumstances. 

Mr. Stneman. Mr. Chairman, I would like to offer for the record 
the testimony of Mr. Beard in the North Atlantic Route Transfer 
case, and selected exhibits concerning the negotiations between Mr. 
Morrison and Mr. Beard. 

The Cuatrman. They may be inserted. 

(The documents are reproduced as subcommittee insert P at p. 
2954. 

(See PAA exhibits 6 and 7, pp. 3060, 3061, infra.) 

Mr. Stneman. Are you familiar with the fact that in 1944, Mr. 
Braniff, Mr. Thomas E. Braniff, was invited by the Mexican Minister 
of Communications to establish a new airline in Mexico to compete 
with Compania Mexicana de Aviacion S. A., then 100 percent owned 
by Pan American / 

Mr. Tripper. In what year was that ? 

Mr. Stneman. 1944. 

Mr. Trieve. No; 1 am not familiar with that. 

Mr. Stneman. We have here from that same case, Mr. Chairman, 
excerpts from the sworn testimony of Thomas E. Braniff, and he 
stated on page 3484 of that transcript, as follows, in answer to this 
question : 


Were you invited to organize a company to operate such services? 
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Perhaps I should go back: 


Mr. Braniff, did you in 1944 organize a Mexican corporation to conduct air 
radarann Mexico, known as Aerovias Braniff? 

es, S1r. 

Were you invited to organize a company to operate such services by the then 
Minister of Communications of Mexico? 

Yes, sir, 

Pursuant to that request, Mr. Braniff established Aerovias Braniff 
under a temporary authorization, did he not? 

Mr. Trurre. I don’t know. I don’t know anything about how or 
under what auspices Braniff set up his Mexican subsidiary company. 
I have heard of that company, but I don’t know anything about when 
it started or who invited Braniff to set it up and so forth. 

Mr. Stneman. In order to operate that new line it would have been 
necessary for Braniff to secure the right to use airport facilities at 
Merida, Vera Cruz, and Nuevo Laredo, all of which were controlled 
by CMA or by Pan American; isn’t that correct ? 

Mr. Tripre. I don’t know anything about Braniff’s Mexican fran- 
chise or where they were trying to operate. I know nothing of that. 

Mr. Stneman, Is it not true that CMA, that is Pan American’s 100 
percent owned subsidiary, repeatedly tried to forestall the establish- 
ment of Braniff’s new line? 

Mr. Trrerz. I don’t know. However, I can’t imagine they offered 
Braniff any free help. 

Mr. Stneman. Are you familiar with the fact that on Braniff’s 
inaugural flight CMA officials denied to Braniff’s plane the right to 
taxi up to the terminal building at Veracruz, would not permit it 
to take on or discharge passengers, and even refused it permission to 
purchase gasoline or use other facilities at the field? Are you familiar 
with that incident ? 

Mr. Trivre. No; Iam not. 

Mr. Stnoman. As a matter of fact, isn’t it true, Mr. Trippe, that 
it was not until a detachment of Mexican Army troops crashed through 
a locked gate and escorted a gasoline truck to the plane that the Braniff 
plane was permitted to take on gasoline and take off. Isn’t that true? 

Mr. Triere. I have never heard of such an episode. 

Mr. Stneman. Mr. Chairman, I’d like to read from this transcript 
of testimony by Mr. Thomas E. Braniff, at page 3497 of the transcript: 


Now during these periods— 
this is Mr. Braniff speaking— 


we were subjected by CMA and Pan American Airways to various types of inter- 
ference with our operations. For illustration, when we inaugurated the service 
from Mexico City to Merida, when we got to Vera Cruz the first stop, we were 
denied the use of any portion of the airport, except the landing strip. That is, we 
were denied the right to taxi up to the terminal and discharge our passengers 
and take on others. We were denied the right to gas or otherwise service our 
airplane. None of our employees were allowed on the premises and our passengers 
were denied access to the terminal building. 

The Mexican military were also using the Vera Cruz Airport and the matter 
having been called to their attention, they crashed the locked gate leading into 
the airport and allowed our gas tanks to come onto the airport and we were 
permitted to gas our plane. 


Mr. Trrere. Who stated this? 
Mr. Stncman. Mr. Thomas E. Braniff, Mr, Trippe. 
Mr. Trirere. When? 
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Mr. Stneman. He stated it in 1949 in sworn testimony before the 
Civil Aeronautics Board in the North Atlantic Route Transfer case, 
docket No. 3589, and I was leading—— 

Mr. Truvre. Was he an officer of this company that he is talking 
about ? 

Mr. Stneman. Mr. Thomas E. Braniff? 

Mr. Trirpe. Yes. 

Mr. Sineman. Mr. Braniff was president of Aerovias Braniff. 

Mr. Trrere. As an American citizen ? 

Mr. Stneman. Yes, sir. 

Isn’t it true, Mr. Trippe, that the Vera Cruz Airport was substan- 
tially improved with the use of United States Government funds? 

Mr. Tripre. Mr. Chairman, the same statement as this morning. 

Mr. Srneman. I read 

The Cuairman. You feel that is classified, do you not? You don’t 
have to answer it. 

Mr. Srneman. I read from the testimony of Mr. Braniff before a 
public session of the Civil Aeronautics Board in 1949 which is in the 
public records of the Civil Aeronautics Board. 

This is from page 3493 of the transcript: 

Mr. Braniff, in order for Aerovias Braniff to operate the licenses which it 
obtained from the Mexican Government, is it necessary for it to use certain 
airports which are either under the control of or occupied by Compania Mexicana 
de Aviacion?—A. Yes, sir, and/or Pan American Airways. 

Q. Yes. Will you identify those airports?—A. Merida, Yucatan, was in the 
hands of both Pan American Airways and CMA. Pan American coming in there 
as the international operator and CMA as the Mexican operator. 

Mr. Trrere. What, Mr. Counsel, do you suppose he means “in the 
hands of,” both companies? I must say the whole letter seems to me 
so out of context with what facts I know about the situation—my recol- 
lection and what I know about it is that Braniff 

Mr. Stneman. If you will let me—— 

Mr. Trrere. The Mexican company—may I finish, please? 

Mr. Srneman. I had not finished reading the transcript. As soon 
as I do that, of course, you can make any statement you want to. 

Mr. Triere, All right. 

Mr. Stneman (reading) : 

CMA came into Veracruz and had control of that airport. CMA owned the 
airport at Nuevo Laredo—those were the ones with which we were particularly 
concerned during our period of operation. 

Q. Yes. Were any of these airports either built or extended through the use 
of United States Government funds?—A. Yes; the United States Government 
had a part in the construction of the airports at Merida and Veracruz. 

The Cuarrman. Is this a hearing before the CAB? 

Mr. Stneman. Before the CAB, public session, in 1949. 

Mr. McCutiocu. Now, Mr. Chairman, as a part of that public 
hearing was Pan American a party and did they have an opportunity 
to testify, and were they represented by counsel on these matters that 
we are discussing now ? 

Mr. Stneman. Yes, sir; they were. 

Mr. McCunxocn. It is understood, Mr. Chairman, that in accord- 
ance with your statement, if they wish to incorporate in the record at 
ow a anything that was a part of the record, then they may 

0 so 
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The Cuatrman. Certainly. 

Mr. Stneman. I am sorry. I think I interrupted your interrup- 
tion, Mr. Trippe. Did you want to continue? 

Mr. Trrppr. I was going to say, Mr. Counsel, if I may, there were 
a series of controversies between these two Mexican companies, the 
Braniff people, in general, refusing to pay the landing fees at air- 
ports which have been referred to here, fees fixed under local law by 
the Mexican Government. 

The second part of the controversy had to do definitely with the 
use of private facilities which were built entirely at the cost of the 
Mexican company affiliated with Pan American. I am talking about 
terminal buildings, and facilities of that kind. 

There has been a long discussion about this controversy, all of which 
has come out many, many times. That is my understanding of the 
position and the real basis of the difficulties between these two Mexican 
companies; one made a substantial investment in terminal facilities, 
radio aids, and so forth, the other seeking to come in and utilize those 
without paying or being able to pay the appropriate fees established 
by the Mexican Government. 

When they were paid, I do not recall any further difficulties. 

Mr. McCu.tocn. I would like to ask if during the time complained 
of there was an offer to the complaining Mexican company to use the 
airport, if they met the offer of the company who owned and controlled 
the airport ? 

Mr. Tripre. I believe, sir, that the fees for the use of the runways, 
which were public runways under local laws, were fixed by the Gov- 
ernment. I understand the Braniff people complained from the 
beginning that the fees were too high. If they had been willing to 
pay the legally established fees, and gave notification of the schedules 
they proposed, it is my understanding, there would have been no fur- 
ther difficulties. 

When those were worked out, that the situations were smoothed out, 
and the companies operated as competitors for some considerable 
time—they may yet be, for all I know. 

The CuarrMan. Proceed. 

Mr. Srneman. Mr. Trippe, is it not true that this Mexican com- 
pany that you referred to, C. M. A., was then owned 100 percent by 

an American / 

Mr. Tripre. It was a company which became part of the original 
United States International Airline system. When Pan American, 
as an American flag enterprise, was given the right to fly in Mexico, 
it continued as a 100-percent-owned affiliate for several years. I am 
not sure of the date when the majority stock became owned by na- 
tionals of that country. I believe it was about this time, whether be- 
fore the date you are referring to or shortly after. 

Mr. Stneman. You still own a minority interest of about 40 percent, 
isn’t that correct ? 

Mr. Triprz. Yes; we do. It may be a little more than 40—42, I 
think we own. 

Mr. Stneman. Now, when this Braniff plane reached Merida, again 
it was not permitted to use the terminal facilities; isn’t that so, or aren’t 
you familiar with that event ? 

Mr. Triere. I am not familiar with the details. I gave you my 
understanding of the basic conflict between these two Mexican com- 
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panies. One built and paid for ground and technical facilities—the 
other hoped and tried to use these facilities without paying any part 
of their cost. This would not be allowed in this country, and it wasn’t 
allowed in Mexico. 

Mr. Stneman. Would this refresh your recollection, Mr. Trippe: 
Do you remember that when this plane reached Merida, Braniff’s pas- 
sengers were forced to climb through a barbed wire fence in order to 
get off the airport ? 

Mr. Trierz. No; I do not know that. I don’t believe that is true. 

Mr. Stneman. Well, I should like to read this one paragraph from 
the transcript of sworn testimony by Mr. Thomas E. Braniff, again 
from page 3497 : 

We proceeded on to Merida where our passengers were not permitted the use 
of the terminal and where we could not gas the plane. There were no Mexican 
military there to assist us, and our passengers had to climb through a barbed wire 
fence in order to get off the airport. 

Mr. Chairman, I should like to offer this entire exhibit for the 
record. 

Mr. Triere. There is no reference in what you have just read as to 
whether they asked, or filed any schedule of flights, whether they asked 
the permission to use it, whether they paid their past due bills for 
landing fees—none of those details are included. 

I hope that the chairman and the members of the committee will 
have that in mind. I hope when we file any further details we are 
able to get from Mexico, they will appreciate there are always two 
sides to such controversies between competing companies in other lands. 
How long would a company owned by Braniff, or anyone else, be 
allowed to land at Washington Airport by our Government or at 
Idlewild by the New York Port Authority without paying the legally 
fixed landing charges? 

The Cuarrman. We want to give you the opportunity to present the 
other side. There is always the reverse and the obverse of everything. 

(The testimony of Mr. Braniff is reproduced as subcommittee insert 
Q at p. 2975.) 

Mr. Stneman. Mr. Trippe, would you think that the purpose of this 
treatment by CMA, to restrain competition by Braniff notwithstand- 
ing the fact that Braniff’s operation had been approved by the CAB, 
by the President of the United States and by the axtien overnment, 
that the purpose 

Mr. Trierr. That isn’t so, Mr. Counsel. You are talking about a 
Mexican company of which our Government and the President of the 
United States, I am sure, have not any knowledge—and never have 
had, so far as I know. 

Mr, Stneman. Wouldn’t you say that the purpose of this treat- 
ment by CMA was in order to restrain competition 

Mr. Trrepr. No, I would say it probably was an effort to make this 
little new company, set up by Mr. Braniff, conform to the laws of the 
country where they were operating and pay fees, established by the 
an of that country, for landing at airports open to the 
public. 

Mr. Stveman. Mr. Chairman, I should like to read, with your per- 
mission, an entire letter—it is a very brief letter—addressed to Mr. 
F. C. Dyer, operations manager of Aerovias Braniff, from Mr. E. R. 
Silliman, manager of Compania Mexicana de Aviacion at Bolivar, 
Mexico, dated February 16, 1945. 
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(The document referred to is as follows :) 


CoMPANIA MEXICANA DE Avracron, 8. A., 
Mezico, D. F., February 16, 1945, 
Mr. F. C. Dyer, 
Operations Manager, Aerovias Braniff, 8. A., 
Apartado Postal No, 1441, Ciudad. 

Dear Mr. Dyer: In reply to your letter of February 12 I advise that in view of 
the competitive aspect of your proposed operations, we are not now prepared to 
enter into any definite agreement covering the use of ground facilities at our 
airports. 

Very truly yours, 
B. R. Smurm an, 


Mr. McCutiocn. What date was that? 

Mr. Stneman. February 16, 1945. It was during these discussions, 
Mr. McCulloch 

Mr. Triepre. Mr. Counsel, it is clear that that did not include any 
public facilities—only facilities that his own company themselves pro- 
vided ; no public facilities or facilities that should be made available 
to other airlines under Mexican law. 

Mr. Stncman. Were there any public facilities there at that time? 

Mr. Tripre. I am sure there were, yes. 

Mr. Stroman. What were they? 

Mr. Triprz. The runways and the facilities that under the laws of 
that country are available for use by all. 

Mr. Styeman. Mr. Trippe—— 

Mr. Triere. But at prescribed fees, I must point out. 

Mr. Stveman. Mr. Trippe, we discussed this morning the alleged 
turning off of lights at Ciudad Trujillo; isn’t it true that one evening 
in 1945 on a trip from Merida to Nuevo Laredo, one of Braniff’s planes 
met with a similar incident over the Veracruz, Mexico, airport, which 
was managed by CMA, then controlled by Pan American? 

Are you familiar with that incident? 

Mr. Triere. No, I am not. 

Mr. Stneman. With your permission, I should like to read, Mr. 
Chairman, from a report of the pilot of Aerovias Braniff, a report to 
Mr. Braniff, concerning the Veracruz field light episode. This report 
is dated September 26, 1945: 


ArroviAs Brantrr, S. A., 
September 26, 1945. 
Memorandum to Mr. T. EB. Braniff, Mex. 
From R. W. Pears, Mex. 
Subject: Veracruz field light episode. 


On July 1, 1945, the undersigned departed Merida at 17:22 in airplane 
XA-DUI on the first scheduled flight of trip 11. 

The Mexican pilots on this trip were Alfredo Lezama and Antonio Excalante. 

At 19:18 trip 11 was abeam Minatitlan and this position was reported to 
Aerovias Braniff radio at Veracruz with estimated arrival time Veracruz 19: 47. 

Shortly after this position report our Veracruz radio operator called trip 11 and 
reported that the Veracruz airport would not be lighted for our arrival and that 
no radio aids would be available, this information having been given to him by 
CMA Veracruz. 

The Veracruz radio range frequency of 347 kilocycles was tuned on our Sperry 
radio receiver but could not be heard so it was assumed that this facility was not 
operating and our Sperry receiver was then tuned to the Veracruz commercial 
broadcast, station XETF, 1250 kilocycles and trip 11 homed toward this station 
descending to flight plan and arriving over the city of Veracruz at approximately 
19: 45. 
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The Varacruz control tower was called on 2870 kilocycles from our positon over 
Veracruz, and again we circled the field, but no answer was received. 

As trip 11 turned toward the airport from its positon over Veracruz, the airport 
lights came on ineluding boundary lights, ramp lights and terminal building 
lights. enabling the flight to accomplish a normal landing at 19: 59. 

‘Assuming that no lights would be available on the Veracruz airport trip 11 
was prepared to accomplish a parachute flare landing using the following pro- 
eedure—Lower landing gear—reduce airspeed to 120 miles per hour, then fly a 
course of 200° magnetic for 2 minutes from a position over center of city, drop 
one flare at 2,000 feet altitude, execute a 240° turn to the right and land east 
on runway. This plan was not required since airport lights were turned on. 


R. W. PEARS. 


I offer this for the record. 

Mr. McCutiocn. Was that a regular scheduled flight ? 

Mr. Stneman. Yes; it was the inaugural flight of Aerovias Braniff. 

Mr. McCuuxocn. The inaugural flight? 

Mr. Stroman. Yes, sir. 

Mr. McCuttocu. Apparently no contractual arrangements had been 
entered into between Braniff and the other Mexican company which we 
have been mentioning ? 

Mr. Stneman. I have no knowledge about that. 

Mr. Pirte. Do you happen to have exhibit PC 455? 

Mr. Srneman. 455? 

I don’t have it here. 

Mr. McCuttocu. Could we hear it? 

Mr. Pirre. Which says the field was lighted promptly upon request 
from the ship. If there was any delay or if the lights had not been 
turned on prior to the plane’s arrival, it was just because Aerovias 
Braniff deliberately refused to file its flight plan or estimated time of 
arrival in contravention of regulation requirements and contrary to 
the most elementary safety precautions. 

Mr. Stneman. Could you tell us what you are reading from? 

Mr. Pir. That is an excerpt from exhibit PC 455 in the same 
docket from which you read. 

Mr. Sineman. Do you know who is talking ? 

Mr. Prem. I donot. Ido not have that here. 

(PC 455, an article from American Aviation magazine, is repro- 
duced as subcommittee insert R at p. 2996.) 

Mr. Sineman. May I read, Mr. Chairman, a portion of a letter dated 
July 3, 1945, from E. R. Silliman, general manager of CMA to Aero- 
vias Braniff ? 

As a matter of fact, I will read the entire letter—it is very short. 

CoMPANIA MEXICANA DE AVIACTION, 8. A., 
July 3, 1945. 
AEROVIAS Brantrr, S. A., 
Paseo de la Reforma #1, Mezico, D. F. 
Attention: General Manager: 

Dear Stirs: As a courtesy principle, we wish to inform you of the instructions 
given today to our airport managers at Veracruz, Ver. and Merida, Yuc.: 

“Airport personnel will not furnish Aerovias Braniff any service, nor will it 
Permit said company to use the buildings, installations, equipment, and other 
auxiliary facilities; it is expressly excepted from the foregoing the permit to 
land and takeoff, and the use of runways, as provided for in the regulations in 
force, as also the meteorological information necessary for the safety of flights 
and landings which Aerovias Braniff may request. In each case the runways 





2864 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


and information services are used, the corresponding charges will be collected 
from said company. 

“It is forbidden for Aerovias Braniff personnel and ground equipment to enter 
the airports, and adequate measures therefor are to be taken.” 

Respectfully, 
BE. R. Smtitiman, General Manager. 

Mr. Stneman. Now, Mr. Trippe, would you explain how it would 
be possible for Aerovias Braniff to file a flight plan with the Veracruz 
Airport if they were not permitted to enter the airport? 

Mr. Trrere. Yes; on radio. 

Mr. Stneman. The report of the pilot was that he filed a report to 
the Vera Cruz Airport by radio at 19:18, that his position was re- 
nee to Aerovias Braniff and they were told of their impending 
arrival. 

Mr. Tripper. You can obviously see that there is a conflict of state- 
ments between the Braniff Airways’ Mexican company, the pilot, and 
the witnesses there who testified to the contrary. 

Mr. Scorr. Could we not simplify this a little by ascertaining 
whether all of this has not been heard before the CAB, and finding 
out if they came to some conclusion. What was their decision ? 

Mr. Stneman. They did not come to detailed conclusions on these 
incidents. It was part of a very long and complicated proceeding, 
involving the dismemberment of National Airlines, and the proceed- 
ing began quite differently from the way it ended. These things got 
lost in the shuffle. 

Mr. Scorr. We are getting scraps and otherwise. I was just won- 
dering. 

Mr. Pires. The examiner did make findings on some of these mat- 
ters. They were not gone into in great detail because they were found 
to a large extent irrelevant. There were some findings by the exam- 
iner in both of the cases you have been reading from. 

The Cuarrman. You say that they were all found irrelevant? 

Mr. Pirie. I said that they were not gone into in detail because 
so many of them were found to be largely irrelevant in the examiner’s 
report. 

Mr. Triprr. This controversy was between two Mexican companies 
which both operate under the laws of that nation. For any legitimate 
kick it had, Braniff Airways’ Mexican company had full opportunity 
under the laws of that country to make its position clear. 

The Cuarmman. You are right, Mr. Trippe. But the CAB in 
accordance with the principles and the law that govern the CAB could 
well say that these matters are relevant as to how a United States com- 
pany operates in foreign parts. 

And the antitrust laws are not limited to our borders. They go 
beyond our borders. We are therefore interested. 

Mr. Triepve. Mr. Chairman, from what I know, this controversy had 
to do with the effort of a new Mexican company to operate an airline 
with no ground investment to speak of, and compete with a company 
that had very large and substantial ground investments and wanted 
to stick to the laws of that country, in terms of what fees would be 
paid for the use of such facilities by others. 

Mr, Stneman. Mr. Trippe, you keep referring to this as being a 
dispute between two Mexican companies, but is it not correct that 
this practice by CMA, in preventing competition by Braniff, and these 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2865 


occurrences at Veracruz and Merida were in accordance with Pan 
American’s policies ? 

Mr. Trrere. No, I wouldn’t say rm were either in accord or not 
in accord. They were worked out, as I see it, in terms of a competi- 
tive situation in that country and under the laws and regulations of 
that country. 

Mr. Stneman. It is true, is it not, that two vice presidents of Pan 
American endorsed these prnctioess Are you familiar with that fact ? 

Mr. Triere. Did what? 

Mr. Sineman. That two vice presidents of Pan American endorsed 
these practices. 

Mr. Trrere. As being within the laws of Mexico ¢ 

Mr. Stneman. Approved them as being Pan American’s policies or 
in accordance with Pan American’s policies? 

Mr. Trivrez. No, I do not know that. 

Mr. Stneman. Mr. Chairman, I should like to read from the sworn 
testimony of Mr. Braniff which we referred to before and is already 
in the record. On page 3490 of the transcript: 


Q. Did you call to— 
well, I should go back— 


Mr. Braniff, in connection with your problems and difficulties with Compania 
Mexicana de Aviacion, did you ever discuss the subject with Mr. Howard Dean, 
an officer of Pan American Airways?—A. Yes, sir. 

Q. Did you have a meeting with Mr. Dean in Habana and discuss the subject 
with him?—A. I met Mr. Dean at Habana, not by appointment but by accident. 

Q. Did you call Mr. Dean’s attention 

Mr. FRIENDLY. May we have the date? 


By Mr. Hieusaw. Could you furnish the examiner and Mr. Friendly with 


the date as close as you can recall? 
My recollection is that it was either in the latter part of 1945 or the early 


part of 1946. 

Q. Did you call Mr. Dean’s attention to the situation in Mexico, about which 
you will be asked to testify in a moment?—A. Well, I don’t know what I am 
going to testify to in a moment but I called his attention to what we regarded 
as a misconduct on the part of Compania Mexicana Aviacion with respect to 
our presence in Mexico and asked him if that represented the policy of Pan 
American Airways or whether it was merely the attitude of the people connected 
with Pan American Airways, and/or Compania Mexicana Aviacion in Mexico. 

Q. What was Mr. Dean’s reply?—A. His reply was that he guessed that it 
represented the policy of Pan American Airways. 


I should like to read further from page 3503 of the transeript—— 

Mr. Trrepe. Before you leave that, Mr. Counsel, I know of no such 
policy that is the policy of Pan American Airways. Mr. Dean may or 
may not have said that. I do not know, but so far as I know, there is 
no such policy, as you describe it, in Pan American Airways. 

- am sure that our directors have never even heard of any such 
policy. 

Mr. Stneman. Mr. Trippe, don’t you recall discussing this matter— 
you yourself discussing this matter with Mr. Braniff as well? 

Mr. Trtrre. Discussing which matter ? 
uae Smvanan. This Compania Mexicana treatment of Braniff in 
MEXICO ¢ 

Mr. Trirrr. I probably have discussed it and ventured the hope that 
his company would pay fees for the use of facilities that represent a 
very large investment and not try to high-pressure their use without 
proper compensation. 
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Mr. Quieter. Mr. Trippe, it sems to me from my recollection of the 
testimony in this whole line of questioning it has been that these occur- 
rences occurred on the initial flight of Braniff. 

You keep referring to the fact that they owed back bills that they 
ought to pay up. I don’t see how that falls in at all with the evidence 
that has a. a here. These instances occurred on Braniff’s 
initial flight in Mexico. 

Mr. Trirre. I doubt that very much. 

Mr. Quieter. The testimony is that. 

Mr. Trrere. Initial flight, perhaps, on some particular route or 
landing ATA certain airport, but I doubt very much that it was the 
initial flight by his Mexican company’s plant in Mexico. 

Mr. Stneman. The testimony so far—I believe, Mr. Quigley, is 
right, Mr. Trippe, so far. 

Mr. Quictey. That is the impression that I got, or gathered that 
this was their initial flight and yet you keep referring to the fact that 
this was a collection technique to make them = some back bills. 

I am wondering how they had any back ills if this was the first 
time they tried to use any of your facilities. 

Mr. Scorr. Does anybody know whether this was their first flight 
in Mexico or their first flight from Nuevo Laredo to Veracruz? Does 
an em, know that ? 

Mr. ripre. No, sir; I do not. 

Mr. Quiciey. I don’t know. 

Mr. Stneman. I should like to read, Mr. Chairman, from pa 
3491 of this same transcript, again being the testimony of Mr. Braniff. 

Q. Did you met with Mr. Trippe in New York to discuss this situation?—A. 


Yes, sir. 
Q. As far as you can recall, what was the date of that discussion? 


* * * * * * 


I am going to skip a few irrelevant details. 
The Witness. I would say that would bring it into 1946. 


Mr. Scorr. Counsel better be careful—he might have to skip the 
entire inquiry. ' 

Mr. Stneman. I can read it if you would like. 

Mr. Scorr. You referred to irrelevant details. : I issued a note of 
warning that you might have to skip the entire thing. I do not want 
to prejudge it. : 

. Srneman. I will read the entire thing. 

Q. As a result of this discussion did you met with Mr. Trippe in New York 
to discuss this situation?—A. Yes, sir. 

Q. As far as you can recall, what was the date of that discussion? 

Examiner WRENN. Let us get the date of that meeting with Mr. Trippe. 

Mr. Hieusaw. That is just what I asked, Mr. Examiner. 

The WItNEss. Well, subsequent to my discussion with Mr. Dean. 

Examiner WRENN. Can you make it any more definite? 

The WitNEss. No, but I would say that would bring it into 1946. 

Mr. Trrerz. When ? 

Mr. Stneman. Into 1946. 


By Mr. HicHsaw : 
Q. Was that at this luncheon discussion held at the Sky Club?—A. Yes, sir. 
Q. In the Chrysler Building?—A. Yes, sir. 
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Q. Did you at that time call to Mr. Trippe’s attention what you regarded as 
the improper activities in Mexico of Compania Mexicana?—A. Yes, sir; and 
Pan American Airways. 

Q. Did you address the same question to Mr. Trippe which you had addressed 
to Mr. Dean with respect to whether or not this was merely the activities of 
the Compania Mexicana or some subordinates of Pan American or whether or 
not it represented the company policy? 

Mr. Trierz. May I ask a question? Is this Mr. Beard or Mr. 
Braniff ¢ 

Mr. Stneman. Thisis Braniff. 

Mr. Trrepe. Mr. Braniff you are talking about ? 

Mr. Stneman. Yes. 

A. Yes, sir; I did. 

Q. Did Mr. Trippe defend the policy?—A. Yes, sir, he did. 

Q. Did Mr. Trippe in any way disavow the policy ?—A. No, sir. 

Do you recall that conversation, Mr. Trippe ? 

Mr: Trrere. No; I don’t. And I think there must be some mistake 
because the name of the clubh—— 

Mr. StnemaNn. Is the Cloud Club. 

Mr. Trrere. Is not the Sky Club. 

Mr. Stneman. He said Sky Club—that is the way I read it. 

Mr. Tripre. I don’t recall that. But I do recall a number of talks 
with Mr. Braniff about this question of fees. He kept saying they were 
outlandish. They might be in terms of domestic fees in this country, 
for the use of municipal fields where there are a great many landings 
per day, but an airport where there are 1 or 2 landings per day, the 
fee situation is very different. And it is my recollection that the 
formula used in computing these fees which was recommended to the 
Mexican Government and approved, is the formula that was developed 
by Mr. Beard himself, in connection with the domestic services in the 
United States. 

; That is where I think the controversy started. It was a question of 
ees. 

Mr. Stroman. Mr. Trippe, I think we will move on then to the 
question of landing fees, and ask whether, in addition in 1945, I 
believe it was, on this same inaugural flight by Braniff, didn’t CMA 
surround Aerovias Braniff’s plane with trucks at Merida Airport 
. we to prevent its taking off when a dispute arose as to landing 

ees 

Mr. Trrepe. Now, you are getting, Mr. Counsel, to my recollection 
of the controversy—I think the Braniff people said, “These fees are 
improper and we are not going to pay them.’ 

They were advised, “You will have to take that up with the 
Federal Government, the authority establishing the fees after first 
approving them. So far as we are concerned they were going to be 
paid. You are free, however, to appeal or kick to the Government.” 

We didn’t want—I am speaking for our Pan American interest 
as a stockholder—these facilities to be used by anyone without paying 
the legal landing fees. You can appreciate our position, I am sure, 
Mr. Counsel. 

The Cuamman. Yes, we do. Let us get the facts, whatever they 
are, and you answer them. 
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Mr. Srncman. Would you recall that one of their planes was sur- 
sere by trucks at the Merida Airport and prevented from taking 
off. 

Mr. Trrere. I had heard some such story, Mr. Counsel. Yes, that 
is one I do recall. It was entirely a matter of landing fees; unwill- 
ingness to pay fees established by the Mexican Government, not by 
our Mexican company. 

Of course, Pan American had nothing at all to do with this matter. 

Mr. Srneman. Is it a normal practice for Pan American or its 
affiliated companies to demand cash from the crew of each landing 
plane for landing fees ? 

Mr. Trips. If there is an itinerant plane coming through and 
credit arrangements are not made in advance, I think that is cor- 
rect. Normally they are made in advance, so far as I know. Flight 
plans are filed. Appropriate credits are set up. That is common 
practice on international flights. 

Mr. Stneman. Wasn’t the landing fee demanded by CMA at Mer- 
ida, almost three times as much as the fees being charged CMA by 
American Airlines, at Monterrey, which CMA had refused to pay, 
because it believed it to be excessive? 

Mr. Triere. I know nothing of the amounts. The fees were stip- 
ulated by the Mexican Government, and included the cost of opera- 
tion and maintenance of the fields. 

(The subcommittee obtained from the CAB the following letter 


relating to this matter :) 


Jury 31, 1945. 
Hon. Grorce 8. MESSERSMITH, 
Ambassador of the United States in Mezico, 
American Embassy, Mevico, D. F. 

Dear Mr. AMBASSADOR: At your suggestion I am pleased to report develop- 
ments since our last conversation on the airport situation at Veracruz and Merida. 

CMA continues to refuse to permit us to use the facilities of either airport. 
We are permitted to land at both airports, but are refused clearance by CMA, 
who have charge of the control tower, until we have paid them the extortionate 
fees that they demand. 

Attachment hereto is copy of a letter I wrote to Gen. Alfredo Lezama Alvarez 
on July 25, 1945, concerning this subject. In connection therewith it is interesting 
to know that CMA refused to use the airport, until they were forced to do so by 
the Secretary of Communications as a measure of safety, constructed by American 
Airlines at Monterrey because of what they claimed were unreasonable charges. 
American Airlines charges them and us and other airlines $30 (pesos) a landing 
which, considering all circumstances, is probably a reasonable fee. You will 
observe that CMA is seeking to charge us $85 (pesos) a landing and in addition 
thereto deny us the facilities of ramp and gassing and terminal for passengers, 
ete., Which are made available to American Airlines. 

The obvious intent of all of this is to destroy us either by inconvenience to our 
passengers, or by extortionate charges, or by both. 

I advised you previously that they blocked the departure of our airplane at 
Merida by surrounding it with their trucks, until we met their demands. Now 
they refuse to give us control tower clearance. We are still paying the amount 
they demand under protest. 

We have recently had an opportunity to read the concessions held by CMA 
covering the use of the airports at Veracruz and Merida. These concessions 
contain the following clauses: 

“Nineteenth. The company will take care of all landing fields at the points 
mentioned in the first clause hereof, and will see that same be kept in perfect 
service conditions. 

“Airports and airfields constructed by the company, even though same shall be 
considered as its property for the term of this contract, shall be destined to public 
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service, and the company may charge fees for landings and services in accordance 
with the tariff previously approved by the Department.” 

Sr. Pedro Martinez Tornel, Minister of Communications, advised our attorney, 
Lie. Antonio Correa, that he had called Mr. Silliman into his office to discuss 
this matter and that Mr. Silliman took the position that these airports were 
the private property of CMA ; that CMA had agreed to reimburse the United States 
Government for the funds used to construct them, and that they had no more 
obligation to permit competitive airlines to use them than they would have to 
permit them to enter their private dwellings. Mr. Silliman further suggested that 
if any other airline wanted to serve Merida it should build its own airport. 

The Minister expressed to Lic. Antonio Correa considerable distress and bewil- 
derment as to what his official procedure should be because he had been unable 
to obtain any evidence of the contracts between CMA and the United States 
Government, or between any department of the Mexican Government and the 
United States Government. He is seeking to obtain this information and is 
withholding his decision until the information has been obtained. It is the opin- 
ion of our attorney that the Minister of Communications has ample authority 
to dispose of the question of the use of the facilities at the airports and the price 
to be charged therefor. 

We are carrying on a daily scheduled operation from Mexico City to Merida 
by way of Puebla and Veracruz by taking on enough gasoline at Veracruz, under 
the protection of the Mexican military at the Veracruz airport, to fly to Merida 
and return to Veracruz with ample reserve. This extra load of gasoline limits 
our load to 13 or 14 passengers instead of the 21 passengers for which we have 
eapacity. We provide our own gasoline and gassing facilities. The Merida air- 
port is not a Mexican military airport and therefore we cannot secure the same 
protection and are not permitted by CMA to bring our own gasoline on to the 
airport. 

In order that you may have full information concerning the history of our 
negotiations with the Mexican Government and the developments which have 
occurred since we obtained our permits, I enclose herewith an English translation 
of a letter which I addressed to the President of the Republic on the 23d of this 
July. 

Trusting this is the information desired by you and with personal regards, I am 

Cordially yours, 
T. BE. Branirr, President. 


Mr. Stneman. Did C. M. A. at that time charge more for com- 
peting airlines than for noncompeting ones ? 

Mr. Triere. I don’t know. But I am confident whatever they did 
was in conformity with the laws and procedures of their own Govern- 
ment. 

(See PAA exhibits 8 and 9, pp. 3061, 3062, infra.) 

Mr. Stneman. In 1949 wasn’t there a similar landing fees dispute 
or discussion, at any rate, between Pan American and Chicago & 
Southern Airlines concerning the landing fees at Pan American’s 
Agramonte Field near Camaguey, Cuba. Are you familiar with that? 

Mr. Trierr. No; I am not. I believe you referred to a wrong air- 
port, did you not? The controversy had to do with the airport at 
Havana. There were proposed, as I said a minute ago, that a joint 
company owned by all of the users of the field be set up to own and 
operate the airport. 

Mr. Stneman. That may be another dispute which we don’t know 
about, Mr. Trippe. 

Mr. Trier. There was a controversy, but it was soon settled to the 
satisfaction of all concerned. 

Mr. Stneman. I was referring to the one at Camaguey, Cuba. Do 
you have any recollection of that? 

Mr. Trrere. No; I am not familiar with the details. 

Mr. Stneman. Do you or does anyone with you recall that at that 
time Chicago & Southern Airlines, which has since been merged 
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with Delta, wanted to use Agramonte Field as an alternate field in 
order to comply with CAA requirements and that the President esti- 
mated it would be used only about once or twice a year? 

Mr. Tripper, I do not know anything about the details of this 
discussion. 

Mr. Stneman. At that time is it also true or do you recall that Pan 
American refused to permit Chicago & Southern to use this Camaguey 
Field as an alternate unless it was willing to pay a charge of $36,000 
per year? 

Mr, Triere. No; I do not. 

Mr. Stneman. Are you familiar with the fact that this charge was 
based upon a rate of $104 for every round trip C. & S. made between 
Havana and Jamaica, whether or not the field was actually used? 

Mr. . My understanding is that the user fees, in general, 
were premised on the so-called Chicago formula which was applicable 
generally in the airline industry. 

Mr. Srneman. But it was because of that charge, was it not, that 
C. & C. was forced to go to Havana and use that field rather than the 
Camaguey Field, was it not? 

Mr. Tripre. That I do not know about. 

(The testimony concerning C. & S. use of Camaguey is reproduced 
as subcommittee insert S at p. 3002.) 

(See PAA exhibit 10, p. 3002, infra. ) 

Mr. Stneman. Now, at Bowen Field in Haiti, did not Pan American 
have a contract with the Haitian Government that required it to con- 
sult with the Haitian Government with respect to rates charged for 
fuel and other services ? 

Mr. Tripre. My recollection of the arrangement with the Haitian 
Government was that from the inception we hoped the Haitian Gov- 
ernment would build and take over the airport, would expand the 

resent airport that we had set up and take it over. Is that what you 
iave in mind ? 

Mr. Stneman. No; I think that came later, Mr. Trippe. I am refer- 
ring to 1948 when you had an operating contract, I believe, with the 
Haitian Government concerning the setting of rates for landing fees 
and other services at the airport. Do you recall that ? 

Mr. Trrere. You mean the contract between Pan American and the 
Haitian Government ? 

Mr. Srneman. Yes, sir. 

Mr. Tripre. I am not familiar with it. 

Mr. Stneman. Well, I would like to read just this one paragraph, 
Mr. Chairman, from the quarterly report on civil-aviation activities 
for April, May, and June of 1946, which is already in the record, but 
I should like to read one paragraph: 

According to article III, paragraph 2, of the existing contract between the 
company and the Haitian Government published in Le Moniteur on July 14, 
1941, Pan American and the Government are obliged to collaborate in the setting 
of rates to be charged and collected for refueling and servicing at Bowen Field. 

In spite of this provision, Pan American never consulted the Haitian Govern- 
ment on this matter of service rate, and failed to file a tariff schedule o* such 
charges with the proper Haitian authorities until April 9, 1946. 

The Embassy has been informed that a meeting is scheduled early in August 


between company officials and representatives of the Haitian Government to 
discuss revision of the present service charges for the use of Bowen Field. 
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The Haitian Government is of the opinion that the current rates are exorbi- 
tant, and it is known that its representatives will propose reduction up to 50 
percent of the present fees. The Department— 


that is the State Department— 
will be informed as to any agreement. 

You still do not recall those circumstances or that contract? 

Mr. Triere. No; I do not. 

Mr. Stneman. Now, returning to Mr. Braniff’s attempt to commence 
Latin American operations in 1946, is it not true that his executive 
vice president, Mr. Beard, visited the president of Avianca, the Colom- 
bian national airline, then 48 percent owned by Pan American, and 
that Avianca’s president, Senor Del Corral, told Mr. Beard that he, 
Del Corral, was going to do everything possible to prevent Braniff 
from obtaining a permit from the Colombian Government. 

Are you familiar with that incident ? 

Mr. Trrpre. No; I am not. 

Mr. Stneman. This is the testimony, Mr. Chairman, of Charles E. 
Beard, the vice president of Braniff Airways, which has been put in 
the record before: (Subcommittee Insert P, p. 2954). 

The purpose of my call on Dr. Del Corral was to determine whether or not we 
would be able to use the airport which they controlled and operated at Bogota. 

Examiner WRENN. Who did you say Dr. Del Corral was? 

The WITNESS. He was president of Avianca. They controlled the airport. I 
believe it is called Tacho. It was the only airport suitable for the type of equip- 
ment we proposed to operate. He told me in that conversation he was going to 
do everything possible to prevent our obtaining a permit from the Colombian 
sor but if we do he would be glad to negotiate for the use of Tacho 

rport. 

This was very similar to what Mr. Morrison had told Mr. Braniff 
concerning the establishment of his new Latin American service; is it 
not? I should say, “was alleged”; Mr. Morrison was alleged to have 
told Mr. Braniff. 

Mr. Triere. I am glad you put it that way, Mr. Counsel, because 
again, as I say, so far as I know we have no Pan American policy that 
would in any way relate to the discussions which officers of these na- 
tional companies are alleged to have had, and to which you refer. 

Mr. Stneman. Well, are you familiar with the fact, Mr. Trippe, that 
a Mr. Toomey—Humphrey Toomey, a vice president of Pan 
American—— 

Mr. Triere. I know Mr. Toomey. 

Mr. Stneman. Are you familiar with the fact that he attempted to 
exert influence in Argentina to prevent Braniff’s operations in 
Argentina ? 

Mr. Trierz. No; Iam not. 

Mr. Stveman. Mr. Chairman, I should like to read from a letter to 
Col. Jess B. Bennett, assistant to the president, Braniff International 
Airways, from Pedro Dodero, in Buenos Aires, Argentina, dated May 
10,1948. I willread part of the letter, Mr. Chairman: 

We are extremely happy to hear that you are starting your line down to Lima 
on June 1, and that your battle with other carriers has been satisfactorily solved. 
In reference to this, PAA’s Humphrey Toomey was down here trying to shift their 
battleground from the States to Argentina, and put difficulties in Braniff’s way. 


Oddly enough, he approached us to see if we could exercise our influence in 
order to get the Argentina Government to support his views, asking the American 


77632—57—pt. 1, vol. 4388 
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Government to consider both Pan American and Panagra as two independent 
lines coming into Argentina, therefore excluding Braniff from the Argentina 
picture. Needless to say, we flatly refused. 

I offer this letter and supporting testimony in the record. 

The Cuarrman. It may be inserted. 

(The documents referred to are reproduced as subcommittee insert 
T at p. 3006.) 

Mr. Tripre. This was a suggestion that Toomey assist in arrang- 
ing landing rights for Braniff, Mr. Counsel ? 

The Cuatrman. It was more than that. 

Mr. Stneman. I just read the letter, Mr. Trippe. As I under- 
stand it—one can draw many inferences from the letter—but let me 
just read this one sentence: 

Oddly enough, Mr. Toomey approached us to see if we could exercise our in- 
fluence in order to get the Argentina Government to support his views, asking 
the American Government to consider Pan American and Panagra as two inde- 
pendent lines coming into Argentina, therefore excluding Braniff from the Ar- 
gentina picture. 

Mr. Trivers. I didn’t get to whom this letter went or who is sup- 
posed to have signed it. 

Mr, Srineman. I will pass it down. It is a letter from Pedro Do- 
dero who was a general agent of Braniff Airways to one of the officers 
of Braniff Airways. 

Mr. Tripper. I am advised—now that I see who this letter was from, 
and addressed to, to point out that Mr. Toomey, in the National Air- 
lines route transfer investigation denied ever having had any such 
discussion with any of the Doderos in 1948 or at any other time. 

The CuHarrman. Where was this testimony? You say he testified. 
Where was this? 

Mr. Triere. Before the CAB, under oath, Mr. Chairman, that he 
had never had any such conversation in 1948 or at any other time. 

The CuHatrman. We will check on that, and we will endeavor to 
identify that statement. 

Mr. Pirie. In docket 3500. 

The Cuarman. Beg pardon? 

Mr. Pir. I believe the same one from which your exhibit is taken. 
In docket No. 3500. 

(See PAA exhibit 11, p. 3083, infra.) 

Mr. Stneman. Mr. Trippe, are you familiar with an attempt in the 
early 1940’s of a group of businessmen to establish a new airline in 
Columbia for the carriage of freight from Panama to Colombia, the 
new line to be called Pan-Colombian Aviation Co. ? 

Mr. Trrpprr. No; I never heard of such a company. 

Mr. Stneman. Mr. Chairman, I should like to read from a memo- 
randum made available to the committee by the CAB, a memorandum 
from a member of the staff of the CAB to members of the Board, 
dated July 10, 1942. 


I am attaching for your information copies of two confidential letters from 
George Rihl, vice president of Pan American Airways, to Thomas Burke of the 
State Department, both letters concerning the proposed creation within Colom- 
bia of a new air-freight line called Pan-Colombian Aviation Co. 

I would suggest that these two letters be read in connection with the copy of 
a letter from Mr. Rihl to Gonzalo Mejia, vice president of UMCA— 
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which I take it is your Uraba, Medellin & Central Airlines, a 100-per- 
cent subsidiary of Pan American— 


which was intercepted by the Office of National Censorship and which I cir- 
eulated to the Board on April 25. 1 

By so doing you will note that apparently Pan American is laying groundwork 
for at least a part of the same route proposed by Pan-Colombian. 

In paragraph 4 of Mr. Rihl’s letter to Mr. Burke, dated June 25, he mentioned 
that Martin Corral points out that Avianca will have to extend its service to 
Leticia in order to facilitate Pan Colombian. 

Paragraph 2 of the intercepted communication instructs Mr. Mejia to attempt 
to get rights for UMCA subject to transfer to Pan American, to operate a service 
to Leticia. I point this out because it would seem to indicate an interest on 
the part of Pan American greater than the prevention of reinstatement of 
former SCADTA personnel in the air transport business. 

I do not mean to disparage their motives, I think they might get more support 
by more forthright approach. I have checked with the Department of Com- 
merce, Latin American Division, and find that the person mentioned as pro- 
moting Pan-Colombian have no connection with any United States Government 
agency and that the few Government officials with whom they have sought 
support have turned them down. 

This same information was given me by Mr. Burden and I have so reported it 
to the Department of State. 


““T offer this memorandum and its enclosures for the record. 

(The memorandum and enclosures are reproduced as subcommittee 
insert U at p. 3008.) 

Mr. Maerz. Mr. Trippe, in June 1935 

Mr. Pirre. Have you completed with the airport and landing 
rights ? 

Mr. Mauetz. Yes. 

Mr. Pirie. I would like to read one excerpt from the examiner’s 


report in the North Atlantic route case referring to these various 
matters, which says: 
The testimony shows that there were two sides to most of the controversies 


and incidents and it does not prove the charges, many of which have been made 
on several occasions. 


Mr. Materz. In June 1935, Mr. Trippe, did Pan American enter 
into an agreement with Matson Navigation Co., and the Inter-Island 
Steam Navigation Co., for handling local air service between the 
United States and Canada? 

Mr. Tripper. Between ? 

FF ss we daa Between United States—I beg your pardon—and 
awail. 

Mr. Trirre. No; we entered into an agreement with two shipping 
companies on the west coast, looking toward their purchasing a con- 
siderable block of stock in Pan American, and to provide agency serv- 
ices abroad. 

Mr. Maretz. What were those two steamship companies? 

Mr. Trirrr. As I recall it, one was Matson and the other the Presi- 
dent Line. 

_ Mr. Marerz. The other was not the Inter-Island Steam Naviga- 
tion Co. ? 

Mr. Tripre. I do not think so; I think it was the President Line. 

Mr. Materz. Under this agreement, was it provided that Matson 
and the other steamship companies, both of which carried steamship 
passengers between the United States and the Hawaiian Islands, 
agreed to supply Pan American with capital necessary to inaugurate 
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a transpacific service in return for a 50-percent interest in a new air 
company to be formed for conducting the service ? 

Mr. Tripper. As I recall it, there was a contract. We can file the 
contract, if you are interested. It did contemplate provision of a 
substantial amount of additional capital which was very greatly 
needed at the time. 

Up to then there had been no ocean air service anywhere in the 
world. We were seeking additional capital from anyone who would 
be willing to give it to us. 

Mr. Marerz. Well now—— 

Mr. Trirre. This contract contemplated purchase of Pan Amer- 
ican’s stock by these companies, their providing agency services 
abroad as our foreign-flag air competitors had done with their own 
national steamship companies in many parts of the world; also an 
arrangement that contemplated at some future date when and if it 
seemed feasible to do so, a local service would be set up, in which they 
would participate. As I recall, we also were to have a participation. 

Mr. itsek I take it that you recall that this agreement was dis- 
approved by the CAB? 

r. Trippr. Yes; it was filed and disapproved. There was no 
Board—the Civil Aeronautics Act was not on the books—as I recall 
it, when the contract was made. 

Mr. Maerz. You are quite right. 

Mr. Trippe. Isn’t that right? 

Mr. Matetz. You are quite correct. 

Mr. Trirre, But when the act was enacted the contract was im- 
mediately filed. The act as passed contemplated that surface carriers 
were not to participate in air transportation. Therefore, the agree- 
ment was turned down. Also I think a similar arrangement with 
United States lines on the Atlantic. 

Mr. Matetz. I was going to come to that in a moment, if I may. 

Mr. Triere. All right. 

Mr. Materz. If I understand it, this agreement was disapproved 
by the Board upon the grounds that it would result in stifling compe- 
tition in air transportation between—— 

Mr. Triere. On the ground-——— 

Mr. Maerz. That it would result in stifling competition in air 
transportation between the west coast and Hawaii, not only for the 
present but for years to come. 

Mr. Tripee. I am not positive what the reason was. As I recall it. 
however, it had to do with the fact that surface carriers were precluded 
from going into air transportation under the terms of the new law. 
The agreement was filed as a matter of course. 

Mr. Maerz. We understand. With your indulgence we would 
like to read the Board’s opinion in this particular case. Not the entire 
opinion, but an excerpt, 3 CAB 547. 

It will be noted that Matson and Inter-Island were contemplating inaugura- 
tion of a Pacific air service prior to the commencement of discussions which led 
to the formation and execution of this agreement. In fact, the evidence indi- 
cates that the elimination of Pan American's most likely competition in that 
part of the Pacific area was one of the principal reasons Pan American entered 
into the agreement. This agreement might be termed a “compromise and con- 
cession” by Pan American designed to forestall outside competition in this area 


by Matson and Inter-Island and insure Pan American a half interest * * * 
between Hawaii and the west coast. 
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Mr. Trrepe. What was the date of that opinion, please ? 

Mr. Mauerz. July 29,1942. 

Mr. Truere. You see many years had elapsed. The contract was 
made perhaps 6 or 7 years earlier and before anybody had actually 
flown the ocean in commercial service. 

Mr. Mauetz. Well, when did Pan American first begin flying the 
ocean to Hawaii? 

Mr. Triepg. I think in 1935. 

Mr. Matetz. Between 1935 and 1942, was this agreement in effect ? 

Mr. Tripre. Was it in effect? 

Mr. Materz. Yes. 

Mr. Triere. As far as I know the Matson people bought the stock 
and we got the wherewithal to start service or we wouldn’t have had 
aservice. When the act was enacted several years after service started, 
the agreement was immediately filed with the CAB. 

Mr. Mauerz. I see. You mean you filed the agreement with the 
Board in 1938? 

Mr. Trirre. I don’t know what date it was filed, but it was filed as 
required under the act and when required under the act. 

Mr. Maerz. The act was passed in 1938 ; was it not ? 

Mr. Trtrrn. I believe it was. 

Mr. Maerz. If you filed this agreement in 1938, can you explain 
why it was not decided until 1942? 

Mr. Trrere. We don’t know. The Board’s docket was well behind 
immediately after it was set up. In fact we never got a mail rate 
for many years after the act was set up, an airmail rate for our en- 
tiresystem. Everything was delayed. 

Mr. Scort. It is just not as efficient as the current Board. 

Mr. Maerz. You filed this agreement with the Board under the 
act in order to immunize this agreement. 

Mr. Trrere. It was filed for consideration by the CAB. When it 
was made, there was no such law requiring it to be filed with anybody 
as far as we know. 

Mr. Materz. Then prior to the passage of the Civil Aeronautics 
Act, up until 1942 there was nothing to immunize this agreement 
from the antitrust laws? 

Mr. Trrerz. You say 1942. I think the act was passed in 1938. 

Mr. Materz. Let’s see if we can understand each other on this very 
important problem. This opinion indicates that this agreement about 
which you are now testifying was disapproved by the Board in 1942. 
I think you also have testified that this agreement was in effect from 
1935 to 1942. Isthatright? Until it was disapproved by the Board? 

Mr. Trrerz. Well, Mr. Counsel, the date of the agreement will be 
onthedocument. You haveitthere? Iam not sure what the date is. 

Mr. Maerz. Yes, we have the opinion right here. 

Mr. Triere. I mean the date of the agreement to which you are 
referring. 

Mr. iceen The agreement was entered into on June 20, 1935, and 
Tam reading from this opinion. 

Mr. Trivers. The first overocean service started late in 1935—-we were 
happy when the contract was signed and the steamship companies 
purchased stock which we had to have to be able to start the service. 
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Mr. Maerz. My question is this—first let me ask you this. This 
agreement was disapproved by the Board, was it not, on the basis 
that its performance might be inconsistent with the public interest, 
because it might stifle competition ? 

Mr. Trirrr. The opinion speaks for itself, Mr. Counsel. My under- 
standing was that the main reason it was disapproved was because 
the act precluded surface carriers from engaging in air transportation. 

Mr. Materz. Since the Board disapproved this agreement, does it 
not follow that this agreement was inconsistent with the antitrust laws’! 

Mr. Tripper. I have just said, Mr. Counsel, my understanding of why 
it was disapproved. It was because Congress, in its wisdom, decided 
that surface carriers should not operate in air transportation. That 
is my understanding of the chief reason it was disapproved. But the 
CAB opinion is available, Mr. Counsel. I can only testify as to my 
understanding of the main reason for its disapproval. 

Mr. Materz. Mr. Chairman, at this point, I offer the Civil Aero- 
nautics Board’s opinion, docket No. 544, July 29, 1942, in evidence. 

The Cuatrman. It will beso entered. 

(The Civil Aeronautics Board’s opinion, docket No, 544, dated July 
29, 1942, is reproduced as subcommittee insert V at p. 3012.) 

Mr. Materz. In 1939, did Pan American and American Export 
Air Lines enter into an agreement to divide their European markets? 

Mr. Triere. What year, Mr. Counsel ? 

Mr. Materz. April 1939. 

Mr. Triere. The Civil Aeronautics 

Mr. Maerz. I beg your pardon. May I rephrase my question? 

Did Pan American at any time enter into an agreement with Amer- 
ican Export Airlines to divide European markets? 

Mr. Tripre. We entered into an agreement. I think it was subject 
to approval by the Civil Aeronautics Board. I understood the agree- 
ment was desired by the Board, or the Board as it would soon be con- 
stituted. It was concluded, as I recall, after Congress had approved 
the act, but perhaps before the law had become operative. 

Mr. Maerz. When was the act passed, do you recall ? 

Mr. Trrere. In 1938. 

Mr. Matetz. Do you recall this agreement was entered into on Sep- 
tember 22, 1938? 

Mr. Triprr. It was about that time. I don’t know the exact date; 
about the time the act was enacted or just a few months afterward, 
and in line, we understood, with what was desired by the Government 
at that time. You will appreciate, steamship companies under laws 
set up by the Government for a long time have operated to different 
areas of the world under the Merchant Marine Act. We had the 
impression that the same sort of program was indicated for air 
transportation. 

Mr. Scorr. American Export Lines, generally speaking, took over 
routes roughly parallel to their seagoing transportation. Is that what 
happened ? 

Mr. Trrpre. We understand that is what they had in mind. 

Mr. Scorr. They covered the Mediterranean, north Africa, and so 
forth. 

Mr. Tripee. As I recall it, Mr. Scott, they planned first to run 
aircraft from terminals their ships would touch to other areas to 
create a feeder service. 
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Mr. Scorr. Were they going to run aircraft from Oran, Tangier, 
and so forth? 

Mr. Tripper. And later a full-fledged program to enter into trans- 
atlantic air service. 

Mr. Materz. Under that agreement, is it or is it not true that 
American Export agreed to stay out of north European countries 
such as Great Britain, Ireland, and the Scandinavian countries while 
Pan American agreed to stay out of the south European markets? 

Mr. Trrepe. That is generally correct, and as I say, the agreement 
was to be submitted to the Board for their consideration and approval, 
and if found to be not in the public interest it was to have no effect. 

Mr. Maerz. Was this agreement ever implemented ¢ 

Mr. Trrpre. Definitely not. The Board did not approve it. 

Mr. Maerz. And you never carried out the agreement, I take it? 

Mr. Trreve. No; it could not have been carried out as I understand 
it, except with the approval of the Board as being in the public interest. 

Mr. Materz. Mr. Chairman, I offer for the record order No. 412B1 
of the Civil Aeronautics Board, disapproving this agreement between 
Pan American and American Export. 

The CuatrMan. It will be received. 

(Order No. 412B1 of the Civil Aeronautics Board is reproduced as 
subcommittee insert W at p. 3018.) 

Mr. Matetz. In 1938, Pan American and the predecessor of United 
States Steamship Lines, the International Mercantile Marine Co., en- 
tered into an agreement relating to the establishment of transportation 
rates, fares and providing for an agency relationship between the 
companies ? 

Mr. Trrerz. We did. That was the one I mentioned a few minutes 
ago, Mr. Counsel. 

Mr. Matrrz. It is correct, is it not, that the Civil Aeronautics Board 
disapproved this agreement in October 1947 on the ground that in view 
of the conflicting interests of the two companies, the agreement would 
tend to reduce competition in transatlantic travel ? 

Mr. Trrerr. Again my understanding of the disapproval was that 
surface carriers were to be precluded from engaging in any part of 
air transportation. 

I should point out, Mr. Counsel, that our foreign flag air competitors 
use their shipping companies as general agents in many part of the 
world. This contract designated the United States Lines as our gen- 
eral agents in a number of countries in Europe and reduced the cost 
of our maintaining a separate organization there for the solicitation of 
traffic. ‘They were to be paid the standard agency fees for that service. 
In addition, they agreed to purchase stock and did purchase stock in 
our company. We were very happy they did. It was vitally needed 
in the days when transatlantic services were being pioneered. Very 
few people had confidence transatlantic air transportation would ever 
be successful or that it would ever pay a dividend to a privately owned 
company. 

Mr. Materz. As I understand it, this agreement was in effect be- 
tween 1938 and the Civil Aeronautics Board’s order of disapproval in 
1947. Would that coincide with your understanding ? 

Mr. Trirrr. I don’t know the date on which the agreement became 
effective. 
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Mr. Maerz. I think you will find that the original contract. was 
executed on February 26, 1935, and July 1, 1937—the original contract 
was executed on February 26, 1985, between Pan American Airways 
predecessor of Pan American and International Mercantile Marine, 

redecessor of United States Lines. On July 1, 1937, United States 
ieee was substituted for International Mercantile Marine Co. 

In 1940, Pan American transferred its rights and obligations under 
contract to Pan American. 

Mr. Trierrz. Mr. Counsel, of course, the—— 

Mr. Maerz. I am reading, Mr. Trippe, from page 610 of the 
Board’s opinion, Docket No, 2492, that is 8 CAB 160. 

Could you tell the committee whether this agreement was in fact in 
effect between 1935—I originally stated 1938—between 1935 and the 
Board’s order of disapproval in 1947? 

Mr. Tripper. My recollection was that transatlantic service didn’t 
start until several years later, perhaps 3 or 4 years later. The service 
ran only a very brief period. The war intervened, the services were 
militarized. During the entire period of the war it may have been 
technically in effect, but to the extent that it was in effect, it was 
operated as a part of the Navy. We were not in commercial business 
during the war, Mr. Counsel, as a practical matter, from Pearl Harbor 
through to the cessation of hostilities. 

Mr. Materz. Is it your testimony, then, Mr. Trippe, that this agree- 
ment never became operative? 

Mr. Trrere. It may have been operative for a short period in 1939 
after transatlantic services started. 

Our transatlantic service started about June 1939. Then we had 
the Neutrality Act and the services were disrupted. We couldn't 
2 into the European theater because of the Neutrality Act. 

inally, services were cut back to Lisbon. They were not commercial 
services until after the war as a practical matter. 

Mr. Matetz. Well, now, the purpose of your filing this agreement 
eee Board was to immunize the agreement from the antitrust 
aws 

Mr. Tripre. No, sir; it was required to be filed under the law. 

Mr. Matetz. Under what provision of the law? 

_Mr. Tripp. Section 412 of the Civil Aeronautics Act, counsel ad- 
vises me. 

Mr. Materz. Now in 1947, the Board disapproved this agreement as 
being inconsistent with the public interest. Is that right? 

Mr. Trirre. No, I would say it was disapproved as being between a 
surface carrier and an air carrier. 

Mr. Maurez. Let me read what the Board said, page 615 of 8 CAB. 

Therefore, upon consideration of the entire record, and for reasons set forth, 
we find that the agreement between United States Lines Co. and Pan American 
Airways filed pursuant to section 412A of the act is adverse to the public in- 
terest and that the said agreement should be disapproved effective 90 days from 
the date of this decision. 

Mr. Triere. It had to be disapproved because it was with a sur- 
face carrier. 

Mr. Scorr. The statute would require that decision, wouldn’t it? 

Mr. Trirre. That is my understanding. 

Mr. Scorr. With the issuance of certificates to surface carriers, 
wasn’t that limited by the act? 
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Mr. Trrrre. That is correct. 

Mr. Scorr. That is why it was bound to be adverse to the public in- 
terest if they interpreted the laws as read. 

Mr. Tripre. My understanding was that United States Lines, being 
a surface carrier, was precluded from entering into a phase of air trans- 
portation under the policy enunciated by Congress in passing the act. 
Therefore, the Board had no alternative. But the contract, sir, was 
written before the act was enacted. It was dated, I think, in 1935, 
and the act was passed in 1938. 

Mr. Matetrz. Now, during the period that this agreement was in 
effect, did Pan American and the other parties to the agreement have 
any antitrust immunity ? 

The CuarrMan. That is a legal question. I don’t think it is fair 
to ask Mr. Trippe to answer it. 

Mr. Maerz. At this point, I offer in evidence the opinion in docket 
No. 2492, 8 CAB, beginning at page 609. 

The Carman. It is accepted. 

(The opinion in docket No. 2492, 8 CAB 609, is reproduced as sub- 
committee insert X at p. 3019.) 

Mr. Maerz. Did you ever hear, Mr. Trippe, of Caribbean Atlantic 
Airlines 

Mr. Scorr. Known as Caribair? 

Mr. Trrrpe. It is an airline that runs in the Caribbean from Puerto 
Rico south. Is that correct? 

Mr. Maerz. I think Mr. Scott is right. It is known commonly as 
Caribair. 

Mr. Trreer. That is right. To the Virgin Islands, from Puerto 
Rico through the Virgin Islands. 

Mr. Maerz. I take it Caribair is a small American carrier operat- 
ing solely in the Caribbean area ? 

Mr. Trrere. That is my recollection. 

Mr. Materz. Now, did Pan American, on July 21, 1948, enter into 
an understanding with Caribair whereby it proposed to purchase 20 
percent of the outstanding stock of Caribair, together with obtaining 
an option to purchase an additional 20 percent of Caribair stock? 

Mr. Tripper. I don’t know the details, I know there was such an 
agreement generally along those lines. 

Mr. Marerz. There was such an agreement? 

Mr. Trrere. That is my recollection; yes, sir. 

Mr. Maerz. Now, as part of this agreement, was it proposed that 
Pan American would divide up with Caribair the air traffic about 
the Caribbean area? 

Mr. Triprr. Definitely not. I can state what I understand were the 
objectives of the agreement, if you are interested. 

Mr. Maerz. I would very much appreciate getting your views on 
this but first a few more questions. 

Was this transaction submitted to the Board for approval ? 

Mr. Trierr. I don’t think it was ever oumental, The parties 
never reached an agreement on all the details. It would have been, of 
course, immediately filed, if it had been consummated. 

Mr. Materz. I show you a document purporting to be an outline 
of the proposed transaction relating to Gartbbean Atlantic and ask 
you whether this document correctly summarizes your understanding 
of this proposed transaction ? 
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Mr. Trippe. I don’t know where this came from, but I know there 
was discussion somewhat along those general lines. I believe our 
counsel and counsel for Caribair met and discussed the feasibility of 
such an arrangement in the interests of reducing subsidy being paid 
to both carriers by the United States Government. 

Mr. Materz. That document you have, which you indicate is ap- 
proximately correct, provides, does it not, that Pan American pro- 
posed to enter into an agreement with Caribair to divide up air traffic 
in the Caribbean area? 

Mr. Tripere. No, sir, I don’t agree with your interpretation at all, 
My understanding was that there was a discussion between counsel rep- 
resenting the two carriers that contemplated the purchase of a small 
block of the stock of Caribair by Pan American and the transfer, 
subject to approval of the Board and the President of certain small 
operations in the Caribbean which were being run at a substantial 
loss to Pan American, and thereby subsidized, to Caribair, a small 
company also subsidized. The suggestion was that perhaps this would 
be in the public interest; that we ought to look it over, consider it. 
If the parties could agree, it would then be submitted to the Board 
and to the President. The arrangement was never consummated and 
therefore never formally submitted to the Government for considera- 
tion and ultimate decision. 

Mr. Matetz. Is it your testimony now that this document that you 
have examined does not purport to divide up air traffic in the Carib- 
bean area ? 

Mr. Tripper. The document, which you have just presented to me, 
speaks for itself.° 'The plan was to transfer part of our certificate, as 
I understand it. We hoped it would effect a reduction in subsidy to 
Pan American, a reduction in the subsidy to Caribair—also a more 
effective through service to the Windward and Leeward Islands which 
would make it possible for us to compete more effectively with the 
French and British Government airlines serving that area. As I say, 
it was something we thought might be very much in the public interest. 
There was no meeting of minds, and it was never filed. 

Mr. Materz. Now, Mr. Trippe, this document did come to the com- 
mittee from the Civil Aeronautics Board by a letter dated June 6, 
1950. 

Mr. Chairman, if I may, I would like to read this document. It is 
dated July 21, 1948, and is headed, “Outline of Proposed Transaction 
Relating to Caribbean Atlantic.” 

Do you think in the interest of time I might just offer the document 
in evidence? 

The Cuamman. Yes; offer it. 

Mr. Materz. I offer the document in evidence. 

The Cuamman. It is accepted. 

(The document, dated July 21, 1948, headed “Outline of Proposed 
Transaction Relating to Caribbean Atlantic,” is as follows:) 

Crivi AERONAUTICS Boarp, 
Washington, D. C., June 6, 1950. 
C. Murray Bernuwart, Esq., 
Administrative Counsel, Subcommittee on Study of Monopoly Power, 
we on the Judiciary, House of Representatives, Washington, 


DeaR Mr. BERNHART: I am enclosing herewith various internal Board memo- 
randa (and copies thereof) containing information relating to the activities of 
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Pan American falling within the category of the materils requested from the 
Board by the Subcommittee on Study of Monopoly Power. 

These memoranda are the following: 

(1) Memorandum from Edward Warner to Mr. Pogue, dated May 30, 1942. 

(2) Memorandum from Howard B. Railey to members of the Board, dated 
July 10, 1942. 

(3) Memorandum from Howard B. Railey to members of the Board, dated 


April 19, 1944. 
(4) Memorandum from Howard B. Railey to members of the Board, dated 


May 15, 1944. 

(5) Outline of proposed transaction relating to Caribbean Atlantic, dated 
July 21, 1948. 

I am not certain that these memoranda will be helpful to you. If they are 
not we would appreciate your returning them promptly. In any event, we would 
appreciate their return as soon as they have served your purposes. 

As you know, restricted documents relating to Pan American which were ob- 
tained by the Board from other agencies have been returned to those agencies 
and will be released to you by those agencies, rather than the Board, if such 
action is deemed appropriate. 

Mr. Ozment is on leave this month and I have been asked to handle his work 
on this matter. My address and telephone number are the same as his. 


Very truly yours, 
WARREN L. SHARFMAN, Attorney. 


[Confidential] 
JULY 21, 1948. 


OUTLINE OF PROPOSED TRANSACTION RELATING TO CARIBBEAN ATLANTIO 


(1) Pan American Airways Corp. will agree to purchase from Messrs. Dionisio, 
Benigno, and Juan Trigo, 20 percent of the shares of the outstanding stock of 
Caribbean Atlantic at $6 per share. Messrs. Trigo would grant Pan American 
an option to purchase additional shares up to 20 percent of the presently out- 
standing stock at the same price, such option to be valid for 2 years. There 
would be provision against dissolution of the assets during the option period. 

(2) All brokers’ commissions, revenue stamps, and other expenses incident 
to the sale would be borne by the seller. 

(3) Mr. Dionisio Trigo would continue as principal executive of Caribbean 
Atlantic during the term of the agreement referred to below. 

(4) Pan American Airways, Inc., would enter into an agreement with Carib- 
bean Atlantic as follows: 

(a) Pan American would agree, (i) to discontinue shuttle service between 
San Juan and St. Thomas, (ii) to file and press an application to suspend 
all of its service to St. Thomas, such suspension to continue for the duration 
of the general agency referred to in (c) below and, (iii) to withdraw its 
application for service to St. Croix. 

(b) Caribbean Atlantic would withdraw its pending applications for route 
extensions from Mayaguez to Ciudad Trujillo and beyond and from San Juan 
to Caracas and beyond, and would withdraw its opposition to Pan American’s 
application for a San Juan-Caracas route. 

(c) Pan American would appoint Caribbean Atlantic its general sales 
agent for St. Thomas and St. Croix, such agency to be terminable by Pan 
American if Caribbean Atlantic operates services in competition with Pan 
American. 

(d@) The companies would render operational and traffic services to each 
other at San Juan in order to accomplish all possible savings and Pan 
American would make available to Caribbean Atlantic technical assistance 
and purchasing facilities and act as general sales agent for Caribbean 
Atlantie at points where the latter company does not operate, all on terms 
to be negotiated. 

(e) All provisions of the agreement would be of a continuing character, 
subject only to the right of termination of the Caribbean Atlantic general 
agency as set forth above, and would be effective for 5 years and thereafter 
as long as Pan American Airways Corp. held 20 percent or more of Carib- 
bean Atlantic stock. 


Mr. Materz. In 1930, did you have an understanding with Imperial 


Airways, now British Overseas Airways Corp., that Imperial would 
make no move on the Atlantic without Pan American’s consent ? 








29882 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


Mr. Trrere. Absolutely not. :, 

Mr. Maerz. Did you at any time enter into any understanding or 
arrangement or agreement with British Overseas Airways Corp. or 
with any representative of the British Overseas Airways Corp. which 
provided: (1) That Pan American would get the bulk of the trans- 
atlantic traffic and BOAC would get the bulk of the traffic beyond the 
European gateways; (2) that the British were not to have anything 
more than a token operation in South America, and that operation 
would be under the auspices of Pan American ; (2 that Pan Ameri- 
can agreed to use its good offices with the United States Government 
to assist British Overseas Airways Corp. or another British Common- 
wealth airline to gain entry into Hawaii ? 

My question is Did you ever enter into such an agreement ? 

Mr. Trier. Never, or never even had any discussion about any such 
arrangement. 

May I comment further ¢ 

Mr. Materz. Certainly. 

Mr. Triepe. Some gossip was referred to by Adolf Berle in connec- 
tion with some previous case before the Civil Aeronautics Board. I 
was asked at that time whether there was any such discussion. I cate- 
——s denied ever having entered into any such agreement or ever 

aving discussed any such agreement with any officer or any person 
connected with British Overseas Airways Corp. Notwithstanding, 
Mr. Berle said that he had heard such rumors somewhere in Europe, 
as I understand it. He didn’t mention where or how and so forth. It 
so happened that the head of British Overseas Airways Corp. hap- 
pened to be in the United States at the same time. We told him of this 
ridiculous charge and he immediately, readily agreed to appear before 
the Board as a witness. He did, and he categorically denied ever 
having made such an agreement, ever having had any such discussion 
with any Pan American official, and moreover, he said if he ever had, 
he ought to have had his head examined, because it would have been 
very much to the disadvantage of the British interests and a complete 
sellout to the American side. 

Mr. Cuarrman. We won’t take the time to read Mr. Berle’s state- 
ment. We will put it in the record. We have your denial of it. 

Mr. Trrrre. Gould we put General Critchley’s complete sworn 
statement into the record ? 

Mr. Materz. At this point, I offer in evidence excerpts from the 
testimony of J. T. Trippe in the North Atlantic Route Transfer case; 
excerpts from the testimony of Albert C. Critchley, docket 3589, ex- 
cerpts from the testimony of Adolf A. Berle, Jr., former Assistant 
Secretary of State, North Atlantic Rouse Transfer case. 

(The documents referred to above are reproduced as subcommittee 
insert Y at p. 3024.) 

(See PAA exhibit 12, p. 3089, infra). 

Mr. Matetz. Now are you familiar, Mr. Trippe, with a book called 
“Airways Abroad” by one Henry Ladd Smith? 

Mr. pe. Never heard of it. 

Mr. Materz. Did you know—there is a Mr. Balluder in your com- 
ae is there not? 

r. Trrere. There is a Mr. Balluder. 

Mr. Materz. He is, I think you testified, a vice president of your 

company ¢ 
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Mr. Tripper. That is correct. 

Mr. Mauerz. Did you know Mr. Balluder went over the manuscript 
of Mr. Smith’s book ? 

Mr. Triere. I did not. 

Mr. Mauerz. Let me refer to the frontispiece of this book, page LX: 

Research for this book was made possible by a fellowship of the John 
Simon Guggenheim Memorial Foundation. This opportunity is taken to express 
gratitude to those who read over all or part of the first draft including— , 
there is a list of names; one of the names included “E. Balluder,” vice 


president of Pan American World Airways. 


Readers should not infer that all of the above approved of the manuscript, 
indeed Messrs. Balluder and— 


there is another name— 
were severe judges of the entire thesis. 


Mr. Trrere. Does it ascribe any part of the manuscript to Mr. 
Balluder? I gather not from what you have said. 

Mr. Materz. I take it you did not know that Mr. Balluder had re- 
viewed the manuscript? 

Mr. Trrere. No; I never heard of the manuscript or of the author, 
or the book. 

Mr. Scorr. I don’t see how that violates the antitrust laws. 

Mr. Materz. I would like to quote from page 177 of the book: 


Berle also had to buck outside opposition. The Pan American Airways 
group were outraged at the course the United States appeared to be taking. 


Mr. Tripre. You say, “were operated” ? 

Mr. Maerz. I am sorry. 

The Pan American Airway group were outraged at the course the United 
States appeared to be taking. Pan American had a policy of its own. Highest 
British sources had confirmed reports current in the United States that the No. 1 
United States flag line had reached an understanding with BOAC. Apparently, 
executives of the two rival airlines had in mind a cartel agreement for the con- 
trol of the entire national air transportation. The British, it was reported, have 
learned that General Critchley, representing BOAC, had gone to America to 
discuss the matter with Mr. Trippe. According to the British sources, the two 
had agreed that either might later deny the existence of such an agreement. 


Mr. Trirere. According to whom? 

Mr. Materz. According to the British sources. 

Mr. Tripper. It is named? 

Mr. Materz. No. 

The two had agreed that either might later deny the existence of such an 
agreement. 

Mr. Trippe, it is correct, is it not, that both you and General Critch- 
ley have denied the existence of this agreement. 

Mr. Trrere. I just stated it as unequivocally as I can, Mr. Counsel. 
So has Mr. Critchley. Here is a lot of gossip that seems to have been 
put together by an author. As I say, if it would be helpful, I will 
deny it again. I know nothing of it, I have never heard of any such 
discussion. 

Mr. Maerz (reading) : 

A State Department private memorandum described the arrangement as fol- 
lows—— 

Mr. Trrere. Who in the, State Department? 

Mr. Materz. I am just quoting the book. 
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A State Department memorandum described the arrangement as follows: “Pan 
American was to have the bulk of the North Atlantic traffic, BOAC was to have 
almost all of the European continental traffic and Pan American was to serve 
only gateways in that area.” 


Mr. Chairman, I would suggest that the committee communicate 
with the State Department to ascertain whether it does have in fact 
a memorandum as stated by this author. 

The Cuarrman. That shall be done. 

(The subcommittee obtained a copy of this memorandum from the 
State Department, edited only to eliminate the name of the British 
Cabinet Ofiicer concerned. It reads as follows:) 


ASSISTANT SECRETARY, DEPARTMENT OF STATE, 
May 18, 1944. 
MEMORANDUM 
AD: 

While I was in London I spoke to (a British official) about the story that 
Pan American Airways had been negotiating with BOAC for a cartel agreement 
governing world traffic. I asked if this was true. 

(He) told me * * * that it was true, that Critchley had been in America and 
had talked to Juan Trippe * * * they had discovered that fact and had gone 
to work to find out all about it. On Critchley’s return, (he) had called Critchley 
in. From the information at (his) disposal prior to that time, and from 
Critchley’s conversation, a rough outline of the arrangement discussed between 
Critchley and Trippe was the following: 

Pan American Airways was to have the bulk of the North Atlantic traffic. 

BOAC was to have substantially all of the European traffic; Pan American 
would not invade the continent of Europe. BOAC was to operate in South 
America, at least partly under Pan American franchise; but at certain places 
it was to be entitled to use its own name for prestige purposes. Crudge was to 
go to Rio to make the appropriate arrangements. 

Pan American was to see that BOAC get the Hawaiian stop, making possible 
a connection between Canada and Australia, and thereby making it possible for 
BOAC to have, in conjunction with the Canadian, and possibly Australian Air- 
ways, by arrangements to be worked out between them, a round-the-world route. 

(He) had at once stated that since the Governments were negotiating, these 
people had no right to make arrangements of this kind. He had made it clear 
that no such arrangement could be binding, and was told, that under the circum- 
stances it was mere conversation and therefore did not exist. 

* * * T told him that * * * as far as I could see, Critchley was protecting 
BOAC interests just as Pan American was protecting its interests. Our two 
Governments did not need to take this seriously * * * 

(Signed) A. A. B. 
A. A. B.. Ir. 


Mr. Prete. Will you state what Mr. Berle testified? I think you 
will find he later stated there was no such agreement. 

The Cuarrman. If you want to have Mr. Berle present, I will be 
glad to give you the opportunity to interrogate him. 

Mr. Maerz. We have it in the record. 

Mr. Scorr. Would you read that part of it that states there is no 
such an agreement? That is what counsel said and that is—— 

The Cuarrman. If you can find that in the transcript, show it to 
us (handing transcript to Mr. Pirie). 

Mr. Maerz. My understanding is that Mr. Berle testified that it 
had come to his official attention as Assistant Secretary of State, that 
there was such an arrangement between you and—— 

Mr. Trrrre. I don’t believe that is his testimony. My recollection 
may be at fault, but as I recall it, Mr. Berle said that some innuendo 
or gossip to that effect had come to his attention. 

Mr. Matetz. Did he say it was gossip, or that information has come 
to his attention in the course of his official duties? 
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Mr. Tripper. I think counsel has the record. 

Mr. Maerz. Mr. Chairman, one final matter. 

The Cuarrman. There are a number of questions here that we need 
not take your time to answer now. We will have them placed in the 
record and submit it to you, and at your leisure you can answer them. 
It will save you considerable time by cone that. We will give a copy 
to your counsel. This list of questions will be placed in the record and 


an answer to each of them will be submitted by the witness later. 


List OF QUESTIONS 


Question. You have testified that there are 12 competitors across the North 
Atlantic. What specific points does each of these competitors serve? 

Question, What cities across the North Atlantic does Pan American serve? 

Question. How many airlines all told are there competing between New York 
and London? New Yorkand Paris? New York and Germany? 

Question. How many United States carriers serve Latin America? 

Question. With respect to Latin America, what cities does each carrier serve? 

Question. In how many Latin American airlines did Pan American have an 
interest in 1940? 

Question. Give the name of each of these airlines and the extent of Pan Ameri- 
can interest in each. 

Question. List the name and location of each airport in Latin America owned, 
operated, or managed by Pan American. 

Question. With respect to each such airport, supply data showing whether Pan 
American built the airport, together with information as to who financed its 
construction. 

Question. With respect to each airport owned, operated, or managed by Pan 
American in Latin America, list the landing fees and other charges imposed on 
(a) carriers associated with the Pan American World Airways System; and (b) 
carriers not associated with the Pan American World Airways System. 

Question. For each pair of points served by Pan American supply a chart 
showing: 

(1) The total dollar volume of traffic generated between these points for 
each year since 1951; 

(2) The total dollar volume of traffic handled by Pan American between 
these points during this period ; 

(3) The total dollar volume of traffic handled by all other carriers between 
these points during the same period. 

(4) The name of each airline serving the same pair of points served by 
Pan American. 


(See PAA exhibit 13, p. 3092, infra.) 

The Cuarrman. While we are waiting for your counsel to search 
that record, I want to repeat that every opportunity will be given to 
you to correct, revise, and modify anything that you may have stated 
here in this record. I want to be as fair and equitable and objective as 
possible in that regard. Be not loathe to insert any documents or 
data, maps or graphs or whatever you may have that will strengthen 
your point of view as expressed either in the statement here or in the 
revision or modification of your remarks. 

With reference to documents that are submitted, I would suggest 
that counsel also confer with counsel on this side, and let there be suffi- 
cient liaison between both counsel so that there will be a resolution of 
whatever differences may exist. 

Mr. Tripper. Yes, sir. 

The Cuarrman. I want to take this opportunity, Mr. Trippe, to 
express my regret that I had to cause you any inconvenience, or dis- 
arrangement of your plans or embarrassment resulting from your 
inability to keep any engagements. We feel that, as they say in the 
dramatic profession, the show must go on. 
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Mr. Scorr. This show has been going on quite awhile. 

The Cuarrman. We have duties here likewise, and of course you 
recognize that. You have been kind enough to accommodate your- 
self tothem. I want to say that you have been a very patient witness, 
to say the least. 

Mr. Trieer. Thank you, sir. 

Mr. Chairman, before adjourning, there is one statement I would 
briefly like to make, having to do with this so-called ADP contract. 
That is the airport development contract to which counsel referred 
this morning. I think there was a general discussion about it. 

Mr. Chairman, there was also reference to a so-called Brazilian 
decree law that contemplated that the cost of certain airports in Bra- 
zil would in some way be credited against further landing fees by 
Pan American Airways. That I think, was referred to. 

I would like to point out our company sought to get credit for 
landing fees for a number of years after termination of the war. 
We had the complete support of the Civil Aeronautics Board, and 
the State Department in our effort. I wish to point out that in the 
final analysis, we did not get credit for such fees. Ag a result, our 
subsidy payments were adjusted upward by the Civil Aeronautics 
Board to offset the amount we would have received from the Bra- 
zilian Government as a credit on landing fees when our aircraft 
utilized those airports. 

One other fact that will be of interest to the committee, is that Pan 
American never has, and as far as I know, never will, make a dollar 
of private profit out of the ADP contract. The contract was under- 
taken at the nominal fee of $1. We never have, and I am sure never 
will, make a dollar of profit out of it. I think the committee should 
know about that in view of the long discussion that took place about 
this contract this morning. 

The Cuarrman. If my question is improper, state so. 

Will title to those airfields belong to the Pan American Airways? 

Mr. Trirre. No, sir. Under the laws, they must be owned by local 
nationals. As far as I know, they are all now owned by the Bra- 
zilian Government, under an arrangement between the two govern- 
ments. 

The Cuatrman,. Will that include the facilities, too, that are built 
up on the field, installations built up on the field? 

Mr. Triere. Everything that wasn’t—— 

The Cuarrman. Am I correct in this statement, that ownership of 
the airport facilities will go to Pan American in July 1957, unless the 
United States exercises its rights under the contract to recapture its 
interest in these facilities? Am I correct in that? 

Mr. Triere. No, sir. Pan American has no interest of any kind 
in those Brazilian airports nor does any affiliate of which we know at 
the present time. 

The Cuamman. I am glad to get that information. 

Did you want to say anything else? 

Mr. Tripper. No, sir. 

Mr. Scorr. I was going to comment just generally, Mr. Trippe, first, 
that I regret that I was unable to be here yesterday; I was with the 
Secretary of the Army, and unable to be in both places. But I would 
like to concur in what was said by Mr. Keating and Mr. McCulloch in 
feeling as they do about the whole story of free enterprise in America, 
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based on hope and a little money and tremendous competitive spirit. 
The committee has done its helpful best to show that the energy and 
zeal exercised in the course of competition somehow has had about it 
some atmosphere of impropriety or of overreaching. I would like to 
add a personal opinion that I have not, through reading the transcript 
or listening today, found any evidence whatsoever that that existed. I 
am sure you took every advantage open to you; I am sure that you 
fought hard, that you are competing hard. I am sure you and all the 
other airlines have made mistakes and I am also sure there are things 
you know that we will never know. But I am sure there is no evidence 
of improper conduct which I have heard. 

Then in conclusion, I wish to agree with the chairman when he 
says that the show must go on, what with the Clyde Beatty Cireus and 
all the other circuses closing all over the country something is leaving 
the American scene, and it’s a little refreshing to know that we still 
have the congressional hearings so that the entire entertainment scene 
will not close. 

The CuHarrman. Mr. Scott misinterpreted my use of the phrase “The 
show must go on.” I can assure you this is a very serious performance 
and it doesn’t mean that it is a circus by any manner of means. The 
gentleman from Pennsylvania talked as if he were writing a report 
already and has already prejudged the matter. I hope he will not 
come to any conclusions unless and until we finish the so-called avia- 
tion hearings. 

Mr. Scorr. I haven’t passed any conclusions. I merely said I have 
not heard here, or through the reading of the transcript, any evidence 
of improper conduct or improper impropriety on the part of the wit- 
ness or by direction of the witness. This only is a fragment of the 
whole hearing. 

The CuatrmMAn. You haven’t heard the witness. You were absent. 

Mr. Scorr. I just finished reading the evidence and I may have 
missed some of the oral overtones, but if the words mean what they 
sav, I come to the conclusion I have indicated. 

_ Mr. Pirte. On the point of the testimony of the witness, Mr. Berle, 
it was: 

The British Government in response to the inquiry to which I have testified 


stated that there was no agreement representing or binding the British 
Government. 


And a little later: 


At no time was it stated that there was such an agreement in effect. To the 
contrary, the British Government made it clear that while we were negotiating 
in good faith, no such agreement could exist. 

That is Mr. Berle’s testimony to confirm whether there was such 
an agreement. 

Mr. Materz. Did Mr. Berle testify that there was no such urrange- 
ment or agreement between Mr. Trippe and General Critchley ? 

Mr. Prrre. He had heard from some unidentified person that some 
such agreement existed, and when he traced it down there was no such 
agreement. 

Mr. Materz. Did he not testify that there was no such agreement 
with the British Government as opposed to BOAC. 

Mr. Pirie. He was testifying about the agreement which was pur- 
ported to have existed ; however, it was—— 


77632—57—pt. 1, vol. 4-39 
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Mr. Materz. What you have read indicates that Mr. Berle testified 
there was no agreement between Mr. Trippe and the British 
Government. 

Mr. Prete. There was no agreement, period, of the type that had 
been discussed. ; 

Mr. Materz. I am asking you about Mr. Berle’s testimony. Did he 
not testify that to his knowledge there was no agreement between Pan 
American and the British Government as distinguished from BOAC? 

Mr. Prete. I interpret it to mean that there was no agreement made 
with Mr. Critchley as had been rumored. 

The Cuarrman. The committee will interpret. You may give a 
little counsel, but the last. and final judges will be the members of the 
committee as to what the testimony of Mr. Berle actually means. 

Mr. Pirie. I would like to have Mr. Leslie make oue further 
statement. 

Mr. Lestre. There was a good deal of discussion this morning about 
the part that our company had played in the war effort. I don’t think 
there is any subject that strikes closer to the hearts of any ordinary 
group of Americans than a discussion of the part that they might have 
played in a major war effort. 

Some of the fragmentary and isolated material that was brought 
into the record this morning might, in my opinion, create distressing 
inferences. J am thinking of the thousands of people, at all levels of 
responsibility and authority, in our company with whom we all worked 
during the years of the war. In view of that, although I introduced 
the document yesterday and was at that time asked not to take the 
time to read it—in view of the record this morning, I would like to 
ask to read the one piece of paper which in my estimation is the most 
comprehensive and authoritative estimate of our company’s contribu- 
tion to the war effort ; with your permission, Mr. Chairman. 

The Cuamman. Granted. 

Mr. Lestiz. It is the citation given to our company, in the person of 
Mr. Trippe, on the occasion of the awarding of the Medal for Merit 
by the Commander in Chief, the President of the United States. 


To Juan T. Trippe, for exceptionally meritorious conduct, in the performance 
of outstanding services to the United States between December 7, 1941, and 
August 1945. Mr. Trippe, as president of Pan American Airways, organized and 
adapted the entire national airways system which he led into such a flexible 
worldwide network of air routes as to serve the fighting forces of the Army and 
the Navy of the United States in every country of the world where services 
were required. Under his direction, Pan American Airways, Inc., and its affili- 
ated companies carried the heads of nations and numerous high officials on 
great missions; vital war cargos of documents, medicines, ammunitions, foods, 
and critical materials to the battlefronts; and contributed directly and effectively 
to every major campaign in which the United States forces engaged. In carrying 
out these missions, the planes directed by him traveled over 90 million plane- 
miles and completed 19,000 transoceanic crossings. His organizing and high 
managing skill, his patriotic and unselfish cooperation with representatives of 
the United States, made possible his company’s great achievement. His leader- 
ship of his company in furtherance of his country’s military needs was in the 
highest tradition of the Nation. 

Signed by Harry 8S. Truman at the White House, July 18, 1946. 


Thank you, sir. 

The Cuarrman. The hearing will now adjourn, sine die, subject to 
call of the chairman. 

(Thereupon at 4:45 p. m., the hearing was adjourned sine die sub- 
ject to the call of the Chair.) 
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(Aditional documents relating to the organization and operations 
of Pan American World Airways, Inc., are reproduced as subcommit- 
tee insert Z at p. 3031.) 

SUBCOMMITTEE INSERT A 
DEPARTMENT OF THE AIR FORCE, 
Washington, August 16, 1956. 
Hon. EMANUEL CELLER, 
Chairman, Antimonoply Subcommittee, Committee on the Judiciary, 
House of Representatives. 

Deak Mr. CHainMAN: In your letter of July 24 you requested certain informa- 
tion concerning the employment of Roger Lewis with Pan American World Air- 
ways as related to the performance of a contract for the operation of the Air 
Force guided missile range in Florida by that company. 

A thorough inquiry has been made as to records of conferences, telephone 
calls, and other communications between Mr. Lewis and any person in 
the Air Force from October 1955 to date pertaining in any way to this contract 
or performance thereunder. Our inquiry revealed that Mr. Lewis addressed 
a letter dated November 18, 1955, to Maj. Gen. D. N. Yates, commander of the 
Air Force Missile Test Center, concerning a contemplated visit to that installa- 
tion. A copy of Mr. Lewis’ letter and a memorandum prepared by General 
Yates relative to their meeting are forwarded herewith. 

There is no way under Pan American’s guided missile contract for the Air 
Force to determine with any degree of accuracy how much of Mr. Lewis’ com- 
pensation under his present employment has actually been reimbursed by the 
Air Force because his salary is included in the company’s home office overhead. 
This expense is, of course, allocated to all business activities of the company. 
During 1955 the company’s home office overhead amounted to $9,350,000. Ex- 
ecutives salaries were $586,000 or approximately 6.3 percent of the total home 
office overhead. The Air Force, under this contract, reimbursed the company 
for $27,100 for home office overhead expenses which, if further segregated as 
to elements of expense, would have included recognition of approximately $1,700 
of home office executive salaries. An allocable amount of Mr. Lewis’ salary 
from October 1955 would have been included in the $1,700. 

It is a pleasure to be of service to your subcommittee. 

Sincerely yours, 
Mayuve D. BLaIne 
(For and in the absence of Joe W. Kelly, 
Major General, USAF, Director, Legislative Liaison). 


PAN AMERICAN WorLD AIRWAYS SYSTEM, 
New York, N. Y., November 18, 1955. 
Gen. DonaLp YATES. 
Patrick Air Force Base, Cocoa Beach, Fla. 

Dear Don: As you may have heard, after leaving the Air Force I joined Pan 
American where my most important responsibility is to make sure that the 
performance under our contract with you is outstanding. 

From everything I have heard, Dick Mitchell and his people have worked 
very hard and have been doing a fine job in the field, and Mr. Trippe’s idea 
is that I should do what is necessary here at the home office. 

I have arranged with Dick to visit him on Tuesday and Wednesday for the 
purpose of going over his problems with him and meeting his key persomel. 
I hope very much that you will be at the base these 2 days, as with Dick I 
would like to come along and say hello to you. 

Please give my kindest regards to Mrs. Yates. 

Sincerely, 
Roger Lewis, per J. F. 
Rocrr Lewis. 


(Notrg.—Above dictated but not signed by Mr. Lewis, who was called out of 
the office before letter was typed.) 


Aveust 3, 1956. 


Memorandum for Colonel Fulton, Director of Procurement, Headquarters Air 
Research and Development Command. 
1. Attached hereto is the only letter I have received from Mr. Roger Lewis 
during the period in question. 
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2. Mr. Lewis did visit the center on November 22 and 23, 1955, and during 
his visit I talked with him briefly. Our conversation was pointed mainly to 
the question of how well Pan American was doing its job for the Air Force at 
Patrick. I did on that occasion ask Mr. Lewis if the were taking over from 
Frank Gledhill the responsibilities for negotiating and supervising, at the 
New York level, the contract for operation of the range. He advised me at 
that time that his duties involved none of the functions performed previously 
by Mr. Gledhill who would continue as the vice president in charge of the con- 
tract. Further he specifically stated that he would not discuss items pertaining 
to the terms of the contract or the performance of specific items within the con- 
tract. 

3. Since that meeting I have continued dealing with Mr. Gledhill where ad- 
ministrative matters concerning the contract required home office action. I 
have recently completed negotiation on the extension of the contract for fiscal 
year 1957 with Mr. Gledhill and Pan American lawyers and at no time was 
Mr. Lewis present or involved in any connection with this negotiation either 
directly or indirectly. 

D. N. YATEs, 


Major General, USAF, 
Commander. 


SUBCOMMITTEE INSERT B 
AveGust 9, 1948. 
MEMORANDUM FOR THE Fites RE NATIONAL AIRLINES 


A discussion was held on August 5, 1948, on the subject of the possible acqui- 
sition of National Airlines by Pan American Airways. Present at the discussion 
were Mr. Juan T. Trippe, president, and Mr. J. S. Woodbridge, comptroller, 
of Pan American; Mr. G. T. Baker, president of National Airlines; and K. R. 
Wilson of Lehman Bros. During the discussion which lasted more than 7 hours, 
the following points were covered: 

1. The balance sheet of Pan American as of December 31, 1947, was reviewed 
with the individual asset items being broken down by Mr. Woodbridge. It 
was the writer’s conclusion that, in general, the assets are carried at a fair 
basis of valuation although in Mr. Baker’s opinion several individual items of 
flight equipment are carried at depreciated costs which are in excess of a current 
market value. However, on the other hand, certain of the equipment, primarily 
the Convair, are carried at costs substantially below the present market value. 

Following this, the balance sheet of National Airlines as of May 31, 1948, 
was reviewed and the various component items were explained by Mr. Baker 
to the best of his ability. It is the writer’s opinion that the assets of each 
corporation are valued on an equitable basis comparatively speaking. 

Mr. Baker was not fully satisfied with the breakdown of PAA’s assets fur- 
nished by Mr. Woodbridge. He requested certain further breakdowns, par- 
ticularly of the investments in stocks of associated and foreign affiliated com- 
panies which are not consolidated and which are carried on PAA’s balance 
sheet at approximately $6 million. He also requested Mr. Woodbridge to fur- 
nish a more detailed breakdown of “Other Materials and Supplies” carried 
at approximately $3,750,000. Mr. Woodbridge agreed to furnish this information. 

2. Mr. Trippe then repeated the basis for the deal which had previously been 
discussed. The proposed deal contemplates that the National stockholders 
will exchange their common stock for an equal amount of Pan American common 
stock, the ratio of exchange to be determined by the respective book values. 
In addition, the National stockholders would receive 20 percent of the common 
stock of a new operating company. Accordingly, this operating company would 
be owned 80 percent by Pan American and 20 percent by the former National 
stockholders. All the assets and liabilities of National Airlines would be 
transferred to this company and the company would continue to operate over 
National’s presently certificated routes. 

Mr. Trippe explained that the new operating company, in his opinion, would 
show substantial profits for the following reasons: 

(a) Additional revenue in a minimum amount of $4 million now being given 
to Eastern by Pan American would héreafter be given to the new company. 

(b) Certain economies of joint operation would be effected, particularly in 
the line of maintenance, consolidated ticket selling, etc. 

(c) If the proposed deal were completed, Mr. Trippe believes that he could 
settle present difficulties National is having with its striking pilots. He stated 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 289] 


that with new equipment being placed in service by Pan American sufficient 
additional flying jobs will be available to take back National’s striking flight 
personnel. In instances where National’s nonunion personnel would be forced 
to aceept copilot positions in view of their lack of seniority, Trippe stated that 
positions in some of Pan American’s foreign operations would be open offering 
salaries equal or greater than salaries presently earned as captains or chief pilots. 
lots. 

: (d@) Pan American would be able to furnish new equipment such as strato- 
cruisers for peak seasons of the year which would provide service far ahead of 
competing service. 

Trippe said he was offering the deal on the basis outlined, inasmuch as from 
Pan American’s viewpoint it is necessary that at least 20 percent of the com- 
pany be owned by a minority interest in order that the profits earned by such 
company would not be consolidated and, therefore, would not adversely affect 
Pan American’s petitions for higher mail rates in its separate operating divisions. 
Trippe stated that he had been advised that from National’s point of view, in 
order that the merger be considered a tax-free exchange, it would be necessary 
for at least 80 percent of the new company to be owned by Pan American. Baker 
will check these points with his counsel. 

3. In evaluating the proposed deal from National’s point of view, it appears 
that National would obtain securities with an initial market value lower than 
the present market value of National. Assume, for example, that under the 
exchange National would receive one-half share of Pan American for each share 
of National plus one-fifth share in the new operating company. Based on the 
present market value of approximately 9%, for Pan American, National’s Pan 
American stock received in exchange would be worth approximately $4.87, and 
the one-fifth share of the new company, assuming that it sold initially at the 
present price that National is selling for, approximately $7 per share, would be 
worth $1.40. The total value of the stock received by National is summarized 
below: 

14 share PAA, at $9.75 
15 share new company, at $7 


Under the plan offered, National stockholders receive a package with a pre- 
sumed initial market value of approximately $6.27 or 73 cents below the present 
market value of their stock. In order for National to recoup this differential, 
assuming that the market value of Pan American remains constant, the stock 
in the new company would have to sell for $10.65 or an increase of roughly 48 
percent over the assumed initial selling price of $7 per share. Viewed strictly 
on a basis of the above, the plan would not appear overly attractive to National. 

It is the writer’s personal opinion that Pan American is very anxious to acquire 
National’s property, despite the fact that Mr. Trippe assures Baker that Pan 
American will, in any event, be granted through-flight privileges between Miami 
and New York and will, accordingly, siphon off most of the revenues now chan- 
neled to National and Eastern from Miami northward. If Trippe were really 
sure of this, it is doubtful whether he would be as eager as he appears to be to 
consummate this deal. It is the writer’s opinion that both parties favor the deal 
in principle, but that there is a wide and possibly insurmountable difference 
of opinion between Baker and Trippe as to the form the deal should take. Mr. 
Baker repeatedly stated that his line would be contributing approximately $12 
million in volume to the new company’s operation versus $3 million to be pro- 
vided by Pan American which, he believes, is reason for giving Pan American 
20 percent of the new company and the National stockholders 80 percent. 

Mr. Trippe was particularly interested, in our opinion, as to the position the 
banks who hold the National loan would take in reference to such a proposed 
deal. I told him that as a matter of personal opinion the banks would recom- 
mend such a proposal and that no difficulty along this line was anticipated. 


K. R. Witson, Jr. 
SUBCOMMITTEE INSERT C 


EXCERPTS FROM THE Sworn TESTIMONY OF G. T. BAKER IN THE NorTH ATLANTIC 
Route TRANSFER CasE (CAB Docket No. 3589 er AL.) 

[Tr. 3341] Q. During the summer of 1948, did you have any discussions with 
Mr. Juan Trippe, president of Pan American, on the subject of a merger of 
National and Pan American, or the acquisition of National by Pan American? 

* = * o + a. 
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{Tr. 3442] Q. Will you tell us, Mr. Baker, how those discussions started ?— 
A. Well, I really couldn’t give you any great detail on it except that at that 
time we were looking for additional [Tr. 33438] capital in our company and 
we talked with Mr. Trippe about what our requirements were. And from that 
point it led into discussions of merger, consolidation, and so on. 

Q. These discussions took place in New York?—A. In New York. 

Q. In Mr. Trippe’s office?—A. Yes, sir. 

Q. About June, or a little bit later in the summer of 1948?—A. Along about 
that time. 

Q. And there were several discussions on the subject?—A. That is correct. 

Q. What proposition was discussed between you and Mr. Trippe?—A. Quite 
a few different possible proposals were talked about, but at that time we had 
a strike in effect and one of the most important things we had to do was to 
get the strike settled before we could make any deal that would be acceptable 
on both sides. 

Q. Was one of the matters discussed an acquisition of 80 percent of the stock 
of National by Pan American?—A. Yes. Various amounts were mentioned— 
even 100 percent; 80 percent, and so on down. 

[Tr. 3344] Q. How was it proposed that Pan American pay for the stock of 
National?—A. Well, cash was talked about, as well as a payment in Pan 
American stock. 

Q. On what basis was the stock of Pan American to be valued in this trans- 
action?—A. I think book value was mentioned a couple of times. 

Q. Was that a satisfactory basis to you?—A. Not knowing too much about 
their book value, it wasn’t until an investigation could be made, or an exami- 
nation of the books to determine what made up that book value. 

Q. Did the negotiations with Mr. Trippe break off?—A. Well, when you say 
“break off” abruptly—I mean they were sort of on or off at several times. 
There was no definite break or resumption. 

Q. Did they break off because of your unwillingness to take Pan American 
stock at book value?—A. That might have been one of the reasons they were 
discontinued ; yes. 

Q. Well, it was one of the reasons, wasn’t it?—-A. I believe so. 

Q. In January or February of 1949, you came to New York and had some 
further discussions with Mr. Tripne; is that true?—-A. I think in January. 

Q. And at that time, you discussed with Mr. Trippe an interchange of equip- 
ment between National and Pan American? 

Examiner WRENN. That is one matter we are not going into in this proceeding. 

[Tr. 3345] Mr. Frrenpiy. Might I hear the the question? 

(Question read.) 

Mr. KEenNevy. Mr. Examiner, I don’t propose to go into the interchange or 
into the details of it. I have just two questions on it, which lead into something 
else, namely, a stock acquisition. 

Examiner Wrenn. I will hear you further on it, but if that isn’t so, I am 
going to order it physically stricken. 


3y Mr. KENNEDY: 


Q. You did diseuss an interchange?—A. Yes. 

Q. And was it Mr. Trippe’s position in this discussion that he would not make 
an interchange with National unless National allowed him to purchase some 
stock in the company ?—A. I think that is correct. 

Q. In these discussions you had———A. In fact, we wanted him to purchase 
stock, because we had offered it to him. 

Q. But Mr. Trippe also indicated that he would not make an interchange 
without a purchase of stock, is that right?—A. I believe that is correct. 

Q. All right. Now———A. But there was never any argument on that because 
we were anxious for him to own stock. 

Q. Mr. Baker, did you have any discussions with Mr. Trippe on the subject of 
purchase of stock by W. R. Grace & Co.—purchase of stock in National, that is?— 
A. Yes. 

Q. What was Mr. Trippe’s position on that subject ?—[Tr. 3346] A. He thought 
they had no interest in what I was discussing with Mr. Trippe. 

Q. And he was opposed to allowing W. R. Grace & Co. to participate?—A. For 
a time, yes. Eventually he agreed to it. 

Q. How much stock was Mr. Trippe interested in acquiring at that time?— 
A. I think 45 percent. 

Q. Were you willing to sell him 45 percent of the stock?—A. No. 
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Q. After you offered the stock to Grace and Grace purchased the stock, did 
Mr. Trippe still take the position that he should have 45 percent of the National 
stock? 

Mr. FRIENDLY. Couldn’t that question be asked a little more clearly, Mr. 
Kennedy? You talk about “the stock.” I assume you are talking about—— 


By Mr. KENNEDY : 

Q. Surely you offered some stock to W. R. Grace & Co,?—A. That is right. 

Qy. W. R. Grace & Co. accepted the offer and purchased some stock; is that 
right?—A. That is right. 

Q. That was about 17 or 18 percent of National’s stock; is that right?—A. 
That is right. 

Q. Mr. Trippe, after that transaction had occurred, proposed to you that Van 
American still aequire 45 percent [Tr. 3347] of the stock; is that right?—-A. I 
don’t think I saw Mr. Trippe after Grace purchased the stock, until the end of 
March, when we made this deal that we finally made. 

Q. Well, did you indicate, through the Grace people or through any inter- 
mediary. to Pan American that you were not willing to sell Mr. Trippe 45 per- 
cent of the stock after the Grace transaction?—A. Yes; I think we did. I think 
in that letter in which we offered the stock to Grace and to Pan American, we 
offered him the same amount as we were offering W. R. Grace. 

«©. And you were not willing to go as high as 45 percent?—A. We didn’t dis- 
cuss that. We just told him we would offer him the same amount. 

Q. Yes. Now, during the first part of the year 1949, did any representative 
of Pan American advise you that if you didn’t make a deal with Pan American, 
Pan American would make a deal with Eastern?—A. I reeall something about 
that, but I can’t definitely place where or when it took place. 

* * * cg » & * 

[Tr. 3349] Examiner WRENN. There is one thing, Mr. Kennedy, I would like to 
have identified a little further, as a matter [Tr. 3350] of information. 

I would like to know who called who about these conversations you had with 
Mr. Trippe in his office, Mr. Baker. 

The Witness. I just don’t recall all the details of that, Mr. Examiner. 

Examiner Wrenn. Well, I would be interested in knowing who initiated it. 

The Witness. Well, I would be of the opinion that I initiated it, because I was 
looking for capital. And I call Mr. Trippe, when I am in New York, occasionally. 
Over the years, he has invited me to his office many times, and it may have been 
lhe who started it. I don’t know. 

Examiner WRENN. Are there any other questions of the witness? 


By Mr. KENNEbY: 

Q. Mr. Baker, you don’t have any definite recollection, do you, as to who first 
proposed a combination of Pan American and National in these discussions in 
the summer of 1948?—A. I think that just arose out of the general discussions 
as being something that should be looked into. 


SUBCOMMITTEE INSERT D 


Excerpts FrRoM THE Sworn TESTIMONY OF J: W. HANES IN THE NortTH ATLANTIC 
Route TRANSFER CASE (CAB Docket No. 3589 er AL) 


[Tr. 254] Q. Does that include from time to time negotiating with, or approach- 
ing some other airline with various proposals from Pan American?—<A. Well, 
when I am asked to; yes. 

Q. You have been asked to do that?—A. I have. 

Q. Would you state for the record the occasions on which you were asked to 
do that and what you did? 

s oa * * * * 

(Tr. 255] The Wrrness. I assume your reference is to the attempt which I 
made, which was not very successful, of making a transaction with Eastern Air 
Lines, in which there is a case pending now before the Board, I believe, about 
Pan American making a contract for exchange of equipment with National Air- 
lines, and it occurs to me yery definitely that it would be better for Pan American 
to make such a transaction for the exchange of equipment, with Bastern Air 
Lines, and with that thought in mind, I telephoned Eastern’s representative, who 
occupies the same position, as I understand it, in Bastern as I doin Pan American, 
Mr. Hugh Knowlton, on his vacation in Phoenix, Ariz., and told him that this 
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deal with National, which occurred to me was not the very best one that might 
be made in the interest of Pan American, certainly, and not in the interest of 
anybody connected with that phase of the competition. 

He referred me back—— 


By Mr. Hieusaw: 


Q. What was the date of that, Mr. Hanes?—A. I don’t recall the exact date of 
that. It was some [Tr. 256] time prior to the negotiations which were announced 
in the press, which were taking place between Grace, Panagra. Pan American, 
and National, and I stated my conviction to Mr. Hugh Knowlton. Mr. Hugh 
Knowlton suggested that I go in to see Mr. Eddie Rickenbacker. 

I had gone to see Mr. Eddie Rickenbacker and talked with him on several 
occasions to try to convince him that it was better for us and for him, if we 
made an arrangement with him whereby we would exchange equipment and get 
our equipment to our base in Miami, and exchange with him on an equal mile- 
for-mile basis. 

Q. As a part of your approach to Mr. Rickenbacker, did you propose that Pan 
American acquire Eastern stock and that Eastern acquire some Pan American 
stock?—A. I had. I said if it required such a transaction in good faith, I would 
advocate and urge my associates to buy an interest in Eastern, and they an 
interest in Pan American. That would, of course, be subject to approval by 
the CAB. 

Q. Did you propose also that a Pan American representative be placed on the 
Eastern board?—A. I had. I also proposed that Eastern place a representative 
on our board, by and with the consent of the Commission. 

Q. Who was the man you had in mind to place on Hastern’s board?—A. I had 
in mind a very good friend of Eddie Rickenbacker, a John Oland. He is the 
head of Oland Industries, Winchester Arms Co., and Winchester Cartridge Co. 


7 * * * * * * 


[Tr. 257] Q. As a result of your meeting with Mr. Rickenbacker, did you 
arrange meetings with Mr. Trippe of Pan American?—A. I had. 

Q. And you took no further part?—A. That is right. 

Q. Had you had anything at all to do with the negotiations that resulted in 
the agreement between Grace, Pan American, Panagra, and National?—[Tr. 258] 
A. I haven’t had anything whatsoever to do with that, no sir. 

Q. And your approach to Mr. Rickenbacker is the only time within the last, 
say, 2 years, that you have approached any other carrier with any kind of a 
proposition of that nature?—A. That is right. 


+ * * » + * e 


SUBCOMMITTEE INSERT E 


ExcerPTs From THE Sworn TESTIMONY or E. V. RICKENBACKER IN THE NORTH 
ATLANTIC Route TRANSFER Case, CAB Docket No. 3589, ET AL. 


(Tr. 3605] Q. Are you acquainted, Mr. Rickenbacker, with Mr. John W. 
Hanes?—A. I am. 

Q. Did Mr. Hanes, in March of this year, approach Mr. Hugh Knowlton, a 
director of Eastern Airlines, with a proposal for a transaction between Eastern 
and Pan American?—A, Mr. Knowlton called me from Tucson, Ariz., where he 
was vacationing at the time, and said that Mr Hanes had phoned him with 
reference to the proposal that he had in mind and that he wanted brought 
to my attention, and then started to tell me about it, and the connection wasn’t 
any too good so I suggested that he tell Mr. Hanes to get in touch with me directly 
und come and see me personaly and tell me what he had on his mind in order that 
I would get the substance of it first hand. 

Q. Do you recall the approximate date of that conversation with Mr. Knowl- 
ton?—A. It was around the 4th or 5th—3d or 4th of March, as I remember it. 

Q. Thereafter did Mr. Hanes call upon you in your New York office?—A. He 
phoned me on Saturday and said that he would be able to come in and see me 
Monday afternoon if it was convenient, and I told him it was. 

Q. Was that just a day or two after your conversation with Mr. Knowlton?— 
[Tr. 3606] A. It was either Thursday or Friday, the conversation with Mr. Knowl- 
ton, and Mr. Hanes called me on a Saturday morning, and we got together on 
Monday afternoon, as I remember it. 

Q. Would you tell the examiner the substance of your conversation with Mr. 
Hanes on Monday afternoon?—A. Well, he opened the conversation by stating 
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that he ‘was speaking for himself alone and his company, who are the owners 
of 55,000 shares of Pan American stock. Of course, he asked me whether I had 
read the story on the Grace-National stock purchase, and so forth, and I told 
him I had, but he insisted that he was speaking for himself alone, that he had 
no connection with Pan American other than he had been a director, and he 
was at times a financial adviser, that he had arranged for the $40 million loan 
that Pan American had made with the banks, and that he had told Juan Trippe 
that he was definitely opposed to any such arrangement on the part of Pan 
American and National and Grace in combination, because he felt that Pan 
American would have to invest several millions of dollars and would have to 
build up National into a strong unit, which would mean that there would be two 
strong units opposing each other on the New York-Miami and South American 
operation, and that he felt that that would in all probability cost both a lot of 
money before we got through. 

I confessed very frankly that I, naturally, would do everything I could to pro- 
tect my own interests and my company’s interests, but that I didn’t ask for any 
consideration and wouldn’t give any. [Tr. 3607] He went on to say that he 
thought it was very foolish for such a thing to happen, that he had told Juan 
Trippe he was going to oppose him in every way, in every legitimate way he 
knew how, and felt that it would be a much better arrangement if Pan American 
and Eastern could get together on some sort of a proposal. 

He stated that he knew that Juan Trippe and I didn’t agree and hadn’t for 
many years on many things, and in order to relieve any doubt in my mind, he 
suggested that Pan American would buy a hundred thousand shares of Eastern 
Airlines, and Eastern would buy a hundred thousand shares of Pan American, 
and that they would have an outside representative on our board and we could 
have an outside representative on their board. He wanted to know whether I 
knew John Ollin, of the Ollin Industries, in St. Louis. I told him I did and that I 
admired him very much. He said, “Well, would you have any objection to him 
in any way?” I said under no circumstances, but I think that is entirely outside 
of any conversation I might be interested in because I saw no necessity of any 
such extraneous interests on either one’s part, and if there was anything discussed, 
it didn’t involve that, and I felt, anyway, that it was a subterfuge to get around 
the Civil Aeronautics Act, which did not permit interlocking directors, and that 
as far as I was concerned, he could forget it. 

Apparently it had been thoroughly discussed with John Ollin because when he 
left my office about 6:30 in the evening, I offered to take him uptown, and he 
said no, he was going over to the Plaza to see John Ollin. 

[Tr. 3608] Following my refusal to be interested in any such arrangement, 
he felt that there could be some combination or interchange worked out, and went 
on to propose that not only could it be worked out between New York and Miami, 
but also between Houston and Mexico City, and between Miami and San Juan, 
and I stated very frankly that I, under no circumstances, would entertain any 
discussion or listen to any further discussion involving Mexico City, or San 
Juan, that I was operating to San Juan, that I had been certificated to Mexico 
City, and that I expected to eventually get there, on our own steam, and direct 
from New Orleans, which is the circle course and the direct course. I hoped 
he would not refer to them again if there was any further discussion, I told him. 

He felt that it was imperative that some arrangement be made permitting 
Panagra to carry on through to New York with their DC—6, their top flight from 
South America, and that they also felt that it was imperative, in that arrange- 
ment, to have some agreement whereby Pan American could bring their ships, 
particularly their Stratocruisers, to Miami for maintenance. 


* * * * * * 


(Tr. 3617] Q. When Mr. Hanes had a discussion with you about the possibil- 
ity of placing a Pan American representative on the Eastern board, and vice 
versa, did he mention to you that this suggestion was made because the Civil 
Aeronautics Board wouldn’t permit an EPastern director on the Pan American 
board or vice versa?—A. Well, that automatically came into the picture and 
that is when I stated that even though it was possible, that it was subterfuge 
because of the law’s restriction against interlocking directorships. He said, 
“We have done that in other industries,” or something to that effect. I said, “I 
am not interested, you are just wasting your time on that subject,” and it was 
dropped. 

[Tr. 3618] Q. At this first meeting, when Mr. Hanes first came to your office, 
on Monday, and started discussing with you these various matters, did he tell 
you at that time that he had instigated or initiated a Pan American-American 
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Overseas merger deal?—-A. He did. In fact, he led me to believe that he was 
the originator of the idea and that he had been quite successful at it up te date— 
that he had taken it to one of the directors of American Overseas, and that witb- 
out discussing it either witb C. R. Smith or with Juan Trippe because he felt 
that there wasn’t room enough for both of them in the same office at that time: 
and he felt that certain progress developments should take place before that was 
brought to either one’s attention or they were brought together. 

It had been brought to their attention, but before they were brought together, 
to try and agree and see eye to eye on it. 

He pulled out some yellow sheets, some long yellow paper that had been used 
a lot, and handled a lot, and said: “They are the original figures that were dis- 
cussed showing the possibility of the two being put together.” I said, “Well, I 
am not interested in that.” I did not see the figures or what was on the sheets, 
and he put them back in his pocket. 

+ * * * * * 

(Tr. 3638] Q. I show you, Captain, a draft dated March 23, 1949, of an 
agreement between Pan American Airways, Inc., and Eastern Airlines, Inc., 
which has my initials at the top. 

Do you recall ever having seen this paper before—or not this particular paper, 
but the paper of which this is [Tr. 3639] a copy? Do you have to read the 
whole thing to see whether it is?—A. No. There were 3 or 4 of them. 

Q. Well, perhaps Mr. Harlan can help you. He was one of the authors of it.— 
A. Well, there were 3 or 4 of them, as I remember. 

Q. Our first meeting at the Links Club was on March 22; wasn’t it?—A. I don’t 
remember. There was a gap between the two meetings that I had with Hanes, 
one alone, and one with Gambrell, and in that gap I was in a director’s meeting, 
on the 17th of March, and it was shortly after we got back. 

Q. Well, take whatever time you need to see whether you can recognize it.— 
A. What is it you want to bring out on this? 

Q. First, I would like to have a statement from you as to whether you ever 
saw this paper before, whether you have any recollection of ever having seen 
it?—A. Yes; if this is one of them, I saw them all. 

Q. Now, I call your attention to the provisions of paragraph 2 of this draft, 
which reads as follows: 

Mr. Lanpis Mr. Examiner, can’t we have that draft marked for identification? 

Mr. Frrenpiy. I am only examining about this one paragraph, unless the 
examiner wishes to have it marked. I have no objection to it. 

Mr. Hieusaw. I think it would be better, Mr. Examiner. 

(Tr. 3640] Examiner Wrenn. Go ahead and ask your question, Mr. Friendly. 

Mr. Frrenovy. “2. Pan American agrees to consent to any and all modifications 
of the Pan American-Panagra through-flight agreement which are necessary 
or appropriate so that aircraft of Panagra chartered to Pan American pursuant 
to said agreement for operation between the Canal Zone and Miami, Fia.., 
may be”—and I will read it as it was typed, not the way my notes have marked 
it up—‘‘may be further chartered to Eastern for operation by Hastern over its 
Miami-New York route or such other routes of BDastern as may be agreed upon. 
If Panagra, within 60 days after the execution of this agreement, shall signify 
its desire to have such aircraft so leased by Fastern, pursuant to the terms 
and conditions of this agreement, by the execution and delivery of an instru- 
ment in the form of exhibit A hereto attached, with such changes therein as 
Panagra may request and Eastern and Pan American may approve, such aircraft 
of Panagra shall be included among the aircraft which Eastern agrees to accept 
from Pan American as provided in paragraph 1 hereof, and Panagra shall become, 
and be, a party to this agreement and shall be entitled to all of the rights and 
shall have all of the obligations of any such party insofar as this agreement 
relates to the operation of any aircraft of Panagra. Unless Panagra within 60 
days shall execute and deliver an instrument as aforesaid, both Eastern and 
Pan American shall have the right, within 30 days thereafter, by written notice 
to the other, to cancel this agreement.” 


a + 2 td = © oe 
SUBCOMMITTEE INSERT F 


Nore To Mr. DrRESCHER 
JuLty 12, 1954. 
Captain Silva of the Nicaraguan Air Force returned to Managua Saturday 
after completing his assignment in Miami. The captain agreed to help us with 
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our landing fees situation with Colonel Gaitan. It is Mr. Powers’ opinion that 
Captain Silva’s acquaintances should be fully developed because of the reliance 
that Colonel Gaitan seems to place on Captain Silva for civil aviation matters. 
I believe Mr. Powers is proposing to Mr. Morrison that Captain Silva be put on 
the payroll for possibly $100 or $150 monthly to help us gain certain projectives 
relating to the airport and our operations through Micaragua. 

During his visit Captain Silva requested a $200 advance. Mr. Morrison author- 
ized this amount and Mr. Powers recommended that it be held on our books 
temporarily as a charge against Captain Silva and then liquidated in some 
fashion. 

W. F. Raven. 


Fesrvary 10, 1954. 
General ANASTACIO SOMOZA, 
President of the Republic of Nicaragua, Managua, Nicaragua. 


DeaR GENERAL Somoza: Under date of January 28, 1954, our good friend 
Colonel Gaitan directed a letter to the Pan American representative in Managua 
requesting a revision to the existing airport operating agreement between the 
Government of Nicaragua and Pan American. I concur wholeheartedly with 
Colonel Gaitan that the present airport agreement needs revision especially as to 
the clauses related to the airport landing tariffs which Pan American is author- 
ized to charge the other airlines, You will recall our frequent attempts in the 
past to adjust the airport landing fees to the various airlines in proportion to the 
cost of operating the airpurt and thus relieve Pan American of what we feel to 
be an unfair burden. While our representatives will review this matter in more 
detail at Colonel Gaitan’s convenience, I would like to explain briefly our position 
with respect to the other international airlines operating into Las Mercedes 
Airport. 

The total annual cost for airport operations and maintenance at Las Mercedes 
Airport amounts to $60,210 which includes the usual allowance for supervision 
und retura on investment. This figure is exclusive of the cost Pan American 
incurs in handling our own aircraft, passengers, and cargo, and is comparable to 
those elements of cost normally considered by municipally operated airports in 
determining landing fees and rentals to the airlines using the facilities. The total 
annual revenue derived from the other international carriers amounts to ap- 
proximately $1,916 under the existing authorized landing rates which demon- 
strates that Pan American is absorbing an annual loss of $37,218 in excess of our 
proportionate share based on the total landing tonnage of all international car- 
riers, or in effect, we are actually underwriting airport expense of our competi- 
tors at Las Mercedes. Our desire is to establish reasonable landing fees and 
rentals consistent with the rates prevailing at the other international airports in 
Latin America. I am certain you will agree that 30 cordobas per landing origi- 
nally adopted for DC-3 type aircraft is scarcely adequate for the present DC—4 
and DC-6B type aircraft utilized by our present international competitors. 

It is not my intention to bore you with the details of this problem which our 
representatives will take up directly with Colonel Gaitan but, knowing of your 
close interest in international aviation, I thought you would appreciate having 
a clearer understanding of the financial burden placed upon our company under 
the existing airport operating agreement. 

Very truly yours, 
W. L. Morrison. 


DecEMBER 31, 1954. 
General ANASTASIO SOMOZA, 
President of the Republic of Nicaragua, Managua, Nicaragua. 

My Dear GENERAL: When I had the pleasure of seeing you recently on my much 
too short visit to Managua, we touched upon the question of modification of our 
operating and airport-management contracts with your Government. 

As I mentioned to you, we shall be pleased to cooperate fully with you on such 
proposals as your representatives may make to the end that we might agree on 
terms which would be somewhat more modern and designed to take care of cur- 
rent-day operations while at the same time according equitable treatment to the 
interests of both your courtry and my company. 

This general subject has been discussed casually with Colonal Gaitan by our 
representatives although, as I mentioned in our conversation, it has not at any 
time been discussed in detail simply because we are uninformed as to the Gov- 
ernment’s desires. Under the terms of current agreements we have what I con- 
sider to be valuable rights and do not concur in Colonel Gaitan’s observations as 
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outlined in his letter of November 2 to us, a copy of which I enclose. I cannot 
bring myself to believe that you would subscribe to the cancellation of all existing 
agreements between our company and your country at such time as the Central 
American aviation code may be adopted or the taking of such unilateral action 
at any time. In deference to PAA, and I say this with a certain amount of mod- 
esty, we feel that after 26 years of serving you, we should occupy a position which 
is deserving of somewhat more consideration. 

I have issued appropriate instructions to our people in this matter who will 
contact Colonel Gaitan for a detailed discussion of the subject very shortly. In 
the meantime, I take the liberty of expressing my personal feeling of confidence 
that the questions involved will be handled in a fair and equitable manner to the 
satisfaction of all concerned. 

With my assurances of high esteem, I take this opportunity to wish you and 
yours a very enjoyable and healthful 1955. 

Most re tfully, 
aes W. L. Morrison. 


Pan AMERICAN WorRLD AIRWAYS SYSTEM, 
Miami, Fla., January 26, 1956. 
Col. Francisco GaITAN C., 
Minisiro de la Guerra, Marina y Aviacion, 
Managua, Nicaragua. 

My Dear CoLonet GarTAN: On April 28 of last year I wrote you in connection 
with the matter of the acquisition of our interest at the Mercedes Airport by 
your Government. I enclose a copy of that letter for your ready reference. 

It was my impession that you were going to discuss the subject with General 
Somoza and let us know of your decision following which, in the event that the 
Government might care to take over on a basis similar to that proposed, or in 
the event that you might care to discuss it further in detail, you would let me 
know. 

There are a number of things which are related to the maintenance and opera- 
tion of the airport which are directly related to other matters requiring our early 
attention and I would appreciate a line from you letting us know of your feeling 
at this time. 

With kindest personal regards. 

Very truly yours, 
FRANK P. Powers, Regional Director. 


SUBCOMMITTEE INSERT G 


Foreign Arg Matt Service 


Bids received and action taken thereon 


Amount 
of bid 


Foreign airmail route Bidders 


1. New York to Montreal_-_... ATnete Side Barwhae GARG oi. inccimanntadpinindcvenges 
Canadian Colonial Airways (Inc.)-- 
The bid of the Canadian Colonial Airw ays (ine.), 
being the lowest one received, was accepted. 
2. Seattle to Victoria _..| Allied Aviation Industries (ine.) othe dc ced Dole w wig ehec uate 
Northwest Air Service — ido thibb apis SALE ok. 
Boeing Air Transport (Inc.).-.....-...-..----------- 
Priaan & Gorst Airlines (Inc.) (name later changed | 
to Seattle-Victoria Air Mail (Inc.)). | 
The bid of Barnes & Gorst Atctines (Inc.), being 
the lowest one received, was accepted. 
3. New Orleans to Pilottown_| Wedell-Williams Air Service er Rnduinghnetocobals ! 
Datnay Dae  ilec od is SLU Bike | 6 ! 
Arthur E. Cambas- 1 
The bid of Arthur E. Cambas, being the lowest | | 
one received, was accepted. 


1 Round trip. 
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Foreten Atk Matt Service—Continued 
Bids received and action taken thereon—Continued 


ee ae 
Amount 
| of bid 
plus rate 
Foreign airmail route Bidders | Rate per |per pound 
{ mile per 1,000 
miles for 
excess 


mail 


— —_—_—_——— — 


4, Miami to Habana V. K. White and associates, $1 per pound, depart- 
ment to guarantee 50 pounds, 
Pan American Airways (Inc.)..............--.----- 

The bid of V. K, White and associates was infor- 
mal, not being accompanied by the required bond, 
etc., and the rate was such that the pay might exceed 
the maximum authorized by law—$2 per mile. It 

was therefore rejected. 

The bid of Pan American Airways (Inc.), being 
the only one in proper form and responsive to the 
advertisement, was accepted. 

5. Miami to Cristobal and | Pan American Airw ays (Ine.).......-- 
Paramaribo. The bid of the Pan American Airways (Ine. , be- | 
| ing the only one received, was accepted, 
6. Miami to San Juan and | West Indian Aerial Express ies Jeannasanae 
Port of Spain. Pan American Airways (Inc.)- 

The bids being at the same rate, that of the Pan 
American Airways (Inc.), was accepted because | 
that company had already demonstrated on another 
route that it could perform service satisfactorily. | 
7. Miami to Nassau Pan American Airways (Inc.,)-..........-.----------- 
Universal Air Lines System_ 

The bid of the Universal Air Lines System was 
defective in that acceptable surety was not furnished | 
according to the advertisement; also authority shown | 
for the submission of the bid was in the form of a 

| resolution of the board of directors of another corpo- 
ration, the Egyptian Airways Co., and at the rate of 
| $1.45 a mile, instead of the rate at which the bid was | 
| submitted. The other bidder had demonstrated on 
another route it was able to perform satisfactory serv- 
ice, and its bid was in proper form, ‘Therefore the 
bid of the Universal Air Lines System was rejected | 
and the contract awarded to the Pan American Air- 
ways (Inc.). 
8. Brownsville to Mexico | Pan American Airways (Inc.) 
City and San Salvador. | Consolidated Aircraft ee 
eee ay ene MeN Pale 0 CO SL od. 5 nnn nes | 
| H. 8. Adams..---- | 
| Mutual Aircraft Corporation 
| J. Ray Shute, Jr- 
Air Transportation (Ine.) . ..-- , 
It having been known that Mexico places restric- 
| tions upon the operation of foreign corporations in 
| that country, a provision was placed in the adver- 
tisement of this route requiring that bidders show to 
the satisfaction of the Postmaster General that they 
| could provide for meeting the requirements of the 
Mexican Government as to the transport of mails by 
| airin Mexico. Upon inquiry ofthe Director of Posts 
of Mexico as to which of these bidders would be per- 
| mitted to operate in Mexico, reply was received that 
any bidder would be acceptable that would have 
service performed by the Compafifa Mexicana de 
| Aviacién. As the Pan American Airways (Inc.) | 
} was the only bidder that could arrange for service | 
| meeting the requirements of the Mexican Govern- 
|} ment, and as its bid was not considered excessive, 
such bid was ac cepted. 
9, Cristobal to Montevideo..| Fred B. Arnold-- btuais 
Consolidated Aircraft C orporation 
Trimotor Safety Airways (Inc.) - . 
Pan American-Grace Airw PEE as ca dh i ce ceue 
American International Airways (Inc.). 

The act of Mar. 2, 1929, under which this contract 
was let, provides that: ‘The Postmaster General is 
hereby authorized to award such contracts to the | 
bidders that he shall find to be the lowest responsible 
| bidders that can satisfactorily perform the service | 
| required to the best advantage of the Government.” 
| In acting under that provision the lowest bid, that 
| of the American International Airways (Inc.), was 
rejected and the award made to the Pan American- 
Grace Airways (Inc.), the next lowest bidder. The | 
former Postmaster General who made the award 
gave his reasons therefor as follows: 

“Tn making this award the matter of the financial | 
ability of the leading bidders or the integrity of the 


? This rate has been reduced for present service to $1.25 & mile, 


| 
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ForEIGN Arr Mart Service—Continued 
Bids received and action taken thereon—Continued 


Amount 
of bid 
Rate per | plus mee 

7 P Epoun 
Foreign airmail route | Bidders mile | per 1,000 
miles for 


9. . Cristobal to Montevideo— | competing companies is not considered. That may 
Continued. be conceded. The award of contract is based on 
other but very material considerations. 

ean oe is the most important air mail contract that 

yet been awarded, Its importance goes not 
et to the financial ability of the bidders, but more 
directly and to a far greater degree to their proven 
and recognized capacity for performing the service 

contemplated. 

| “The Pan American Co, has filed evidence of ex- 
tensive preparation for the operation of an air mail 
route through the countries with which arrange- 
ments are necessary. It has had this particular 
service in view for the last 2 years and has for that 
length of time been conducting negotiations and 
perfecting arrangements for the carrying on of the 
service if in the fullness of time it should be awarded 
the contract for it. It has the required franchises 
under which to operate in the countries to be served 
and over which the line passes. It is indeed operat- 
ing through subsidiary companies already in exist- 
ence over a considerable portion of the route under 
consideration. In addition to this, it will have the 
benefit of all the facilities of the Grace Line of steam- 
ers now operating a firmly established service by 
sea along the whole line of the proposed air mail 
route. 

“The low bidder does not have these facilities. It 
has not the advantage of afunctioning organization 
and of an operating personnel already in the field, 
| According to the statement of its president, which is | 
a part of the file in this case, the com y has no 
flying equipment. A number of gentlemen of un- 
doubted y nancial ability have subscribed to this 
company’s stock, but it is admitted by its president 
that these subscriptions are dependent upon the 
award of contract to the company. It is thus 
plainly agpeeent that it has not the important ad- 

f possessing a fixed and functioning organ- 

ee to enter upon the work. I am 

convinced that under the most favorable circum- 

stances the low bidder could not possibly place itself 

in position to perform this service without the lapse 
of much time. 

“In awarding the contract to the Pan American 
Co. I am also greatly influenced by information 
obtained direct from the United States Ambassador 
to Cuba, Hon. Noble B, Judah. The Ambassador 
has informed me that the president of the company 
appearing as low bidder has figured in one or more 
——— aeronautical enterprises in Cuba, where 

is experiences have been unfortunate, resulting in 
complete failure. On the other hand, the Ambassa- 
dor states that the Pan American Co. is now operat- 
ing lines to and through Cuba in a conspicuously 
successful manner. 

“T would repeat that the contract in question is for 
a route most difficult to serve but at the same time of 
very great and far-reaching importance, not only to 
the public but to the whole future of transportation 
by air. Failure would be a serious blow to the 
prestige of American aeronautical enterprise. 

“Because of the facts herein enumerated, I am firm 
in the opinion that the best interests of the service, 
the Government, and ———— to be served require 
that the award be made to the company best 
equipped to perform the service, and I, therefore, 
make the award to the Pan American-Grace Air- 

(Inc.) of New York.” 

he lowest bidder protested the award. The case 
was submitted to the Department of Justice, the case 
heard, and a decision thereon was rendered by the 
Attorney General to the effect that the award of the 
contract was valid. 
10. Paramaribo to Buenos | Pan American Airways (Inc,)_................--.-- $2. 00 $1. 00 
Aires, The only bid was accepted. 
12, Bangor to Halifax Pan American Airways Co 3 1. 00 
The only bid was accepted. 
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Appropriation and expenditures (1931) 


Appropriation for foreign mail transportation, 1931: 
A fotment for foreign mail by aircraft - al 
: xpenditures (subject to small adjustments) _- 


TO. noceced-anererepocr>-rueslsond-dnepie~ sequaide-ildedd~siidlaude doe 


SUBCOMMITTEE INSERT H 


Extract FROM THE AGREEMENT BETWEEN THE GOVERNMENT OF PORTUGAL AND PAN 
AMERICAN AIRWAYS COMPANY, DATED APRIL 1, 1937 


CLAUSE 3 


The Portuguese Government undertakes, throughout a period of fifteen years 
from the coming into force of this agreement, not to concede to any individual, 
singly or collectively, of American nationality, or to any individual, concern, com- 
pany or organization directly or indirectly “subordinate” to individuals, com- 
panies or organizations of American nationality (provided that Pan American 
Airways Company produces full and sufficient proof of such “subordinatus”), the 
right to operate regular air services for the carriage of passengers, cargo, or 
mails between Portugal and the Continent of North America. 

(i) This undertaking of the Portuguese Government will lapse immediately and 
automatically, if, at any time during the period for which it is given, the Portu- 
guese Government or the Government of the United States agree to any interna- 
national convention relative to a confederation of States or if any accord is signed 
between Portugal and the United States or between Portugal and England the 
terms of which may conflict with this undertaking. Inversely, a treaty between 
Portugal and any other State apart from the United States of North America or 
England will not im itself cause the concession granted in this clause to lapse. 


Source: American Export Airlines’ exhibit 20, CAB Docket No. 238. 


FEBRUARY 9, 1939. 
Civi, AERONAUTICS AUTHORITY, 


Washington, D. C. 

GENTLEMEN : AS you are aware, Pan American Airways has been actively en- 
gaged in development work looking toward the organization and operation of 
transatiantic air transport services since 1930. Prior to 1930, a French company, 
Societe General d’Aviation, through a subsidiary organized in Portugal, had 
obtained a monopoly of flying and landing rights in the Azores. Prompt action 
appeared necessary if American aviation was to have a reasonable share in the 
eventual operation of transatlantic service. 

To this end, Pan American Airways reached an agreement with Imperial Air- 
ways, Ltd., and with the French company mentioned above, as a result of which 
there would have been made available to the aircraft of these companies landing 
and flying rights in the Azores on which the monopoly was held by the subsidiary 
of the French company. Under this agreement Pan American Airways was to 
operate one-half the total services. 

Shortly thereafter, the Portuguese Government canceled the monopoly conces- 
sion in the Azores, due to failure on the part of the Portuguese subsidiary to con- 
duct certain operations required in the monopoly concession. Pan American Air- 
ways then entered into new discussions with Imperial Airways, Ltd. Due to the 
traditional relations between Great Britain and Portugal, that company occupied 
a strong position in Portugal. 

Both Imperial Airways and Pan American Airways undertook direct negotia- 
tions to acquire commercial landing and flying rights in the Azores and in Lisbon. 
After years of effort including work on alternate routes, generally identical agree- 
ments were concluded with both companies by the Portuguese Government. Dur- 
ing this entire period no other American interests had taken any steps, or, to our 
knowledge, even made any plans, looking toward the development of an American 
transatlantic air service. 

Included in the agreement between the Portuguese Government and Imperial 
Airways, Ltd., is a clause to the effect that the Portuguese Government wil! not 
for 15 years grant to any British company other than Imperial Airways the right 
to land in the Azores and Lisbon for the purpose of conducting transatlantic serv- 
ice, The corresponding clause 3 in the agreement with Pan American Airways 
states that during the same period no such rights will be granted to any 
American company other than Pan American Airways. 
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This agreement was concluded by Pan American Airways long before the 
enactment of the Civil Aeronautics Act of 1938, and, as above stated, before any 
other American company had indicated any interest in developing a similar 
service. 

Irrespective of clause 3, referred to above, the agreement granted the company 
for 25 years the right to land at the Azores and Lisbon in transatlantic service. 
No limitation on frequencies was imposed, nor was reciprocity involved. Other 
important provisions relate to advantageous duty exemptions and tax limitations, 
Obviously, the agreement was valuable not only to our company but to American 
aviation and for foreign commerce as well. It justified the company in pro- 
ceeding actively with its transatlantic plans and in pushing the aircraft procure 
ment program including the new Boeing Superclipper flying boats now being 
delivered. Today, as a result, the United States is a leader in transatlantic 
service. 

Recently, we have been advised that the Civil Aeronautics Authority is now 
of the opinion that it would be in the interest of American aviation if any 
American company, planning to operate transatlantic services, were in a position 
to secure a permit from the Portuguese Government to land in the Azores and 
Portugal, as intermediate ports of call. 

In view of this assumption and of the changed legislative position since Pan 
American Airways concluded its present agreement with the Portuguese Gov- 
ernment, our company is willing to take the following action. If the Civil 
Aeronautics Authority will confirm our understanding that it is now the opinion 
that it would be in the interest of American aviation that clause 3 of the agree- 
ment of this company with the Portuguese Government be waived, our company 
will advise that Government promptly that it waives such clause 3 in its 
entirety. 

Respectfully, 
J. T. Trrepe, President. 


OcToBER 30, 1944. 
Hon. L. WetcH PoGugE, 
Chairman, Civil Aeronautics Board, 
Washington, D. @. 


My Dear Mr. Pocve: You will recall that in our letter of February 9, 1939, 
discussing our operating arrangements with Portugal, we stated that if the 
Civil Aeronautics Authority should advise us that it was of the opinion that it 
would be in the interest of American aviation that clause 3 of our agreement 
with the Portuguese Government (the so-called exclusivity clause which appears 
in our franchise and also in the Portuguese franchise issued to the British 
international airline) be waived, we would advise that government promptly 
that our company waived the clause in its entirety. You will also recall that 
in our letter of May 2, 1941, to your Board we stated: 

“Tf the Board feels that any clause in our agreement with a foreign govern- 
ment prevents the granting of operating rights to, or the dispatch of mail by, 
any other American-flag operator that may hold a certificate of public con- 
venience and necessity from the Civil Aeronautics Board authorizing service to 
or from the territory covered by such agreement and if the Board deemed it in 
the public interest that these clauses be waived, we will immediately advise 
the government concerned that we waive such clauses.” 

To that letter Mr. Branch, then Chairman of your Board, replied on May 9, 
1941, quoting a paragraph of our letter set forth above and stating that the 
Board “appreciates being advised of this policy of the Pan American Airways 
System.” For your convenience copies of these letters are enclosed. 

Our purpose in writing these letters was to make it very clear that we would 
promptly waive arrangements with foreign governments if your Board stated 
that it was of the opinion that such waiver was in the public interest. A copy 
of our letter of February 9, 1939, was also sent at the time to the Division 
concerned in the Department of State. 

Wide publicity has recently been given to statements that certain arrangements 
between foreign countries and our company had proved to be a deterrent to 
our war effort and therefore were not in the best interest of this country. 
I am sure that these statements must have been made through lack of infor- 
mation of the facts as to the company position. What we stated in the letters 
enclosed has neither been changed nor withdrawn and is still in full effect. 
In view of the forthcoming International Aviation Conference at Chicago, as 
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well as the important route certificate proceedings before your Board we wish 
to reaffirm our system position. 

We are also sending copy of this letter and the enclosures to the Secretary 
of State, with the thought that he may desire to call them to the attention of 
the United States delegation to the Chicago conference. 

I am, 


Respectfully, 
J. T. Trrere, President. 


Civi AERONAUTICS BOARD, 
Washington, April 18, 1945. 
Mr. JuAN TRIPPE, 
President, Pan American Airways, Inc., 
New York, N.Y. 

My Dear Mr. Tripre: In your letters of February 9, 1939, May 2, 1941, and 
October 30, 1944, you have expressed the willingness of Pan American to waive 
its exclusive rights possessed under clause 3 of its agreement with the Portu- 
guese Government, should the Board be of the opinion that such waiver is in 
the public interest. This proposal has been kept in mind by the Board, and 
in considering the questions of policy raised by your exclusive rights with 
Portugal, it has decided that the public interest will now be served by the 
execution of the waiver. 

We are today notifying the State Department of our position with respect 
to Pan American’s proposal, so that it may be in a position to refer to the corre- 
spondence on this subject between Pan American and the Board in negotiations 
with the Portuguese Government. 


Sincerely yours, 
L. WELCH PoGuE, Chairman. 


May 18, 1945. 
Hon. L. WELCH POGUE, 
Chairman, Civil Aeronautics Board, Washington, D. C. 

DEAR MR. PoGuE: Receipt is acknowledged of your letter of April 18, 1945, 
asking that Pan American Airways, Inc., now waive its right to the extent that 
they are exclusive in its operating agreement with the Government of Portugal. 

Our board of directors has reaffirmed the company’s longstanding policy as 
expressed in our letters of February 9, 1939, May 2, 1941, and October 30, 1944. 

Accordingly, I am glad to advise you that we herewith waive the provision 
of clause 3 of our agreement with the Portuguese Government dated April 14, 
1937. We assume that you will wish to advise the Department of State on this 
action so that the Portuguese Government may be appropriately informed. 

Sincerely, 
JUAN T. Trippe, President. 


Civi AERONAUTICS BOARD, 
Washington, D. C., June 12, 1945. 
Mr. JuAN T. TRIPPE, 
President, Pan American Airways, Inc., 
New York, N. Y. 

Dear Mr. Trippe: We wish to thank you for your letter of May 18, in which 
you advised us that Pan American Airways, Inc., has waived its exclusive rights 
br iy ra 3 of the agreement with the Portuguese Government, dated April 

’ é. 

Recognizing as we do the commercial value of the exclusive rights which Pan 
American had received in the early stages of your preparation for an Atlantic 
service, we very much appreciate your company’s willingness to accede so 
promptly to the Board’s request for the waiver of exclusivity. 

We have furnished the State Department with copies of our exchange of 
correspondence on this subject, so that the Department may be in a position to 
inform the Portuguese Government of the waiver. 

Sincerely yours, 
L. WELCH PoGuE. 
77632—57—pt. 1, vol. 4-40 
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SUBCOMMITTEE INSERT I 


DEPARTMENT OF STATE, 
Washington, May 25, 1956. 
The Honorable EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives. 


Dear Mr. Cetter: In accordance with the request of Mr. Singman of your 
staff, I am enclosing a copy of the first twe pages of a Quarterly Report on Civil 
Aviation for use by the House Antitrust Subcommittee. This is item No. 3 in the 
list of documents you requested in your letter of May 17, 1956. 

As indicated in my letter of yesterday, the Department is moving as rapidly as 
possible to get an interdepartmental decision on declassification of the other 
documents you requested. 

Sincerely yours, 
Roserr C. Hitz, Assistant Secretary. 


Enclosure: Copy of a Quarterly Report on Civil Aviation from the American 
Embassy, Haiti, August 2, 1946. 
AMERICAN ESMBASSY, 
Port-au-Prince, Haiti, August 2, 1946. 


QUARTERLY ReEePporT ON CIVIL AVIATION ACTIVITIES, APRIL, MAY, JUNE 


The interim Government of Haiti, the Military Executive Committee, on May 
6, 1946, officially demanded that Pan American World Airways System make 
available its facilities at Bowen Field to all planes duly authorized to land by 
the Haitian Government. This action, it will be recalled, was precipitated by 
Pan American’s refusal to service commercial aircraft landing at Bowen Field, 
Port-au-Prince, unless specifically instructe? to do so by the home office in Miami. 

Extensive, bitter newspaper comment branded Pan American’s action as “mo- 
nopolistiec,” and charged the company with repeatedly violating its contract with 
the Government and contemptuously ignoring Haitian sovereignty. Following 
the governmental intervention in May, Pan American has pursued a more con- 
ciliatory policy, and has complied with the Military Executive Committee’s order. 
The company expects to renegotiate the existing contract as soon as the new 
Haitian Government is constituted. 

According to article 3, paragraph 2, of the existing contract between the com- 
pany and the Haitian Government, published in Le Moniteur on July 14, 1941. 
Pan American and the Government are obliged to collaborate in the setting of 
rates to be charged and collected for refueling and servicing at Bowen Field. 
In spite of this provision, Pan American never consulted the Haitian Govern- 
ment on this matter of service rates, and failed to file a tariff schedule of such 
charges with the proper Haitian authorities until April 9, 1946. The Embassy 
has been informed that a meeting is scheduled early in August between company 
officials and representatives of the Haitian Government, to discuss revision of 
the present service charges for the use of Bowen Field. The Haitian Govern- 
ment is of the opinion that the current rates are exorbitant, and it is known 
that its representatives will propose reductions up to 50 percent of the present 
fees. The Department will be informed as to any agreement. 

The recent decision of the Civil Aeronautics Board granting additional air 
service to Latin America by United States airlines was favorably received by the 
local press. The belief was expressed that the establishment of air service to 
Port-au-Prince by the Chicago & Southern Airlines might help in the develop- 
ment of tourism in Haiti, and would, at least, offer much needed competition. 
A lowering of air freight rates was viewed as a welcome possibility which would 
facilitate exportation by air of sisal and mahogany articles. The Chicago & 
Southern Airlines is expected to conduct a survey of local problems and possibili- 
ties in the near future. 

The meteorological installation at Bowen Field, formerly operated by the 
United States Air Force, has been transferred to the United States Weather 
Bureau. The weather station is now being operated by personnel of the Haitian 
Air Force. Readings are submitted to Pan American Airways, which in turn 
relays the information to the United States Weather Bureau. 

Since the war, the Haitian Government has adopted a very liberal policy in 
granting permission for both scheduled and nonscheduled commercial flights to 
Haiti. At the present time the following companies have authorization to land 
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and transact. business in Haiti; Royal Dutch Line (KLM), Aerovias Cubanas In- 
ternacionales, Pan American World Airways System, National Airlines, Pan 
American Import-Export Co., Caribe Airways, Inc., Intercontinental Air Trans- 
port, Inc., Inter-American Airways, Air Cargo Transport Corp., Trans-Caribbean 
Air Cargo Line, Inc., First Skyways International Trading & Transport Co., 
Braathen. South American. & Far East Transport (SAFE, Oslo, Norway), Air 
Freight, Inc., and Skyline, Inc. Pan American and KLM are the only companies 
making scheduled flights to Haiti. 


I certify that, with the exception of the deletion of names of individuals and 
references. to other documents, this. is a true copy of the first 2 pages of the 
Quarterly Report on Civil Aviation Activities; April, May, June, dated August 
2 1956, received from the American Embassy at Port-au-Prince, Haiti. 

FLORENCE. KIRLIN, 
Special Assistant to the Assistant Secretary for Congressional Relations. 


SURCOMMITTED INSERT J 
EXECUTIVE SESSION Exuisit PC—136 


Exhibit PC—136, dispatch No. 148, of October 29, 1946, from the American Bm- 
bassy at Ciudad Trujillo, Dominican Republic, to the Secretary of State, Wash- 
ington, D. C., is offered by public counsel for use in executive session. The 
Department of State has granted permission to use exhibit PC—136 for executive 
session, at which nongovernmental personnel are entitled to examine said ex- 
hibit. However, the Department of State requires that all such nongovern- 
mental personnel who examine the exhibit should first be sworn to secrecy as 
to the contents thereof and, also, informed of the penalties under the Espionage 
Act. 

(This document was declassified by the Department of State at the subcommit- 


tee’s request. ) 
EXECUTIVE SESSION 


United STATES OF AMERICA 
Crvit AERONAUTICS BOARD 
WasSsHInerTon, D. C. 


Docket No. 3500, et al. 


In the Matter of Investigation of the Transfers of the Routes and Properties 
of National Airlines, Inc. 


DEPARTMENT OF COMMERCE BUILDING, 
Washington, D. C., Tuesday, May 2, 1950. 


The above-entitled matter came on for hearing in executive session at 3:30 p. m. 
BEFORE: 

Francis W. Brown, Chief Examiner. 

James 8. Keith, Examiner. 
APPEARANCES : 

E. Smythe Gambrell and H. L. Russell, appearing for Eastern Air Lines. 

L. BE. Black, Jr., appearing for Chicago & Southern Air Lines. 

Hubert A. Schneider and Douglas Wood, appearing for Braniff Airways. 

W. F. Cogswell, appearing for W. R. Grace & Co. 

Albert HB. Rice, appearing for Pan American-Grace Airways. 

Richard A. Fitzgerald and Senor Freyre, appearing for National Airlines. 

J. Howard Hamstra and Leslie Arps, appearing for Pan American Airways. 

Lambert 8. O’Malley and Carolyn Just, Department of Justice. 

Alexander G. Hardy and Frederick W. Bechtold, Public Counsel. 


AFTERNOON SESSION 


Examiner Brown. This is a further executive sesion. 

The examiner has already explained the nature of other executive sessions we 
have held. 

The transcript of the session must be held confidential, and it will be necessary 
to record the names of those attending this session. 





2906 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


Again I instruct the reporter to make only one transcript of the notes and 
to place the typed record, together with his stenographic notes, in an envelope 
which shall be delivered to the Chief of the Docket Section. 

I will have to record the names of the individuals who are present here. 

Eastern Air Lines. 

Mr. GAMBRELL. E. Smythe Gambrell, general counsel ; H. L. Russell, representa- 
tive. 

Examiner Brown. Chicago & Southern. 

Mr. Buack. L. E. Black, Jr., attorney. 

Examiner Brown. Braniff Airways. 

Mr. ScuHnerper. Hubert A. Schneider, attorney ; Douglas Wood, representative, 

Examiner Brown. W. R. Grace. 

Mr. CoGswELL. W. F. Cogswell, attorney. 

Examiner Brown. Pan American-Grace. 

Mr. Rice. Albert E. Rice, attorney. 

Examiner Brown. National Airlines. 

Mr. FirzceraLp. Richard A. Fitzgerald, attorney ; and Senor Freyre, represent- 
ative. 

Examiner Brown. Pan American. 

Mr. Hamsrra. J. Howard Hamstra, attorney; Leslie Arps, special counsel, 

Examiner Brown. Department of Justice. ; 

Mr. O’Matiey. Lambert S. O’Malley and Carolyn Just. 

Examiner Brown. Public counsel. 

Mr. Harpy. Alexander G. Hardy and Frederick W. Bechtold. 

Examiner Brown. And now I must ask you all to take the oath. 

(Whereupon, all persons of record were duly sworn to secrecy by the examiner, 
as follows:) 

Examiner Brown. That you do solemnly swear that you will hold secret and 
will not divulge in any manner whatsoever to any person any of the evidence 
or information adduced at this executive session until such time as the Civil 
Aeronautics Board may by order indicate that the public interest does not require 
the continued withholding of such evidence or information, so help you God? 

Mr. Hardy, will you proceed, please. 

Whereupon, John Joseph Lynch was called as a witness, and having been 
previously duly sworn, was examined and testified as follows: 


DIRECT EXAMINATION 
By Mr. Harpy: 


Q. Father Lynch, what is your full name?—A. John Joseph Lynch, but I 
have always been called by my middle name. 

Q. What, Father Lynch, is your occupation?—A. Director of the seismic 
observatory, Fordham University. 

Q. You are aware of the fact that this is a secret session and you are not to 
divulge any of the testimony we give here outside of the confines of this hearing 
room ?—A, I do. 

Q. Father Lynch, were you in Cuidad Trujillo in September 19467?—A. I was. 

Q. Did you book passage for a return trip to the United States via Union 
Southern Airlines?—A. I did; with the qualification that it was booked for me 
by the Dominican Government. 

Q. Would you kindly, Father Lynch, tell us what was the purpose of your 
visit in the Dominican Republic?—A. On August 7, 1946, they had a rather 
serious earthquake off the north shore, and they invited the Coast and Geodetic 
Survey and myself to go down and give them any advice we could, and give them 
a résumé of what happened, and what precautions to take. 

Q. Would you kindly tell these examiners in your own words, Father Lynch, 
what happened while you were awaiting for the return flight back to the United 
States at the airport at Ciudad Trujillo?—A. The incident, as I recall it, was 
that we were waiting on the airport, which is owned, by the way, by the 
Dominican Government, for my plane, which was a Union Southern plane. 

I am fairly sure that a Pan American plane came in just ahead, so that I 
was reasonably sure that air conditions were good, and a plane came in and 
circled the field and went back toward Haiti. I was a little surprised that the 
plane didn’t make any attempt to land, but I did say at the time that apparently 
there was no effort made on the part of the landing field, because the lights were 
all out. 
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Now, we were naturally anxious to find out what did happen, and the agent 
of Union Southern, a Mr. Figueroa, came down and said that he knew that that 
was the plane that was coming in to pick me up. 

] said, “Are you sure of that?” He said, “I am.” 

1 said, “Well, why didn’t it land?” He said, “Apparently the tower wouldn’t 
contact him or he couldn’t contact the tower.” 

I said, “Well, has anybody been in contact with the plane?’ He said, “Yes; 
itis in contact with the Haiti Airport.” 

Now, there may have been other details, but I at once went to the radio tower 
and asked for—there was a native in charge who spoke perfect English, however. 

I said, “Was that the Union Southern plane coming to make its flight back 
to Miami?” He said, “Yes.” 

I said, “Why didn’t it land?” 

He said, “It couldn’t make contact with us.” 

I said, “Do you know for sure it was the plane?” 

He said, “Yes.” 

I said, “How were you in contact?” 

He said, “Through Haiti.” 

So he heard the conversation between Haiti and the plane and was there- 
fore in communication himself with Haiti. 

I asked him specifically. I said, “Can you therefore get in touch with Haiti 
and tell the pilot on that plane that the landing conditions are perfect and that 
Iam waiting here, and he can come back?” 

He said, “I can’t do that.” 

I said, “Why not?” 

He said, “I have orders not to.” 

I said, “Can somebody in here give you the order to put through that message?” 

He said, “Mr. Lund.” 

So he called Mr. Lund and Mr. Lund came down to the airport. 

Now, I said to Mr. Lund, as well as I can recall it, “Do you know why that 
plane turned back?” 

He said, “No.” 

I am afraid I called him an unfriendly name for allowing a United States Navy 
pilot to come all the way from Haiti and circle all the way back without taking 
the trouble to find out what was wrong with the plane. 

I said, “You know, Mr. Lund, it could have been engine trouble and a 
hundred things.” I said, “You could have contacted the plane by other means, 
by lights, if you wanted to.” 

That is roughly what happened, but I did say this: 

I said, “If you do not get word to Haiti and have that plane sent back 
immediately, I will call President Trujillo, because I am here as his guest, and 
I will raise cain.” 

Whereupon, the call was put through to Haiti, the plane came back, and I 
came to Miami. 

Q. Who put the call through to Haiti?—A. The operator at the tower on 
Mr. Lund’s direction. 

Q. Now, Father Lynch, could I show you the official State Department report 
with reference to this particular episode? I wish to have you look this report 
over, please. 

That is exhibit PC—136 for executive session only. 

Would you kindly read that report, Father Lynch, to yourself, please?— 
A. Thave read it. ‘The part that referred to me is all right. 

Q. Have you ever seen that report before, Father Lynch?—A. No, I have not. 

«. Do you know the author of that report, Mr. McArdle?—A. I do, very well. 

Q. You know him very well?—A. Yes. 

Q. Is he a reliable person?—-A. Very reliable person. 

Q. Tell me, Father Lynch, are you familiar personally with the particulars 
set forth in that report and, if not, would you point the particulars with which 
you are not familiar? 

Let’s look at the first paragraph. Are you familiar with the information 
in the first paragraph?—A. I don’t know anything at all about a restricted 
telegram. That doesn’t concern me. 

©. If you don’t know anything about it personally, just skip it for the mo- 
eae The second paragraph is the paragraph that pertains to the facts of 
the case. 

Q. Are those true, as far as you are concerned, and do they represent what 
you think to be the truth?—A, Yes, they do. 
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Q. How about the next paragraph, the third paragraph?—A. I was not there 
when this newspaper account was referred to, and, therefore, I can’t say what 
was put in La Opinion. So that the statement there, I am not familiar with. 

Q. How about the next sentences that follow in that same paragraph?— 
A. Yes, what refers to Captain Garrett, I can vouch for. By the way, Captaip 
Garrett was the pilot in charge. 

Q. Would you read there what it says with respect to Captain Garrett’— 
A. “Captain Garrett and Co-Pilot Grant of the Union Southern plane, who were 
in charge of the plane on the night of September 28, said they came in at a 
thousand feet and could see nothing.” 

Q. Did you talk to Captain Garrett about that yourself, personally, after he 
landed and picked you up?—A. I asked Captain Garrett exactly what happened 

Q. What did he say?—-A. I told him very frankly that anything I could do 
for him, I would, because during the war he flew a Navy hospital plane, and when 
he was told by Mr. Lund, in my presence, that he didn’t know how to run a 
plane, I felt Mr. Lund was quite out of order, and I asked him, therefore, to give 
me the facts, so that if and when his reputation should ever come up, I would 
be willing to do anything I could do for Captain Garrett. 

Garrett told me he did his best to raise the tower and they would not answer 
him, and that there was nothing wrong with his radio because he got in touch 
with Haiti and got Haiti raised all right, and, therefore, there was no reason why 
they couldn’t. 

Now, of course, I can’t vouch for what radio conditions were, but that is 
Captain Garrett's story. 

Q. Would you look at the next sentence on PC—136, please, in the same para- 
graph? What does the next sentence say?—A. “While at Port-au-Prince, they 
were called from the Pan American tower in Ciudad Trujillo and asked to return. 
The plane returned to Ciudad Trujillo at approximately 3 a. m., discharged its 
passengers, and took off for Miami, Fla.” 

Q. Are those facts true—A. Yes. 

Q. Would you turn to the next paragraph, on the next page, which has ref- 
erence to you by name?—Are those statements true?—A. They are true. 

Q. Now, Father Lynch, I wish to read to you from the testimony of Mr. Lund, 
which he gave on the witness stand here. 

The first portion I am reading is at page 23 of this secret transcript, under 
cross examination by Mr. Hardy. Mr. Lund replied to the question, “Did 
you know that a Union Southern airplane had requested permission to land at 
Pan American’s field at Ciudad Trujillo, of which you were manager on the night 
of September 28, 1946?—A. I did not. 

“Q. You did not?—A, Right, 

“Q. When did you first learn that such a plane wanted to land at Ciudad 
Trujillo?—A. When I was called to the airport by my employee. 

“Q. Who was that?—A. One of the employees on duty. I do not recall who it 
was. 

“Q. What did he say?—A. He said, ‘Father Lynch and Mr. Figueroa had con- 
mandeered our radio tower.’ 

“Q. Did he say it in just that way?—A. Just that way. They called Port-au- 
Prince. 

“Q. What time did he call you?—A. I don’t know. Early evening. 

“Q. Where were you when he called you?—A. At home. 

“Q. He called you in the early evening of September 28, 1946?—A. That is 
eorrect. 

“Q. What was his purpose in calling you?—A. To come out to the field, here, 
to talk to Father Lynch and Mr. Figueroa, who had broken Government CAA 
regulations, and he did not have the authority to discuss with people of that type 
an issue of this manner and I did. 

“Q. Did he tell you why Father Lynch and Mr. Figueroa apparently had con- 
mandeered, so to speak, in your language, the radio control tower ?—Father 
Lynch wanted to talk to Port-au-Prince. 

“Q. What did he want to talk to Port-au-Prince about? Did he tell you that ?— 
A. The Union Southern plane landed at Port-au-Prince. 

“Q. What else? Did this man tell you Father Lynch asked this man whether 
or not this plane could land there—the plane that was going to pick him up’ 
A. Repeat the question, please. 

“Q. Did Father Lynch ask your employee—the one who called you on the 
telephone—whether this plane of the Union Southern Airlines could land at 





Ot there 
ay what 
with. 

raph ?— 
Captain 


rrett?— 
ho were 
in ata 


after he 
ippene” 
ould do 
nd when 
D run a 
, to give 
I would 


answer 
n touch 
30n why 
that is 
ie para- 
2e, they 


return. 
rged its 


las ref- 
. Lund, 
, under 
, “Did 
land at 
e night 
Ciudad 
who it 


d com- 


ort-au- 


‘hat is 
, here, 
t CAA 
it type 


1 com- 
“ather 


hat ?— 


nether 
Mm up: 


yn the 
nd at 


MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2909 


that field? Do you know whether he did or not?—A. I do not know whether he 
asked the tower man that, no, If the plane wanted to land there, it could have 
landed there. 

“Q. Did your employee tell you the reason why he was calling you was be- 
cause a plane was coming in and Father Lynch was demanding that you turn 
on the lights to permit them to come in?—A. No. I was called out there be- 
cause of the incident in the control tower and the commandeering of the radio 
equipment.” 

What do you have to say to that, Father Lynch?—A. I don’t think the native 
operator there knew what the word “commandeer” means. He was a native 
and I doubt very much that he could have used that word. However, that 
is beside the point. 

“Q. Did you attempt to commandeer the radio tower?—A. Inasmuch as I 
asked for the man in charge of the radie tower, and requested him to send 
a message to Haiti, yes, of that is what you mean by “commandeering.” But 
I certainly was as polite as I could be with the radio operator until he refused, 
and then I said if the message was not sent through, I would get in touch 
with the Trujillo government and of he could not on his own authority get 
through, them he should get the person who could give him the authority, 
which, of course, he did. 

“Q. Now, let us go further with this testimony, Father Lynch. 

“Q. Had you been notified of the expected arrival of that plane?—A. No. 

“Q. You first became aware of it, then, when this man called you on the 
telephone and said that Father Lynch and the other gentleman were trying 
to commandeer the radio tower?—A. Correct. 

“Q. He told you at that time that there was some difficulty over somebody 
landing at the field, did he not?—A. No. He told me that Father Lynch wanted 
to talk to Port-au-Prince because the plane had turned back. 

“Q. Did he tell you why the plane had turned back?—A. He did not have 
any reason to know why. He did not know why the plane turned back. 

“Q. Did you know why it turned back?—A. No, I didn’t, except that weather 
conditions at that time were very bad around Ciudad Trujillo. 

“Q. Did he tell you whether or not that plane requested permission to come ani 
land ?—A. No, he did not tell me that. 

“Q, Then you really don’t know why it went back to Port au Prince?—A. No, 
I do not. 

“Q. And you do not know whether it requested permission to come in?—A. No, 
I do not.” 

What do you say to that testimony, Father Lynch?—A. Well, it is partly true, 
inasmuch as the radio tower at Ciudad Trujillo refused to answer the pilot, or did 
not answer—I am not entitled to say “refused’—inasmuch as there was no con- 
tact directly between the towerman and the plane, I can’t say that anybody in 
there actually did receive the request to land. 

But, I do know that the towerman heard the request to land because he heard 
it from Haiti, because he was in touch with Haiti, which was the first question 
I asked him. And he did know that the plane was on its way back to Port au 
Prince. 

That is why I then asked the towerman to get in touch with Port au Prince, 
since he couldn’t directly contact the plane, to contact the plane through Port au 
Prince and have it sent right back, and he said, of course, he could not do that. 

Q. The next bit of testimony, at page 28 of the transcript: 

“Q. Did your employees or representative or subborainates inform you that a 
plane, an incoming plane had attempted to contact the control tower of Pan 
American on the night of this happening?—A. Well, if the plane had attempted 
to contact our control tower, our control tower would have answered the plane. 

“Q. Did he tell you that he refused to answer?—A. No.” 

Is that correct in your way of thinking?—A. The pilot’s story was that he did 
his best to contact the tower, that there was nothing wrong with his own radio 
because he was able to contact Haiti, and that, in his opinion, was deliberate on 
the part of the tower, that they deliberately refused to contact and give him land- 
ing instructions. 

Q. Now, with reference to the following testimony : 

“Q. Did you ever make a statement that Pan American would not furnish 
lights unless previous arrangements had been made with the Pan American 
office in Miami, Fla.?—A. No. 

“Q. You never made that statement to anyone?—A. No.” 
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Do you have any knowledge with respect to that particular fact?—A. No, 
but I do know this: Mr. Lund and myself had a little talk, and Mr. Lund, | 
think very rightly, said that he was opposed to Union Southern getting the 
facilities of the airport without paying their proportional amount. And I said 
I thought he was perfectly justified in that, but, whatever the issues there were, 
there was no excuse whatever for letting a Navy pilot circle a field and go all 
the way back to Port au Prince when he could just as easily have brought him 
down on the field. 

I said they shouldn’t take it out on a Navy flier, because it might possibly 
be a point of policy between two airlines. 

Q. Allright. Now, Father Lynch—— 

Examiner Brown: As I understand it, though, you don’t have any view with 
respect to Mr. Lund’s instructions with respect to refusing permission to land 
unless prior arrangements were made? 

The Witness. No, I can’t say anything at all about his refusing to give 
permission to land. 


By Mr. Harpy: 

Q. With respect to prior arrangements being made with Pan American office 
at Miami?—A. That is right. 

Examiner Kerr. There is something that I would like cleared up at this 
point. Do you know that is the fact, that previously to this instance, the Pan 
American planes had landed? 

The Witness. Yes. 

Examiner Keirn. With the lights on at that time? 

The Witness. That is right. 

Examiner Keirn. They then turned the lights off? 

The Witness. That is right. 

Examiner Kerry. And when this plane came around, you went to the control 
tower then? 

The WITNESS. Yes. 

Examiner Kerrn. They were familiar with the fact that a plane had circled? 

The WITNESS. Yes. 

Mr. Arps. I take it the examiner’s question was so answered without the 
modification that Mr. Hardy added? 

Examiner Brown. I so understood, because I didn’t think Father Lynch had 
any view with respect to any instructions that had been given. 


By Mr. Harpy: 


Q. In view of the examiner’s question, Father Lynch, what occasioned the re- 
mark that is in the report, which you say is true, at page 3 of this confidential 
report, signed by Robert J. McArdle, of the State Department: 

“Father Lynch took this action after he had been informed by a Pan American 
employee that Mr. Lund had given orders not to call the radio tower in Port au 
Prince.” 

Is that correct?—A. That is correct. 

Q. And now the fact about using the facilities without checking, you have 
no knowledge of that of your own?—A. No. 

Q. All right. Now, Father Lynch, at page 29 of the transscript, in answer 
to questions, Mr. Lund said with respect to when he arrived at the airport 
after being called by his employee, and I quote the question : 

“Q. Whom did you see when you arrived there?—A. Father Lynch was at the 
airport, and Mr. Figueroa, and our tower operator, and radioman. 

“Q. And what did Father Lynch say to you?—A. I discussed with Father 
Lynch the fact that he had broken CAA regulations in taking over our radio 
receiver from our towerman to communicate on a point-to-point basis on a circuit 
that was strictly set for aircraft, and he probably could have jammed aircraft 
circuits with his action. 

“Q. What else did you discuss with Father Lynch?—A. That is all. I mean, 
we possibly discussed the weather, because it was raining. 

“Q. Did Father Lynch say ‘this plane wants to come in and your people won't 
let it land?’——A. No; I recall no discussion of that nature with Father Lynch.— 

Q. None at all?—A. No. sir.” 

What do you say to that testimony, Father Lynch?—A. First of all, any state 
ment that I in any way interfered with the radio tower is ridiculous. 

Q. Did he say that to you when he arrived?—A. Did he say what? 

Q. Did he tell you when he arrived: “I discussed with Father Lynch the fact 
that he had broken CAA regulations and taken our radio receiver over from 
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our towerman to communicate on a point-to-point basis on a circuit that was 
strictly set for aircraft”?—A. He certainly did not say anything of that kind 
tome. He did say something of that kind to Mr. Figueroa. 

Examiner Kerra. What was his conversation? What was the nature of his 
conversation between you two? 

The WITNEss. As soon as he got there, he requested Mr. Figueroa to leave the 
room, which I subseribed to, so that we could talk man to man, and then we did. 

And I must say that once he understood that I was waiting for that plane, 
which he probably hadn’t understood before, action was taken. 

But I didn’t feel that the other poor people that have just as much right to fly 
pack to Miami as I did, that they would not have gotten the treatment if I had 
not been there, and I told Mr. Lund that. 

Examiner Kerrn. But you did discuss other subjects other than what Mr. Lund 
said that you discussed with him? 

The WiTNEss. The question as to whether or not he knew why the plane turned 
back, I asked specifically, and when he said he didn’t know why the plane turned 
back, then I said, “You are awfully foolish to let it turn back, because if anything 
happens to that plane between here and Haiti, you will be responsible.” 

Examiner Brown. Let me ask you a question there: The plane had already 
turned back, had it not? 

The WITNEss. Yes. 

Examiner Brown. Mr. Lund was not at the field? 

The Witness. That is right. 

Examiner Brown. He couldn’t have stopped it from turning back personally, 
speaking of Mr. Lund, could he? 

The WITNESS. Well, if he wasn’t there. But they can signal by lights. 

Examiner Brown. My point is, the plane had turned back before Mr. Lund 
was called, before he was familiar with the situation? 

The Wirness. That is true. 

Examiner Brown. So that, I gather that it was not his personal responsibility ? 

The WITNEss. No. 

Examiner Brown. It was his employees who let the plane turn back? 

The WiTNEss. That is right. 

By Mr. Harpy: 

Q. Father Lynch, now I wish to read you the following bit of testimony. This 
question was put to Mr. Lund: 

“Q. What conversation did you have with your own employee in the control 
tower, who reported this violation on the part of Father Lynch and Mr. Figueroa, 
after you got to the airfield ?—I am not talking about the telephone call.—A. Well, 
there was nothing much that I could talk to him about except ask him if he 
physically tried to prevent them from using the radio equipment, and he said 
that he definitely didn’t. 

“Q. You asked him that question direct?—A. Well, not in those words, but I 
am sure I made a comment of that nature, because I would be interested in such 
a thing in any control tower if somebody tried te come in and take it off. 

“Q. What did you do to try to stop them ?—A. I think that is a normal question 
to ask a man under these conditions. 

“Q. You didn’t inquire as to why they tried to take over the control tower, 
did you?—A, Yes; they wanted to talk to Port au Prince, 

“Q. What did they want to talk to them for?—A. They wanted to find out when 
their plane from Port au Prince was coming back to Ciudad Trujillo. 

“Q. What do you mean, “coming back”? Had it already been there and couldn’t 
get in?—A, It had already been to Ciudad Trujillo? 

“Q. Yes.—A. Well, according to—after I got to the airport, Father Lynch and 
Mr. Figueroa had said that they were waiting for their airplane and it landed at 
Port au Prince. 

“Q. Well, you said that they were trying to contact them to get them back to 
Ciudad Trujillo. It had been there before and couldn’t land.—A. It hadn’t been 
there; no.” 

What do you think of that testimony ?—A. I can only give the testimony of the 
towerman, who said that he identified the plane, that it circled the field and went 
back to Haiti. I naturally could not identify the plane up there. I knew a plane 
came in, and went back in the direction of Haiti. I could not identify the plane. 
I could see the lights of the plane. 

Examiner Brown. Was it raining? 

The Witness. At that time, I don’t think so. At least the visibility was such 
that I could see the lights of the plane. 
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By Mr. Harpy : 


Q. Father Lynch, in the course of your discussion with Mr. Lund, did it be. 
come apparent to you that he didn’t know that that plane had been there be. 
fore?—A. I couldn’t say. I couldn’t really say what his opinion was. 

Q. Did he make any Statement that indicated that he knew the plane had been 
there?——A. Well, he must have got that from his tower operator. 

Q. Did you tell him it had been there and couldn’t get in?—A. I did, after he 
came down. 

Q. You told him it had been there?—A. I told him that it was my understand- 
ing, from his operator, that the plane had circled the field and was on its way 
back to Haiti; and what I was requesting the operator to do was to contact 
Haiti and let the plane know that landing conditions were good and to have him 
turn back without even touching Haiti. 

Q. Now, when he answered to the question had it been there before and 
couldn’t land, and answered it hadn’t been there, that isn’t true because you had 
told him it had been there, hadn’t you?—A. I don’t care to answer for what 
another man says when it is a question of, was what he says truthful or not. 
All I ean give you is the facts. 

Q. But you did tell him that it had been there?—A. Very definitely. 

Mr. Arps. Well, Mr. Hardy, in all fairness to Father Lynch, I think you could 
point out to him that after subsequent questions Mr. Lund admitted that he 
wasn’t there at the time that this airplane may or may not have been over 
there-—— 

Mr. ScHNEIDER. Mr. Lund had no difficulty answering the questions—— 

Mr. Arps. May I complete my sentence? 

Examiner Brown. Let counsel finish, please. 

Mr. Harpy. Well, let’s go further with that. 

The WiTNEss. May I be permitted to make a short statement? 

Examiner Brown. Please do. 

The Witness. Because of my position, I dislike being on any kind of a wit- 
ness stand because I have to hurt somebody’s feelings, and the very nature of 
my calling is that I should be neutral. 

Therefore I would respectfully ask all concerned please not to ask me to 
damage anybody’s character, if it can be avoided. 

Mr. Harpy. We won’t let you damage anybody's character, Father Lynch. 

The Witness. Whether that be an individual or a group of individuals. 

Mr. Arps. You can rest assured that this is a much-exaggerated incident, 
Father Lynch. 

Mr. Harpy. May that be stricken, Mr. Examiner? 


By Mr. Harpy: 


Q. I asked Mr. Lund the following question : 

“Question. Did Father Lynch tell you anything about this aircraft ; that it had 
attempted to get in and that your people wouldn’t let it in? 

“Answer. No. They were waiting for it. That is all I know.” 

Now, in the face of that testimony, does that refresh your recollection, and do 
you still maintain that you had told him that the plane had been there? 
A. If Mr. Lund were here I coluld refresh his memory to the extent that he ad- 
mitted that he had heard from his own tower operator that the reason it couldn’t 
land was that it couldn’t get in touch with his radio tower, because he probably 

didn’t know enough about his radio. 

And that was one of the things that I objected to on Mr. Lund’s part 

Now, I say he probably has forgotten that. But if I were talking to him I prob- 
ably could refresh his memory. 

Examiner Brown. Did I understand that the operator didn’t know enough 
about his own radio, 

The Witness. Captain Garrett, who was a Navy pilot of great experience, 
was accused by Mr. Lund of not understanding enough about his own radio con- 
trols to contact the Ciudad Trujillo tower. 

Examiner KetrH. But, as I understand it, the tower operator knew that the 
plane was over the field. 

The WITNEss. Very definitely. 


By Mr. Harpy: 


O. Now, page 37 of the transcript. I quote the following questions to you, ad- 
dressed to Mr. Lund: 
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“Question: Did your employees call you and tell you that there was a Father 
Lynch down here, and he requested to use the radio to call Port-au-Prince? 

“Answer. No. The first I heard about it was when Father Lynch had taken 
over the radio on his own.” 

Did you take over the radio on your own? 

A. Absolutely no. 

Q. Did you lift the microphone in the radio control tower and attempt to speak 
through it?—A. I didn’t even know where the microphone was in the radio tower. 

Q. Would you be able to find it now if you were back in the radio tower?—A. If 
] were put in there and under penalty of losing my life, I could probably fish 
around and find it, but other than that I don’t know. 

Q. Could you operate a radio?—A. I probably could, as a matter of fact. 

Examiner KerrH. Father Lynch, how low was the plane as it circled the field, 
Could you judge? 

The Wirness. It is pretty hard to judge, but I would say about a thousand feet 
that Captain Garrett suggested. But I will be fair and say that he made that 
suggestion. But it was certainly in a position where we could see the lights and 
follow its movements. 

Examiner KeirH. And it circled the field? 

The Witness. It circled the field; and my amazement was that the lights were 
not on on the field, and it was difficult for him — and the field was a small fleld — 
to make out the landing field. 


By Mr. Harpy: 

Q. Father Lynch, for the sake of the record, I addressed the following 
questions : 

“Question. Are you testifying that Father Lynch broke into the radio control 
tower, picked up the equipment and he himself, with his own voice, called 
Port-au-Prince? 

“Answer. That is my understanding.” 

That is completely false, is it? 

A. Well, he misunderstood what the radio tower told him. I certainly did 
not do it. 

Q. The next question I put was this: 

“Question. Was it communicated to you at that time that Father Lynch, on 
finding the airport lights had been turned off, said to your people, ‘If you don’t 
turn them on’ he would ¢all the Dominican Government and report the refusal. 

“Answer. I know nothing about that conversation. 

“Question. The first time you heard about that was when you read this docu- 
ment; is that right? 

“Answer. Yes.” 

Did you inform him that you would call the Dominican Republic—Mr. Lund 
personally ? 

A. I think I informed the radio tower operator. 

Q. You did not inform Mr. Lund himself of that?—<A. I couldn’t recall. Pos- 
sibly I did, or possibly I didn’t. 

Q. You don’t recall whether that was reflected in the course of your conyer- 
sation with Mr. Lund? 

A. I think what happened was this: I think I told the operator that if he 
didn’t call Port-au-Prince I would call President Trujillo. 

He then agreed to call Mr. Lund, who was the person to give the authority, 
which was perfectly agreeable to me. 

Then I think I did tell Mr. Lund, when he came down, that I had told the 
operator that that would be the procedure if he didn’t. 

Q. And you don’t know whether the operator communicated to Mr. Lund what 
you had said to the operator or not? You are not able to testify about that, 
are you?—-A. I don’t know what they said inside the office; no. 

Q. Father Lynch, in answer to more questions Mr. Lund said the following: 

“Question. When you got out there, what was the first thing you said to 
Father Lynch after you said, ‘Hello’? 

“Answer. I don’t recall the exact words, but I am quite sure that I stated to 
him that he had broken a CAA regulation by using this radio equipment and 
telephoning Port-au-Prince. 

“Question. You said that to him before you made an inquiry of what he 
had done? 

“Answer. Well, I knew what he had done. 
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“Question. You merely took the word of your employee, as to what he had 
done. You didn’t make any inquiry first and then tell Father Lynch that he 
had been a bad boy? 

“Answer. I didn’t make any great issue of it with Father Lynch. 

“Q. How was your exchange of words between you and Father Lynch? Very 
amiable?—A. Very amiable. There is no reason why they shouldn’t have been. 

“Q. Did Father Lynch make any further request of you?—A. Not to my 
knowledge. 

“Q. Did Father Lynch tell you that he had had some trouble about the plane 
trying to get in and there weren’t any lights available?—-A. Not to my knowledge. 

“Q. Then what happened, after you had finished your talk with Father 
Lynch ?—A. I think I went back home.” 

Is that a true representation of your discussion?—A. I think Mr. Lund is 
confusing myself and Figueroa. 

I think he accused Figueroa of violating CAA regulations. I don’t think he 
accused me of violating CAA regulations because I don’t think Mr. Lund thought 
for a moment that I had touched any of the equipment; but I think very defi- 
nitely, and I am not so sure that I didn’t say that he wasn’t within his rights 
if anybody did break in and use the radio. 

So I think the whole conversation referred to Figueroa and not to myself. 

Examiner Brown. Was the call put through before Mr. Lund reached the air- 
port, by Figueroa? 

The Witness. What happened before Mr. Lund came down, I don’t know. I 
ean only explain what happened after I went out and asked the tower operator 
if he knew it was the plane, if he knew it was going back to Haiti, and if he 
could contact it through Haiti, and he said “yes” to all the questions. I said, 
“Then, will you contact Haiti, ask them to get in touch with the plane and have 
it come right back?” That he said he couldn’t do, under orders of Mr. Lund. 
So I said, “If you don’t call Mr. Lund I will call President Trujillo and the order 
will be put through.” 

Examiner Keirn. And he called Mr. Lund, and Mr. Lund came right out?” 

The Witness. And I must say that Mr. Lund was very cordial and very 
friendly, and he ordered the operator to put the call through. 


By Mr. Harpy: 


Q. Mr. Lund ordered the operator to put the call through to Haiti for the plane 
to return?—A. That is right. 

Examiner Brown. That is the thing I wanted to inquire about. 

Do you know whether or not a call was put through by Figueroa before Mr. 
Lund reached the field ? 

The Witness. Mr. Lund said to me, when he came, that Figueroa had burst 
into the office, and apparently it hadn’t been the first time. 

Examiner Brown. I see. 

The Witness. I said, “Well, now, that is conduct that I do not defend. But,” 
I said, “that doesn’t concern me. I am only interested in this pilot who is up 
there and is flying back, and you don’t know why he is flying back. I am only 
or of that pilot, not even of myself.” I said, “I am not defending Figueroa’s 
conduct.” 

Examiner Brown. We don’t know whether he called or not. 

The Witness. The assumption is that he did. 

Examiner Brown. The assumption is that he did? 

The Witness. Yes. I have every reason to believe that he did. 

Examiner Brown. And then it would be his violation of the CAA regulations? 

The Witness. That is right. 


By Mr. Harpy: 


Q. Pan American, then, at the order of Mr. Lund, called him back after Mr. 
Lund had arrived at the field and told them to send the plane back?—A. Mr. 
Lund, when he came, got in touch with his operator and told them to get instruc- 
tions to the plane. 

Q. Then the statement in the State Department report to that effect is a correct 
statement, in your opinion?—A. Yes. 

Q. Now, in the testimony that I just read to you with respect to your con- 
versation with Mr. Lund, is the only thing that he talked to you about, as indi- 
eated in this testimony, the violation of the CAA regulations, or did he talk to 
you about the failure of this plane to land?—A. He answered my question. I 
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asked if he knew why the plane didn’t land and the answer was that he felt 
that the operator did not know enough about radio technique to be able to contact 
is tower. 

wThes I said, “Well, then it was your duty to get in touch with the operator 
by some other means, unless you knew that the plane was safe and could get 
pack to Haiti safely.” And I said, “On your own admission, you didn’t know 
that; therefore you are responsible, and I must say that I criticize you severely 
and do so as strongly as I can.” 

Q. Then you did have discussions with him other than the discussions with 
respect to the violation of the regulations for going into the radio tower?—A. To 
that extent; yes. 

Mr. Harpy. That is all. 

Examiner Brown. Mr. O’Malley, do you want to question before Pan American? 

Mr. O'MALLEY. It doesn’t make any difference. I have just one or two ques- 
tions, I think. 

CROSS-EXAMINATION 
By. Mr. O’MALLEY: 

Q. Father Lynch, do I gather, from your testimony, that, as a result of con- 
versations which you had with Mr. Lund—when he arrived at the airport—you 
established to his satisfaction, at that time, that you had not entered the radio 
room, nor had you used the radio communication facilities?—A. I was not asked 
by Mr. Lund whether I had or not, and I think he took for granted that I hadn’t. 
So, actually the question was not discussed as to whether I broke in and violated 
any regulations, 

Q. I thought you testified that you told him that you subscribed—— 
A, Figueroa. 

Q. Well, you told Figueroa that?—A. No, no. He accused Figueroa of having 
broken into the radio room. I said, “If that is true, then I certainly would not 
defend Figueroa. Nobody has a right to do that.” 

Q. You told Mr. Lund that?—A, Yes. Mr. Lund did not accuse me of going into 
the radio room. 

Q. My question was: Did you establish to Mr. Lund’s satisfaction at that time 
that you had not done it ?—A. I don’t think he thought I had. 

Q. Well, regardless of whether he thought you had or not, did you apprise him 
of the fact that you had not done it?—A. Well, it didn’t occur either to Mr. Lund 
or myself. He knew that Figueroa had done it before, you see. 

Q. Did he ever accuse you of having done it?—A. No. 

Mr, Arps. Mr. Examiner, I submit that Father Lynch has already stated here 
that he believes that Mr. Lund was confused in his accusation; and what Father 
Lynch has said is that Figueroa was or may have been in the tower and that Mr. 
Lund had a dispute with Mr. Figueroa, but did not have a dispute with Father 
Lynch ; and, to the extent that Mr. Lund has testified he had a dispute with Father 
Lynch, Mr. Lund is confused. 

Examiner Brown. Mr. O’Malley, go ahead. 

Mr. O’Matiry. Well, Mr. Lund testified here yesterday that Father Lynch was 
the man who commandeered the radio facilities. What I am trying to establish 
is that Mr. Lund was perfectly clear, on the night of this incident, that Father 
Lynch had not touched the radio facilities. 


By Mr. O’MALLEY: 

Q. Is that correct, Father?—A., That is correct. 

Q. Do you know of any reason why Mr. Lund would testify yesterday that you 
had commandeered the facilities?—A. Except that he was confusing myself with 
Figueroa. After all, it was 4 years ago. 

Q. Well, don’t you think, under the circumstances, that it would be a little un- 
usual for him to confuse you with Mr. Figueroa?—A. I think so. He is about 
half my height. 

Q. And he is a layman, is he not?—A. He is a layman. 

Q. And I suppose you were dressed in your collar on this occasion ?—A. I was. 

Q. And he knew you both prior to this occasion, did he not?—A. We had prob- 
ably met at the hotel, where I was staying, and where he was a frequent visitor, 
but I am not so sure that I had—I may or may not. He probably knew who I was, 
but Iam not sure I would have been able to pick Mr. Lund out then or not. 

Mr. Arps. I will stipulate for the record that there is no possibility of con- 
fusion. I have seen both men. 
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By Mr. O’MALLgEyY : 

Q. Father Lynch, do I gather that a part of your conversation with Mr. Lung 
was that you asked him to aid, if possible, in the return and landing of the 
airplane?—A. Yes. 

Q. Did you make any request of Mr. Lund at that time with regard to the 
lights at the airport? Did you ask him to turn them on, or anything to that 
effect? Do you recall?—A. I think I may have complained to him that the 
lights hadn’t been on when he came over. I don’t know that I explicity—it 
was taken for granted that he would give every facility for the plane and give 
the order for the thing to come in, and the lights were put on. 

I don’t recall the details. 

Q. You did tell Mr. Lund, though, when he arrived, that the airpiane had 
been at the airport, or over the airport, and had not been able to land?—-A. That 
is right. 

Q. Did you and Mr. Lund have any discussion at that time about the matter 
of the charges to the Union Southern plan for landing at that airport?—A. When 
Mr. Figueroa was requested to leave the room, then Mr. Lund explained to me— 
to the best of my recollection—that he felt that the Union Southern should pay 
their proportional cost; and I said I agreed fully, that I thought they shonld, 
too, but that I was not interested in that particular. 

Q. You didn’t discuss the amount?—A. No. He was explaining his position, 
in a very friendly way, and I think that was all right. 

Mr. O’MALLey. That is all, 

Examiner KerruH. When the plane finally arrived at Port-au-Prince, do you 
recall whether there were passengers that deplaned at Port-au-Prince?—A. It 
is my recollection that he did bring the passengers who were due for Ciudad 
back to Ciudad yes; although I am a little vague on that. 

Mr. Arps. That is a fact. 

Examiner Brown. Mr. Arps. 


CROSS-EXAMIN ATION 
By Mr, Arps: 

Q. Father Lynch, I think you have been eminently fair in your testimony, 
and I have just a few questions to ask you. Do you happen to know, by the way, 
who operates the air port at Haiti?—A. The Dominican Republic. 

Q. Port-au-Prince?—A. Port-au-Prince, I don’t know for sure; but I presume 
the Haitian Government. But I do know it is the Dominican Republic at the 
other. 

Mr. Scunemwer. At Ciudad Trujillo? 

Mr. Arps. I’m sorry. I was referring to Port-au-Prince. 

The Witness. I beg your pardon. I don’t know. 


By Mr. Arps: 

Q. Would it surprise you if I told you that Pan American operated that air- 
port?—A. I will even go you one better and say that they did me a favor once 
and gave me a free trip when I was stranded there. 

Q. Well, I take it, in connection with this incident, concerning which we 
have had so much discussion, that Captain Garrett did not complain about 
his treatment at Port-au-Prince?—A. I don’t think there was any occasion to, 
because we flew directly to Miami, I think. 

Q. Well, would it surprise you if I told you that that airplane left Port-au- 
Prince for Ciudad? 

Mr. Harpy. What do you mean? It was on the ground at Port-au-Prince. 

Mr. Arps. It landed at Port-au-Prince, departed from Port-au-Prince for Ciu- 
dad, returned to Port-au-Prince, and then left Port-au-Prince and landed at 
Ciudad. 

The Witness. That is correct. 

Q. So it was at Port-au-Prince, at one time during this period.—A. It was 
coming to us from Port-au-Prince. 

Q. And Captain Garrett didn’t tell you at any time that he had received 
poor treatment at Port-au-Prince?—A. I think he was a good friend of the Pan 
American man there, as a matter of fact. 

Q. He landed and departed from Port-au-Prince—A. Yes. 

Q. Now, Father Lynch, Mr. Lund, who seems to be getting a lot of attention 
a ae at the airport when you say this airplane was over Ciudad, was 

e?—A. No. 
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Q. Also, Father Lynch, as I gather from your testimony, the real complaint 
here was that the airplane—the Union Southern airplane—was not able to con- 
tact the tower, or, at least, that the tower didn’t reply to the airplane—aA. That 
ic @ ) . bs 
* rg Father Lynch, do you know of your own knowledge whether this 
particular Union Southern plane—and if it will help anybody, I will be glad 
to give them the number——A. It was a C-47. That is all I can tell you. 

Q. That’s right. NC—53196. Do you know whether this Union Southern air- 
plane had the tower frequencies for Ciudad Trujillo? Do you know that of your 
own knowledge?—A. I have Captain Garrett’s word that he did. 

Q. But you yourself, of course, didn’t know?—A. No; I wasn’t in the con- 
trols of the plane. 

Q. I appreciate, Father Lynch, that you didn’t usurp control of the tower, 
put did you happen to be in the tower at any time when either our friend 
Figueroa or Mr. Lund or the control tower man talked to the plane?—A. No. 

Q. Incidentally, Father Lynch, do you know who was in the tower at the time 
of this so-called incident?—A. He was a native. That is all I can tell you—a 
native Dominican. 

Q. You don’t recall his name?—A. I don’t think I ever heard it. 

Q. The reason I ask is that I had some difficulty myself trying to find out 
his name.—A. No; I don’t think I ever heard it. 

Q. Father Lynch, would it surprise you if I told you that on a subsequent trip 
to Ciudad Trujillo Captain Garrett told Mr. Figueroa that the reason he didn’t 
land at the time in question?—A. I can tell you what you are going to say——— 

Q. Was on account of weather conditions?—A. No. 

Q. That doesn’t surprise you?—A. It surprises me very much, because I doubt 
very much if Captain Garrett said that. But I thought you were going to say 
something else. 

Q. I would like to hear that.—A. That I refuse to say. 

Q. Well, under those circumstances I won’t press it. 

Father Lynch, who really controls that Ciudad Trujillo Airport?—A. The Do- 
minican Republic. 

Q. And do you know of your own knowledge who has the power to either permit 
or deny the right for an aircraft to land at the Ciudad Trujillo Airport?—A. I 
have a pretty good surmise. 

Q. You have no question about it, have you?—A. I think President Trujillo 
could say yes or no to anything going on down there. 

Q. Do you think for a moment that Pan American Airways could refuse an 
airplane permission to land at that airport?—A. If they wanted to do it with the 
approval of the ciudad government, or course they could. If they wanted to do 
it without it, they couldn’t. 

Q. That is the $64 question, Father. The fact of the matter is that Pan 
American, on their own, could not permit any airplane to land there; could they? 
at least, not more than once?—A. Well, I will have to qualify that. 

I inquired as to the whole situation with regard to that particular airport, and 
I was told that, while it belonged to the Dominican Republic and they had entire 
jurisdiction, they allowed Pan American to have control, provided everything 
was taken care of agreeably. 

Iam putting that in a general way. In other words, they did delegate the power 
to Pan American to supply their operators. There was no Dominican operator 
there in the employ of the Dominican Republic; he was a Pan American operator. 

That is what I understood from my questioning. 

Q. Did you happen to see a Dominican Army representative in the air terminal 
at the time?—A. Well, their field adjoined, you know 

Q. Precisely. But J am not talking about the field. I am talking about the 
air terminal—A. I don’t recall. 

Q. You don’t recall seeing an army representative there?—A. I don’t recall. 
The only Dominican representative there, which is the one you are probably refer- 
ring to, is the secret police man; but he was in civilian clothes, and there is no 
means of knowing that he is of the secret police. I found out later that he was. 

Q. That may well be so. I mean I don’t question it for a moment: but I can 
see the confusion because I was there not so long ago, and the army man who 
was there at the time I was there was in civilian clothes, too. 

Perhaps I have already asked you this, Father Lynch, but again, as I under- 
stand it, the real complaint here was that the Union Southern plane in question 
was not able to raise the tower ; is that right—A. My complaint was that a Navy 
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pilot was allowed to be up there in the air, after all he had done for his country, 
and allowed to be practically reproached for not knowing how to fly a plane. 

That got under my skin. 

Q. Well, I can sympathize with that, Father Lynch, but I mean let’s get down 
to the issues here. 

The issue here is, I think—and the real substance of the complaint here is— 
that the Union Southern plane was not able to raise, on its radio, the control 
tower.—A. That is right. 

Q. Or at least the control tower didn’t reply to it. Am I correct on that?—A, 
Yes; but the inference of the pilot was that it was deliberate on the part of the 
tower-control man. 

Q. Well, that is what you heard from the pilot?—A. I said the inference. 

Q. You are now speaking from what the pilot told you, or at least what you 
gathered from the circumstances?—A. That is right. 

Q. But not with respect to your own knowledge?—A. With respect to my own 
knowledge, to this extent: That I size a man up when I meet him, and when I 
talk with him, and I have no reason whatever to think that Captain Garrett was 
telling a lie. 

Q. Now, Father Lynch, you are neutral here?—A. I am. 

Q. Iam just asking for facts.—A. All right. 

Q. One thing I would like to say. I don’t like to take up too much time here, 
but my friend, Mr. Hardy, has read extracts from this testimony, and all of it, of 
course, correctly read, but I think you get a little bit inference here that Mr. Lund 
is not quite as good a friend of yours as the testimony would disclose, and I would 
suggest that you take a look at this testimony. 

Mr. Arps. Is that all, Mr. Examiner? 

The WiTNess. May I even forestall that and say that Mr. Lund and I parted the 
best of friends, and there is no reason why we shouldn’t meet as the best of 
friends, when we meet, if that will save you the trouble. 

Mr. Arps. That will save me the trouble, because as I recall it, that is precisely 
what Mr. Lund stated. 

The Witness. I subscribe to that. 

Mr. Arps. That is all. 

Examiner Brown. Any other questions? 


CROSS-EXAMINATION 
By Mr. SCHNEIDER: 


Q. One thing left me a little confused, Father. 

Did I gather the impression correctly that you gathered the impression from 
your conversation with Mr. Lund that it was a general policy of Pan American 
not to let itinerants land at their fields unless they bore their proportional share 
for the cost of fields?—A. I wouldn’t care to say that it was their policy 
not to let them land, but he definitely did say that he felt it was not fair that 
Pan American should supply all the personnel of the field and then not have these 
other people who use it pay their proportional rate, and I said I admit that it is 
reasonable. 

Q. How did that come up when Mr. Lund took the position that they couldn't 
get in communication? Was that a justification for failing to get in communica- 
tion?—A. There was no justification at all for not getting in touch with the plane. 
I made that very clear to everybody concerned. The question probably came up 
in the question about putting on lights, and that Mr. Lund had a very reasonable 
explanation for not putting on the lights, even when and where they were required. 

And I must say that was probably where that question came up. After all, I 
don’t recall all the details of this conversation after 4 years because I wasn’t too 
particularly interested except to defend the pilot. 

Q. Well, if the tower hadn’t heard the plane, of course, they weren’t called upon 
to put on the lights; is that correct ?—A. I am not talking about the landing lights. 
I am talking about the lights in the waiting rooms and so on, which were not on. 

Examiner Keirn. They turned off the lights in the waiting room? 

The Witness. They weren’t on when we were there. That came up in the con- 
versation, and I had a vague recollection that he felt that they shouldn’t bear the 
whole expense, and I agreed with him. 


3y Mr. SCHNEIDER: 


Q. How did this McArdle report come into being? Did you make a complaint 
to the State Department ?—A. My letter to Mr. McArdle was in answer to a letter 
from him. 
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Q. How did Mr. McArdle hear about the incident, if you know ?—A. I think 
everybody in Ciudad Trujillo heard about it. I was what was put down as a 
“VIP.” 

Q. This was the second earthquake ?—A. My second visit on that earthquake. 

Mr. SCHNEIDER. That is all. 

Examiner Brown. Mr. Hardy. 


REDIRECT EXAMINATION 
By Mr. Harpy: 


Q. Just to clear it up, Father Lynch, with respect to the lights, when you got 
to the airfield, you said the lights were off. What lights did you mean?—A. First 
of all, the landing lights on the field. 

Q. They were off?—A. The lights on the runways were off. 

Q. What about the terminal building?—A. Well, you wouldn’t want to walk in 
the dark and find the washroom, would you? 

Q. Those were off, too?—A. Well, those general lights. The washroom light 
might have been on. I am not going into details. But in general, their policy 
was to put them on when the plane was coming in, and I think that was justified. 

Q. Were you there when the Pan American plane came in?—A. Yes. 

Q. Were the lights on then?—A. Yes. 

Q. And they put them out after the Pan American passengers had cleared ?— 
A. Yes, I think that was reasonable. Please don’t get me wrong. There was 
no further plane due until the other one coming in. 

Q. But you had to sit around in the dark in the terminal building, waiting 
for your plane to arrive?—A. As a matter of fact, I was sitting outside. The 
climate down there is not what you call cold. 

Q. And the lights on the field were off as well?—A. The landing lights were 
definitely off, yes. 

Q. When this plane was going around overhead, that you heard, did you hear 
the plane yourself ?—A. I definitely did. 

Q. The lights were off then?—A. Yes. 

Q. You saw the lights of the plane?—A. I saw the lights of the plane, yes. 

Q. As it was going around ?—A. Yes. 

Q. Now, you said that perhaps Mr. Lund was confused and that it was Mr. 
Figueroa who had commandeered the radio tower. Is it your impression that 
Mr. Figueroa made a call that night to Port-au-Price himself?—A. It is my 
impression that Figueroa had made several calls on previous nights, including 
that night. 

Q. He had been doing this before, then?—A. Otherwise, I don’t know how he 
knew that it was the plane we were waiting for. 

Q. I see.—A. That is only my surmise. I have no other way of knowing. 

Q. Do you know whether Figueroa made the call, or is that your presump- 
tion ?—A. I think he admitted that he made the call. 

Q. And Figueroa had made calls like that on other nights?—A. That is the 
impression I got from Mr. Lund. But Mr. Figueroa himself admitted that he 
had put in a call that night. 

Q. Through the radio control tower?—-A. Through the radio control tower. 

Q. And then, the second call was put through to Port-au-Prince by the Pan 
American,officials at Mr. Lund’s direction?—A. That is correct. 

Q. Did the Pan American Dominican native who was on the radio control 
tower tell you at the time that you spoke to him, before Mr. Lund arrived, that 
he had orders not to call Port-au-Prince, from Mr. Lund; is that right?—A. 
Whether he mentioned him by name, or the agent—I said, “Well, who is it that 
can give you the authority?’ And then he mentioned it was Mr. Lund. 

Then I said, “Get the authority from whoever it is can give it to you—in this 
case, Mr. Lund, if that is who it is.” 

Q. Did you yourself specifically, after you had talked to Lund, tell Lund that 
the plane had been over the field and that the plane did not land and the lights 
were not put on?—A. Well, I think everybody there discussed that. Now, 
whether I was the first to mention it or whether—I am sure that in his presence 
I mentioned it ; yes. 

Q. You are clear that Lund should have known that?—A. He did not know it 
in no uncertain terms, because that is what I was raising cain about. 

Q. Did Lund give you an explanation as to why the lights were not put on?— 
A. Because the pilot had not been able to contact the tower. 
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Q. Did Lund indicate whether or not his people knew the plane was there, 
or could hear the plane?—-A. The tower operator had already told me. 

Q. That he knew the plane was there?—-A. That he knew the plane was there, 

Mr. Harpy. That is all. 

Mr. Arps. Could I ask just 2 or 3 other questions? 

Examiner Brown. Mr. Arps. 


RE-CROSS EXAMINATION 
By Mr. Arps: 

Q. First, Father Lynch, do you know what the estimated time of arrival of this 
plane was on September 28?—A. No; because the procedure was—you see, this 
was a company formed with ex-Navy men, chiefly, and they couldn’t keep to 
quite the schedule that the ordinary commercial planes would, so the procedure 
was that a call would be put through. 

They knew where I was staying, at the hotel, and I could get a call at the 
hotel that the plane had left or was leaving Haiti and it would be due at a 
eertain hour. I forget what the hour was. I was told to be at the airport, that 
the plane would be there. But I couldn’t tell you what time. 

Q. Would it surprise you if I told you that apparently, so far as Figueroa 
was concerned, the estimated time of arrival of that plane in the first instance 
was 3 o’clock in the afternoon?—A, I think that is correct. I think that was 
the first word that we got. But that was canceled later, and I think we all 
took dinner at the hotel until the second message came in later. 

Mr. ScHNeIperR. Mr. Examiner, I would like to ask: It certainly isn’t Mr. 
Arps’ position, is it, that by asking the questions he can get the facts into the 
record, as to when the plane was due? 

Mr. Arps. Not at all. 

Mr. ScuneIpver. That is all I wanted to be sure of. 

Mr. Arps. Not at all. 


By Mr. Arps: 

Q. May I ask one other “would it surprise you” question, Father Lynch? 

Mr. ScHNetper. If that is the point, I don’t think it is of any relevancy here 
at all whether Father Lynch would be surprised or not. The facts may be rele- 
vant, but whether Father is surprised or not seems to be a waste of time and 
hours. 

Examiner Brown. But we have gotten the facts as to the original schedule 
time. Father Lynch gave us the facts. 

Mr. ScHNEIDER. But we are not getting the other facts. We are merely get- 
ting the fact as to whether he is surprised or not. 

kxaminer Brown. I agree that is not the important factor. 

Mr. Scunetwer. That is the only way they can be gotten in. 

Examiner Brown. Let’s let him ask the question in another way, then. 

Mr. Harpy. Let’s get on with it, Mr. Examiner. 

Examiner Brown. That is right. Go ahead, Mr. Arps. 


By Mr. Arps: 


Q. Father Lynch, did you know that that plane, NC51396, was at Ciudad 
Trujillo on September 26? Just answer my question yes or no.—A. I would have 
to refresh my memory on dates. 

Q. You don’t recall?—A. No. 

Q. You don’t recall whether that plane, NC53196, had landed there at Ciudad 
Trujillo before, do you?—A. That same plane? 

Q. Yes. 

Mr. Harpy. That same day? 

Mr. Arps. Prior. 

The Wirness. I knew that plane had landed at Ciudad Trujillo before, but 
not on that day. 

Mr. Arps. Precisely. 

Examiner Kettru. Did you go to Ciudad Trujillo via Union Southern? 

The Witness. I made six trips. 

Examiner Kerrn. Via Union Southern? 

The WItNEss. Yes. 


By Mr. Arps: 


Q. And you landed at Ciudad Trujillo each time?—A. Haiti first, and then 
Ciudad Trujillo. 
Mr. Arps. That is all. 
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pxaminer Brown. Thank you, Father Lynch. You may be excused. We 
appreciate your cooperation. 7 
(Whereupon, the hearing in executive session was concluded.) 
* * * * * * = 
Rudolph M. Lund was called as a witness, and having been duly sworn, was 


examined and testified as follows: 
DIRECT EXAMINATION 


By Mr. Arps: 
_ Mr. Lund, will you please state your full name and address, please?—A. 
Rudolph M. Lund, Pan American Airways, Miami. 

Q. What is your position with Pan American?—A. Station manager, Miami, 
Fla. 
Q. When did you first become connected with Pan American?—A. In December 
1933. 

Q. What was your position with Pan American on January 1, 1946?—A. Sta- 
tion manager, in Ciudad Trujillo, Dominican Republic. 

Q. How long did you remain station manager at Ciudad Trujillo?—A. Until 
April 1949. 

Q. Mr. Lund, were you station manager at Ciudad Trujillo during the month 
of September 1946?—A. I was. 

Q. And were you on duty through that entire period?—A. Well, I am on duty 
94 hours a day, theoretically speaking, but I normally have office hours from 
8 to 5. 

Q. What I mean is, you weren’t on vacation during September 1946?—A. No. 

Q. Mr. Lund, you have examined this exhibit, PC—136, have you?—A. Yes; I 
just read it. 

Q. Now, I would like to know whether, during the night of September 28, 1946, 
you refused to turn on the landing lights at Ciudad Trujillo, in order to facili- 
tate the landing of a Union Southern plane that night?—-A. No; I had not. 

Q. I als» note in this exhibit PC—136 that there is an alleged report by Lt. Col. 
Orin H. Rigley, that Pan American tower at Ciudad Trujillo refused to reply 
to the radio of the incoming Union Southern airplane, on the night of September 
28, 1946. 

Now, do you know about any such refusal?—A. No. I do not. 

Examiner Brown. In answer to Mr. Black’s question off the record, this might 
be interesting. Union Southern was what, a large irregular air carrier? 

The Witness. It was an itinerant charter airline, as far as I know. 

Mr. Brack. I haven’t heard of it. 

The Witness. Neither have I. 

Mr. Arps. Apparently it is not very active today. 

Examiner Brown. That is right. 


By Mr. Arps: 

Q. Mr. Lund, did you ever instruct any of your subordinates at the Ciudad 
Truiillo Airport not to turn on the lights to permit another aireraft to land at 
night ?—A. Never. 

Q. Did you ever receive any such instructions from your superiors in Pan 
American ?—A,. No. 

Q. Mr. Lund, throughout your entire period of service at Civdad Trujillo, or 
at least during the period concerning which you have testified, did you ever 
refuse to turn on the lights to permit an aircraft to land there at Ciudad Tru- 
jillo, at nieht?—A. No; never. 

Q. I notice in this record—and I ask you if it isn’t a fact—that a Union South- 
ern aircraft actually did land at Ciudad Trujillo, at 3 a. m., on the morning of 
September 29, 1946?—A. Yes: according to the records, it did. 

Q. Now, in connection with that landing, concerning which you have just 
testified, isn’t it a fact that the land lights were turned on at the airport ?— 
A. That is correct. 

Q. Mr. Lund, would you kindly describe, briefly, the physical appearance of the 
Ciudad Trujillo Airport and the operating conditions that existed there during 
your period as station manager?—A. Well, the airport itself has 2 runways, 
one 7,000 feet long, another one 5,500 feet long, and the terminal building is on 
the east side of the field, in the southeast corner, and also the Dominican Army 
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military establishment goes on the field, the Dominican Air Force has all its 
planes on the field, and they have a certain control over the field. 

The area to the north of the field—the foothills start about 20 miles to the 
= and at around 2,000 feet elevation, and go up to 10,000 feet high further 
inland. 

The field itself is about 160 feet above sea level. The field is fenced in. 

Are there any other details about it you want to know, besides that? 

Q. I would like to know, does the Dominican Air Force keep a mililtary rep- 
resentative in the air terminal at all times?—A. They keep a man in the tower, 
and the entire field is patrolled at night. 

Q. During the period in question, did you or any other representatives of Pan 
American have the authority to grant or refuse permission to any aircraft to 
land at Ciudad Trujillo Airport?—A. No. 

Q. Who had the sole authority to grant or refuse such permission?—A. The 
Dominican Government. 

Mr. Arps. That is all. 

Examiner Brown. Cross-examination. Braniff. 


CROSS-EXAMINATION 
By Mr. ScHNEIDER: 

Q. When did you first hear about this incident, Mr. Lund?—A. How do you 
mean, when did I first hear about it? You mean about the Southern plane 
coming in there? 

Q. Yes; the allegation that you didn’t turn the lights on—A. From Mr. Arps, 
about 10 days ago. 

Q. Were you at Ciudad Trujillo at the time of this incident reported in 
that document?—aA. Yes; I was based there. 

Q. Were you on duty at the airport at the time?—A. No; I was not. I was at 
home. 

Q. Did you hear anything about it at that time? I take it you did not hear 
anything until Mr. Arps told you about it, a few days ago?—A. As far as the 
alleged case is concerned. I went out to the airport that particular evening, 
when I was called by one of my employees that Father Lynch and Mr. Figueroa, 
of this other airline, forced themselves into our tower and commendeered our 
radio equipment, which I was quite upset about, so I went out to find out the 
reason for this. 

Mr. Lund, if you weren’t out in the field, how do you know whether the 
lights were turned off or not?—A. How do I know what? 

Q. How do you know that the lights were turned off or that they refused to 
turn them on?—A. I was not at the field until my employee called me out there. 

Q. Well, you testified in answer to a question on direct that Pan American 
had not refused to turn on the lights. How do you know about that?—A. I said 
I had not refused to do so. 

Q. You don’t know whether somebody else might have refused to?—A. That 
I don’t know. 

Examiner Brown. Chicago & Southern? 

Mr. Buiack. No questions. 

Examiner Brown. Eastern? 

Mr. RussE.u. No questions. 

Examiner Brown. Public counsel? 


CROSS-EXAMINATION 
By Mr. Harpy: 
Q. Mr. Lund, you stated that you first heard of this instance from Mr. Arps 
10 days ago; is that right?—A. Approximately that; yes. 
Q. Would you look at the third paragraph—— 
Examiner Brown. He doesn’t have it before him, Mr. Hardy. 
Mr. Harpy. Let’s make it available to him, Mr. Examiner. 


By Mr. Harpy: 

Q. Would you look at the third paragraph, first sentence, of this report, PC- 
136? It states there, in a statement published in the local newspaper, La Opinion, 
of October 2, 1946, that Mr. Lund claimed the lights were not turned off. Is 
that a correct statement?—A,. That is a correct statement. 

Q. Well, then, you did know something about this instance, then?—A. That 
wasn’t the question you put to me. He asked me if I knew about this law case, 
and I said I did not. 
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Examiner Brown. That is the way I understood him. I am afraid you mis- 
understood the question. 

Mr. Harpy. You understood me to say the same thing? 

The Witness. That is correct; yes. 


By Mr. Harpy: 

Q. In other words, you did know about this when it actually happened?—A. I 
knew about the incident at the airport; yes. 

Q. All right, let’s get on. 

Now, let’s look at the first paragraph of this report. Did you know that a 
Union Southern airplane had requested permission to land at Pan American’s 
field at Ciudad Trujillo, of which you were the manager, on the night of Sep- 
tember 28, 1946?—A. I did not. 

Q. You did not?—A. Right. 

Q. When did you first learn that such a plane wanted to land at Ciudad Tru- 
jillo?—A. When I was called to the airport by my employee. 

Q. Who was that?—A. One of the employees on duty. I do not recall who it 
was. 

Q. What did he say?—A. He said Father Lynch and Mr. Figueroa had com- 
mandeered our radio tower. 

Q. Did he say it in just that way?—A. In just that way. They called Port-au- 
Prince. 

Q. What time did he call you?—A. Idon’t know. Early evening. 

Q. Where were you when he called you?—A. At home. 

Q. He called you in the early evening of September 28, 1946?—A. That is 
correct. 

Q. What was his purpose in calling you?—A. To come out to the field, here, to 
talk to Father Lynch and Mr. Figueroa, who had broken Government CAA regu- 
lations, and he did not have the authority to discuss with people of that type an 
issue of this manner, and I did. 

Q. Did he tell you why Father Lynch and Mr. Figueroa apparently had com- 
mandeered, so to speak, in your language, the radio control tower?—A. Father 
Lynch wanted to talk to Port-au-Prince. 

Q. What did he want to talk to Port-au-Prince about? Did he tell you that?— 
A. The Union Southern airplane landed at Port-au-Prince. 

Q. What else? Did this man tell you Father Lynch asked this man whether 
or not his plane would land there—the plane that was going to pick him up?— 
A. Repeat that question, please. 

Q. Did Father Lynch ask your employee—the one who called you on the tele- 
phone—whether this plane of the Union Southern Airlines could land at that field? 
Do you know whether he did or not?—A. I do not know whether he asked the 
tower man that; no. If the plane wanted to land there, it could have landed 
there. 

Q. Did your employee tell you the reason why he was calling you was because 
a plane was coming in and Father Lynch was demanding that you turn on the 
lights to permit them to come in?—A. No. I was called out there because of the 
incident in the control tower and the commandeering of the radio equipment. 

Q. Had you been notified of the expected arrival of that plane?—A. No. 

Q. On September 28, 1946?7—A. No. 

Q. You first became aware of it, then, when this man called you on the tele- 
phone and said that Father Lynch and the other gentleman were trying to com- 
mandeer the radio tower?—A. Correct. 

Q. He told you at that time that there was some difficulty over somebody 
landing at the field, did he not?—-A. No. He told me that Father Lynch wanted 
to talk to Port-au-Prince because the plane had turned back. 

Q. Did he tell you why the plane had turned back?—A. He did not have any 
reason to know why. He did not know why it turned back. 

Q. Did you know why it turned back?—A. No; I didn’t, except that weather 
conditions at that time were very bad around Ciudad Trujillo. 

Q. Did he tell you whether or not that plane requested permission to come in 
and land?—A. No; he did not tell me that. 

. a Then you really don’t know why it went back to Port-au-Prince?—A. No; 

0 not. 

‘ Q. And you do not know whether it requested permission to come in?—A. No; 
do not. 

Q. And it could well have requested permission to come in and you would not 
know about it?—A. That is possible. 
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Q. Now, in the second paragraph it states: “The agent of Union Southern 
Airlines, Mr. Ramon Figueroa, claimed he notified the Pan American office that 
the Union plane would arrive at 5 p. m. September 28.” Is that claim true or 
false?—A. I know nothing about that claim. 

Q. It wasn’t communicated to you?—A. Correct. 

Q. Would there be any file in your office to indicate whether or not such a 
request was made? Do you keep a log of such requests?—A. No; I do not. 

Q. Have you inquired of your employees whether such a request was made?— 
A. Yes; I have. 

Q. And you have gotten a negative result?—A. We have no records of a request 
of that nature. 

Q. No employee ever informed you that such a request had been made?—A. No. 

Q. Did you ask your employee at the airfield whether or not the lights were 
turned off at the time this plane allegedly attempted to come in?—A. I did not 
put such a question to him because I know the lights would never be turned off. 
There would be no reason for them to be turned off. 

Q. Are the lights on automatically all the time? Do you leave them on all 
the time?—A. No. The Dominican Government doesn’t want them to. 

Q. So if a plane was coming in, they would have to be turned on after radio 
communication with the plane in the air?—A. Yes. 

Q. And they would request it and you would turn them on?—A. That is 
correct. 

Q. So, then, a normal procedure, if the plane was up above and didn’t get 
connection with the radio control tower, would be that the lights would be 
off?—A. Yes; if we didn’t know that the plane was coming in; that is correct. 

Q. Did your employees or representatives or subordinates inform you that a 
plane, an incoming plane, had attempted to contact the control tower of Pan 
American on the night of this happening?—A. Well, if the plane had attempted 
to contact our control tower, our control tower would have answered the plane. 

Q. Did he tell you that he refused to answer?—A. No. 

Q. Did you ever make a statement that Pan American would not furnish lights 
unless previous arrangements had been made with the Pan American office in 
Miami, Fla.?—A. No. 

Q. You never made that statement to anyone?—A. No. 

Q. To a subordinate ?—To nobody. 

Q. To nobody ?—A. No, sir. 

Q. You never even had a thought along those lines?—A. Never had a thought 
along those lines. 

Q. What occasioned you to publish in the paper La Opinion, on October 2, 1946, 
that the lights were not turned off?—A. Because they weren’t. 

Q. How do you know ?—A. If the plane had contacted the tower, I am sure the 
lights were on. 

Q. At 9:30?—A. Whenever the plane contacted the tower: if it contacted the 
tower. 

Q. You do not know, then, whether the plane made a pass at 9: 30?—A. I do 
not. 

Q. Then, as far as you are concerned, the plane made its only pass when it 
came in at 3 a. m.?—-A. We have records to show that it landed at 3 a. m., not 
passing. 

Q. Then, if the plane did make a pass, at 9: 30 on the night of September 28, 
1946, you are not aware of it, are you?—A. Well, I came out to the airport after 
my employee called me about the tower incident, and I was aware of the fact 
then, after the plane had gone back to Port-au-Prince. 

Q. What time did you arrive at the airport?—A. Early evening. I would say 
somewhere between 8 and 9 o’clock—therea bouts. 

Q. And whom did you see when you arrived there?—A. Father Lynch was at 
the airport—and Mr. Figneroa—and our tower operator and radiomen. 

Q. And what did Father Lynch say to you?—A. I discussed with Father Lynch 
the fact that he had broken CAA regulations in taking over our radio receiver 
from our towerman to communicate on a point-to-point basis on a circuit that 
was strictly set for aircraft, and he possibly could have jammed aircraft cir- 
cuits within action. 

Q. What else did you discuss with Father Lynch?—A. That is all. I mean— 
we possibly discussed the weather, because it was raining. 

Q. Did Father Lynch say, “This plane wants to come in and your people 
or let it land”?—A. No; I recall no discussion of that nature with Father 

ynch. 
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Q. None at all?—A. No, sir. 

Q. Did you have any discussion with Mr. Figueroa at that time?—A. Nothing 
except possibly to comment that the weather was bad around there, and that 
his plane had landed at Port-au-Prince and that they were trying to get it back 
to Ciudad Trujillo. 

Q. What conversation did you have with your own employee in the control 
tower, who reported this violation on the part of Father Lynch and Mr. Figueroa, 
after you got to the airfield? I am not talking about the telephone call.—A. 
Well, there was nothing much that I could talk to him about except ask him 
if he physically tried to preevnt them from using the radio equipment, and he 
said that—he evidently didn’t. 

Q. You asked him that question direct ?—A. Well, not in those words; but I am 
sure I made a comment of that nature because I would be interested in such a 
thing in any control tower if somebody tried to come in and take it over. “What 
did you do to try to stop them?” I think that is a normal question to ask a man 
under those conditions. 

Q. You didn’t inquire as to why they tried to take over the control tower, did 
you?—A. Yes. They wanted to talk to Port-au-Prince. 

Q. What did they want to talk to them for?—A. They wanted to find out when 
their plane from Port-au-Prince was coming back to Ciudad Trujillo. 

Q. What do you mean, “coming back”? Had it already been there and couldn’t 
get in?—-A. Had it already been to Ciudad Trujillo? 

Q. Yes.—A. Well, according to—after I got to the airport, Father Lynch and 
Mr. Figueroa had said that they were waiting for their airplane, and it had 
landed at Port-au-Prince. 

Q. Well, you said that they were trying to contact them to get them to come 
back to Ciudad Trujillo. Had it been there before and couldn’t land?—A. It 
hadn’t been there; no. 

Q. Well, now let’s get your time elements. What time did your man call you 
on the telephone that night?—A. I would say between 8 and 9 o’clock. 

Q. And how long did it take you, then, to get out to the field?—A. Five minutes. 

Q. Five minutes. And you think you were there before the appointed arrival 
time, as set forth in this report, of 9:30?—A. Arrival time where? Of what? 

Q. Of the Union Southern airplane.—A. When I arrived there the plane was 
already in Port-au-Prince. 

Q. Had it been over your airfield?—A. That I do not know. 

Q. Did you ask whether it had been?—A. I don’t think I would possibly ask 
that question. 

Q. Did Father Lynch tell you it had been?—A, No. 

Q. Did Father Lynch tell you anything about this aircraft—that it had at- 
tempted to get in and that your people wouldn’t let it in?—A. No. They were 
waiting for it. That is all I know. 

Q. When you made the statement in the local newspaper that the lights were 
not turned off, the lights were not turned off at what time?—A. The lights were 
not turned off at any time when an airplane might have needed lights. 

Q. Well, what occasioned your making the statement in the newspaper?—A. I 
believe there was a statement made in the newspaper the previous day that the 
lights were not on. 

Q. What did the statement say the previous day?—-A. Something along the 
lines that the lights were pot on. 

Q.. At what Time? 

Examiner Brown. What occasioned athe newspaper to report that the lights 
were not on? 

The WitNgEss. That I do not know, Mr. Examiner—why they would do that. 

Examiner Brown. Well, in what connection did the newspaper refer to the 
fact that the lights were not on? It must have been in connection with some 
incident. They wouldn’t just say, “The lights weren’t on.” 

The Witness. Well, I believe they stated something along the lines that Pan 
American did not turn the lights on for a Union Southern airplane. 

Examiner Brown. For a Union Southern airplane? 

The Witness. Yes; something along that line. 


By Mr. Harpy: 
Q. Now, my question is: At what time did the newspaper article say the lights 


were not turned on? 
A. I don’t recall the time. 
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Q. Do you see this statement in the third paragraph of this report, which 
states: 

“Captain Garrett and Copilot Grant, of the Union Southern plane, who were in 
charge of the plane on the night of September 28, said they came in at a thousand 
feet and could see nothing. They flew around for a short time and then returned 
to Port-au-Prince, Haiti.” Was that communicated to you——A. That was not. 

Q. Is this the first time you have ever heard that?—A. Tha is the first time I 
ever heard that. 

Q. Was a similar situation such as that reported in the newspaper article the 
day before your newspaper article appeared ?—A. No; I don’t revall the wording 
as to saying that the plane came in at a thousand feet, or anything like that. 

Q. Weli, did it say that the plane came in and no lights were on?—A. It said 
something about the Union Southern airplane was over the city and no lights 
were turned on. I believe that is correct. 

Q. And then it says, here: “While at Port-au-Prince they were called from the 
Pan American tower in Ciudad Trujillo and asked to return.” Who called 
them ?—A. That I do not know. 

Q. Did your employee call them, or was this when Father Lynch broke into the 
radio station?—A. That I do not know. 

Q. You do not know?—A. No. 

Q. Well, how did they happen to come back? Did you give an order that they 
would be permitted to land when they returned ?—A. I had no control over the 
airplane whatsoever—whether it came back or landed or turned around, or what 
it did. 

Q. Well, this statement here, then—you don’t know anything about that? It 
could well have gotten a call from the Pan American tower in Ciudad Trujillo 
and been asked to return, but you know nothing about it; is that right?—A. That 
is correct. 

Q. It says, “The plane returned to Ciudad Trujillo at approximately 3 a. m.” 
Do you know that?—A. According to the official records, yes. 

Q. Were you there then?—A. No. 

Q. Do you know who was on duty then ?—A. Our tower operator and radioman. 

Q. Did you issue orders that the lights should be turned on in the évent that 
plane came back, and that is how it happened to be able to land then?—A. There 
are standing instructions. At any time anybody wants to make a night landing 
at any airport, the lights will be on. 

Examiner Brown. Do you have 24-hour coverage at Ciudad radio? 

The WiTtNEss. We have a point-to-point circuit; yes, sir. And a tower operator. 

Examiner Brown. Twenty-four hours? 

The Wrrness. Yes, sir. 

Mr. Arps. You are referring to 1946? 

The WITNEss. Yes. 

Examiner Kerra. Before Mr. Eardy continues, before the particular situation 
in question, did you know Father Lynch and Mr. Figueroa? 

The Witness. Yes, sir. 

Examiner Krirn. You knew them well? 

The Wirness. I knew Figueroa rather well, and I had met Father Lynch when 
he was invited down there in connection with the series of earthquakes they had 
had in the island. 

Examiner Keirn. Had they ever had occasion to use the radio facilities at 
the airport? 

The Witness. Oh, yes, sir. This airplane had come in many, many times 
before. 

Examiner Brown. The Union Southern aircraft had come in many times? 

The Wirness, Yes, sir. 

Examiner Brown. Close to the time of this episode? 

The Wirness. I think just a couple of days before this particular one they 
were in once before, and the week before that. 

Examiner Brown. On a night arrival? 

The Witness. Well, I can’t say whether it was at night or not, but I am sure 
that they operated in there at any time that they wanted to. 

Examiner Brown. And they utilized the Pan American radio facilities? 

The WITNEss. Yes, sir. 

Examiner Brown. In the tower? 

The Witness. Yes, sir. 

Mr. Harpy. Are you through, Mr. Examiner? 

Examiner Brown. Yes. 
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By Mr. Harpy: 

Q. Do you know whether dr not a Pan American employee informed Father 
Lynch that you had given orders not to call the radio tower in Port-au-Prince 
when he requested that you call it?—A. I don’t know about that; but I am 
quite sure that I had my employees understand that we did aot use our tower 
radio for point-to-point circuit. It is against the law. 

Q. Did your employees call you and tell that there was a Father Lynch down 
here and he requested to use the radio to call Port-au-Prince?—A. No. The first 
I heard about it was when Father Lynch had taken over the radio on this own. 

Q. Is Father Lynch a radio man?—A. He is a priest, as far as I know. 

Q. Could he operate that without any knowledge of how the radio operates?— 
A. You have to be licensed. Anybody can operate a radio, practically—a voice 
radio—but, as far as the legal aspect of it is concerned, you are supposed to hold 
a license. 

Examiner Brown. I don’t think that is the question Mr. Hardy had in mind. 
He asked whether he was able to do it. 

The Witness. Physically able? 

Examiner Brown. Yes. 

The Witness. Yes 

Examiner Brown. Whether some one could pick up and use the facilities. 

The Wirness. Yes. 


By Mr. Harpy: 

Q. Are you testifying that Father Lynch broke into the radio control tower 
and picked up the equipment and he himself, with his own voice, called Port-au- 
Prince ?—~-A. That is my understanding. 

Q. Or are you testifying that by his influence and by his personality he more 
or less forced your employee to make the call?—A. I am testifying that he used 
the radio, personally. 

Q. He used it personally?—A. That is my understanding. 

Q. Who told you that?—A. Our radio man on duty. 

Q. What is his name?—A. I am not certain of the name of the man that was 
on duty that night. 

Q. Was it communicated to you at that time that Father Lynch, on finding 
the airport lights had been turned off, said to your people, “If you don’t turn them 
on” he would call the Dominican Government and report the refusal?—aA. I 
know nothing about that conversation. 

Q. The first time you heard about that was when ycu read this document; is 
that it?—A. Yes. 

Q. That wasn’t recorded in the newspaper?—aA. Not that I recall. 

Q. You don’t question, though, that it might have happened and could have 
happened without your knowledge; is that right?—A. You mean that Father 
Lynch had called President Trujillo? 

Q. No. That Father Lynch told your representative that if they didn’t do 
something about it he would call the Dominican Government and report the re- 
fusal.—A. That could have happened, yes. 

Q. Your employee wouldn’t report such a grave situation as that to you?— 
A. Not necessarily. 

Q. Where it says, in the second sentence on page 2, in the first paragraph : 
“Father Lynch took this action after he had been informed by a Pan American 
employee that Mr. Lund had given orders not to call the radio tower at Port- 
au-Prince,” do you deny that you gave such orders?—A. Well, not in those exact 
words. I mean the radio communication set for tower control is not to be used 
for point-to-point circuit. 

We have a CW circuit for point-to-point circuit, and that is to be used for any 
type of administrative messages. 

The tower radio is used strictly for tower work. 

ixaminer Brown. Does that mean that there was an outstanding order cover- 
ing, or a general order, covering the use of the radio? 

The WITNess. Just a general order, an understanding, on that, that in any con- 
trol tower—in Washington, I am sure the control tower here does not call 
Miami. 


By Mr. Harpy: 


Q. You say there are two types of equipment. What type is it you can use 
for point to point service?—-A. That type of equipment. 
Q. What is the name of that?—A. CW. 
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Q. CW equipment ?—aA. Yes. 

Q. You can use that for point to point service, and the other type of equip- 
ment, voice, you can only use for flights overhead?—A. Yes, that is correct. 

Q. All right. Now this CW equipment, where is that located?—A. It was in 
our terminal building. 

Q. It isn’t in the radio tower.—A. No. 

Q. Do you have it at a different location ?—A. One floor down. 

Q. And could you call Port-au-Prince from that equipment quite directly ?— 
A. Yes, we could have sent a message from there. 

Q. Were you requested to do it in that method?—A. Not to my knowledge, but 
if we had been, we would have been very happy to do it. 

Q. Then the fact that Father Lynch wanted to call Port-au-Prince and ask this 
plane to come back was not communicated to you at any time, is that right?— 
A. I knew about it after the incident had occurred. 

Q. After 9:30?—A. After the incident occurred. 

Q. Then at sometime during the night, the plane was called to come back to 
Ciudad Trujillo, wasn’t it?—A. Evidently. 

Q. Well, where did they call them. How did they call them?—A. I did not 
run the Union Southern Airline. I know nothing about it. 

Q. Well, tell me this: Did they use Pan American’s facilities to call Port-au- 
Prince and tell the plane to return according to your knowledge?—A. I under- 
stand that Father Lynch used our tower radio to do that. 

Q. This was before you arrived ?—A. Yes. 

Q. And that would have been before 9:30?—A. As I say, I do not recall the 
exact time. 

Q. Have you seen Father Lynch since this incident ?—A. No, sir, I haven't. 

Q. Have you seen Mr. Figueroa since this incident?—-A. Yes, sir; I have. 

Q. Have you discussed the incident with him?—A. Yes, sir; I have. 

Examiner Brown. Did he charge that the lights were off, so that his plane was 
unable to come in as scheduled? 

The Witness. Did Figueroa charge that, do you mean? 

Examiner Brown. Yes; you said you discussed the incident with him. I was 
wondering whether he complained to you? 

The Witness. Figueroa made no complaint of that nature. 

Examiner Brown. Did he complain to you that he was unable to raise the 
control tower, the radio operator, to ask that the facilities be made available? 
The lights, that is. 

The Witness. No, sir; but I am sure that if this Union Southern Airplane had 
contacted our tower—I don’t even know what frequency that ship had or if it 
could have talked to our tower—I do not know that. 

Examiner Brown. You say a number of them had been coming in? 

The Witness. Yes, sir. 

Examiner Brown. Didn’t they talk to your tower? 

I thought you testified they did. 

The WItTNEss. We had a number of landings before this particular case. 

Examiner Brown. And those particular planes did talk to your tower? 

The Witness. I don’t know. They landed there. 

Mr. Harpy. Planes of Union Southern Airlines? 

Examiner Brown. Yes. 

The Witness. Yes; we have a lot of planes land that do not even have radio 
equipment. 

Examiner Brown. That, of course, would have to be in daylight hours, would 
t not? 

The Witness. In daylight hours, but I am quite sure there have been many 

of the Dominican Army planes that did not have radio equipment. 


By Mr. Harpy: 


Q. Could a Union Southern plane get in at night without contacting the control 
tower?—A. I think any plane if he had used the fields could have gotten the 
lights on, yes, sir. 

Q. But you are not testifying that they didn’t contact the control tower. You 
really don’t know ?—A. I do not know. 

Q. Did you talk to Father Lynch by telephone, did he talk to you himself 
direct on the telephone?—A. No; I came out to the airport. 

Q. I see. You came out because your employee called you and told you about 
Father Lynch being there.—A. That is correct. 

Q. And Father Lynch didn’t talk to you on the phone himself ?—A. No, sir. 
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Q. Did this employee of yours relay a request of any description made by 
Father Lynch ?—A. No. 

Q. He just reported to you that Father Lynch was here breaking down the 
door and trying to get in and commandeer your equipment ?—A. Words to that 
effect ; yes. 

Q. You didn’t inquire what for or anything of that sort, you just hopped in 
your car and got out there ?—A. That is correct. 

Q. When you got out there, what was the first thing you said to Father Lynch 
after you said, “Hello” ?—<A. I don’t recall the exact words, but I am quite sure 
that I stated to him that he had broken a CAA regulation by using this radio 
equipment in telephoning Port-au-Prince. 

Q. You said that to him before you made an inquiry of what he had done?— 
A. Well, I knew what he had done. 

Q. You merely took the word of your employee, as to what he had done. You 
didn’t make an inquiry first and then tell Father Lynch that he had been a 
bad boy ?—A. I didn’t make any great issue of it with Father Lynch. 

Q. How was your exchange of words between you and Father Lynch? Very 
amiable?—A. Very amiable. There is no reason why they shouldn’t have been. 

Q. Did Father Lynch make any further request of you?—A. Not to my 
knowledge. 

Q. Did Father Lynch tell you that he had had some trouble about the plane 
trying to get in and there weren’t any lights available?—A. Not to my knowledge. 

Q. Then what happened after you had finished your talk with Father Lynch ?— 
A. I think I went back home. 

Q. You went back home and went to bed?—A. I am not sure whether I went 
to bed right away or not but I went back home. 

Q. When did you hear about the incident again?—A. The following day. 

Q. The following day. In the interim between the time you talked to Father 
Lynch and ran out to the airport, and then went back home, in the interim, the 
plane had come in, landed, and gone out again?—-A. That is correct. 

Q. And you don’t know what transpired after you left the field?—A. No, sir. 

Q. Then can I factually state in summary, your testimony is, that out of a 
clear sky, on September 28, 1946, between the hours of 8:30 and 9: 30, you got 
a telephone call from the radio control tower, by your employee on duty. 

He stated then that Father Lynch, and Mr. Figueroa were here, and they had 
commandeered the radio equipment and called Port-au-Prince, and that he was 
very excited about it. 

On getting the message you then immediately dashed out to the field, told 
Father Lynch that he shouldn’t have done such a thing. Your conversation 
ended there. You returned home and the next thing you heard about it the 
next morning was the plane had come in at 3 a. m. and landed. 

Is that a fair summary? 

Mr. Arps. Mr. Examiner, I don’t object to Mr. Hardy making a statement of 
facts on this, but I think Mr. Lund’s testimony speaks for itself. 

We have gone over these conversations at least three times, from beginning 
to end, and I don’t see why Mr. Lund should be asked to accept that summary. 


By Mr. Harpy: 

Q. Do you agree with my summary? 

Mr. Arps. Not to get this record confused, I would just like to complete my 
statement. 

I have no objection to Mr. Hardy’s statement of facts, but I insist that Mr. 
Lund’s statement and testimony had already covered it, and that he doesn’t have 
to accept a suggestion of counsel. 

Examiner Brown. I think that is probably true, Mr. Hardy. 

Mr. Hasor. You mean I can’t ask him if that is a fair summary of his testi- 
mony? 

Examiner Brown. It is so complicated that I don’t see how he can answer. 

Mr. Harpy. Complicated? 
ev is the most simple statement I have made in my short years before this 

r. 

Examiner Brown. I am sorry. Quite a number of facts were gone into. 
However, I will let Mr. Lund answer. 

Mr. Russe .. Let the reporter read it back so it will be fresh in his mind. 

Examiner Brown. No; I think he can answer it. 

The Witness. I have stated the facts as they are in the record, Mr. Hardy. 
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By Mr. Harpy: 
Q. Is there anything wrong with that summarization, or anything I have 
omitted? 
Mr. Arps. Objection, Mr. Examiner. 
The Witness. I don’t think there is anything wrong with it, no. 
Mr. Harpy. Mr. O’Malley. 


CROSS-EXAMINATION 
By Mr. O’MALLEY: 

Q. Mr. Lund, I have to admit that this situation is awfully puzzling to me. 
Do I get, from your testimony, that your employee, who was in charge of the 
radio tower on the evening in question, did or did not tell you that prior to 
what you described as commandeering of the radio, Father Lynch had made 
any request to be allowed to use the tower radio?—-A. I know of no such request. 

Q. Didn’t you make any inquiry of your employee as to what precipitated the 
commandeering, as you called it, of the radio tower facilities?—-A. I think that 
possibly Father Lynch just got excited 

Q. I am not talking about what you think. What did you do? Did you make 
any inquiry of your employee?—A. What caused Father Lynch to go upstairs? 

Q. Yes.—A. I possibly did. 

Q. Well, did you or didn’t you?—A. I made some inquiry, and he said he 
wanted to talk to Port-au-Prince. 

Q. He said that to your employee?—A, My employee told me that Father Lynch 
wanted to talk to Port-au-Prince. 

Q. And that he had so advised your employee; is that it?—A. Evidently, he 
had. 

Q. Evidently he had? Did your employee report that to you? A. I do not 
recall that. 

Q. Well now, did you make a very minute and thorough investigation of this 
whole incident ?—A. I investigated the incident and gave it the importance that 
I thought it demanded. And as far as I knew, the only thing that was wrong was 
that Father Lynch had gone up and used our radio. I made no issue of it with 
Father Lynch. So I dropped the issue. 

Q. Did you make any report of it to the CAA?—A. Of Father Lynch going 
up there? 

Q. Yes.—A. No, sir ; I did not. 

Q. Well, you were very busy telling Father Lynch that he had committed a 
violation of the CAA. You say you repeatedly told him that. How does it happen 
that you didn’t report it?—A. Well I did not think of reporting it at the time, 
and Father Lynch was the guest of the Dominican Government, and I wouldn’t 
have wanted to embarrass Father Lynch by making an issue out of it. 

Q. Did you report it to your superiors in Pan American?—A. No, sir. 

Q. You didn’t make any report of this incident at all?—A. No, sir. 

Q. Even after it came out in the papers ?—A. No, sir. 

Q. As I get it, you arrived at the airport in response to a call from your em- 
ployee some time prior to 9:30? Is that a fair statement of time?—A. I arrived 
in the early evening, after my employee called me; yes, sir. 

Q. I think you first said you thought it was between 8 and 9 o’clock, that he 
called.—A. That was an estimate. 

Q. And that would take you about 5 minutes to get to the airport?—-A, About 
that ; yes, sir. 

Q. Now in that report, which you have before you, one of the officials of the 
Government says that he drove by the airport at 9:30 and the lights were off. 
How do you reconcile that with your statement that they weren’t off? 

Mr. Arps. Just a moment. 

Examiner Brown. Mr. O’Malley, I don’t believe the witness stated they were 
on or off. 

The WITNESS. No, sir. 

Examiner Brown. Were the lights on? 

Mr. Harpy. The newspaper article said they were off. 

Examiner Brown. That is not what he said in the newspaper article. He 
said he did not turn the lights off. 

However, I will ask the witness. Were the lights on when you reached the 
airport, if you can recall? 

The Wirness. That I do not recall, sir. 
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Examiner Brown. They would not necessarily be on unless an aircraft were 
expected ; is that not correct? 

The Wirness. That is correct. 

Examiner Brown. All right. 


By Mr. O’MALLEY: 

Q. Well, you don’t recall whether they were on or off when you reached the 
airport?—A. I don’t; no, sir. 

Q. Well, did you give any orders to have them turned off after you reached 
the airport?—A. No, there was no need for me to give such an order. There was 
no airplane coming in. 

There was no airplane coming in. 

Q. Did your employee report to you, when you arrived at the airport, that 
there had been an aircraft in the vicinity wanting to land, or that anyone had 
told him there was an aircraft in the vicinity wanting to land?—A. I don’t recall 
my employee telling me that, but Mr. Figueroa and Father Lynch said they had 
an airplane that was due to arrive at Ciudad Trujillo. 

Q. And what did they say, then?—A. Well, that was all they told me. 

Q. Did they ask you to turn on the lights, if they weren’t on?—A, If the plane 
had contacted the tower 

Q. Did they ask you to turn on the lights?—A. I don’t recall them asking me 
that question. 

Q. What was the extent of your conversation with them? How did all this 
row happen to occur?—A. The extent of my conversation at the airport with 
Father Lynch was strictly around the fact that he had gone up into the tower, sir. 

Q. You mean he didn’t mention to you at any time that an aircraft had come 
in there and wanted to land, or that there was one coming in that wanted to 
land?—A, No, sir. 

Q. Was that ever mentioned to you by Father Lynch?—A. Father Lynch and 
Mr. Figueroa said they had a plane—— 

Q. Well now, which one of them? Did Father Lynch mention it to you?—A. I 
am sure they both did. 

Q. All right. That they had a plane, what?—A, That was due to arrive in 
Ciudad Trujillo. 

Q. At what time?—-A. They didn’t give me a time. 

Q. After they said that to you were they just advising you of that and giving 
you that information? Did they make any further request with regard to lights 
or radio?—A. No further request was made, no, but if the airplane was due in 
at a later time they would have gotten all the services that any airplane would 
have received. 

Q. Do I understand your testimony to be that Father Lynch and Mr. Figueroa 
both told you that they were expecting a Union Southern airplane to arrive and 
yet made no further mention of it to you in any way, made no further request 
to you with regard to the airplane at all?—A. They made no further request to 
me regarding that airplane; no, sir. 

Q. Did they make any further request to you with regard to the lights at the 
airfield?—A. No, sir. 

Q. Did they make any request to you with regard to the radio?—A, No, sir. 

Q. Or with regard to any facilities which would provide an opportunity for 
that airplane to land?—A. No specific request. I am sure that there was no 
need for it. I mean there was a definite understanding that the airport—— 

Q. Did they make a general request? 

Mr. Arps. Let him finish. 

The Witness. The airport was open to Union Southern at any time they wanted 
to come in there. 


By Mr. O'MALLEY: 


Q. At any time that evening, did anyone tell you that airplane had been there 
and was not able to land because the lights were off?—A. No. 

Q. Father Lynch didn’t tell you that?—A. No. 

Q. Did Father Lynch accuse you of turning the lights off?—A. No. 

Q. Did you ever ask Father Lynch if the lights had been turned off?—A. No. 

Q. Did you ask your employee, when you got to the airport, if the lights had 
previously been on? Or how long they had been on? Or did you ask your em- 
ployee anything with regard to the lights?—A. I don’t believe I did, becatse the 
lights were not turned on that airport according to Dominican Government 
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regulations, unless required by an airplane at landing time. And any airplane 
requesting such services would immediately receive such services. 

Q. Well, did you ask your employee whether or not the lights had been on 
and later turned off?—A. There would be no particular reason why I should 
usk my employee every time an airplane arrives at the airport, did he or did he 
not turn the lights on or off. It was a standard procedure. 

Q. Did you ask him this particular evening whether or not they had been?— 
A. No; I did not. I mean, if the airplane wanted lights, and asked for them, 
or if he buzzed the field, the lights would have been on. 

Q. As I understand it now, you had no conversation at all with Father Lynch 
with regard to the lighting of the airport, or with regard to a Union Southern 
plane, which was to land, except Father Lynch told you that he expected one to 
land?—A. That is right. 

Q. And nothing else was said?—A. No; it was just a casual conversation. 

Q. He didn’t ask you to aid in any way in the landing of an airplane?— 
A. No, sir. 

Q. Nothing more was mentioned with regard to it?—A. No. 

Examiner KrerirH. On that point did he not tell you he was to be a passenger 
on the return flight to Miami on that plane? 

The WiTNEss. I understood that. Mr. Figueroa and other passengers besides 
Father Lynch. 

Examiner Kerru. Didn’t he explain that was the reason for his— 

The Witness, That was the reason for his anxiety, for getting the ETA on the 
airplane. 

By Mr. O’MALLEY: 

Q. What was his anxiety ?—A. He was a passenger to get on board this plane, 
and the plane was in Port au Prince, and he wanted to make contact with it. 

Q. How did he know the airplane was in Port au Prince?7—A. How did who 
know? 

Q. Father Lynch.—A. That I do not know. 

Q. How did you know it was?—A. Well, I just knew that after I got back out 
there, and he had talked to Port au Prince. 

Q. After you got back out there. Had you been out there once?—A. After I got 
to the airport. 

Q. Well you talked to what, Port au Prince?—A. No; when I got to the airport, 
Father Lynch had already talked to Port au Prince. 

Q. Had Father Lynch found out in that conversation that the airplane was at 
Port au Prince?—A. That is what I understand ; yes, sir. 

Q. Did you find out how long the airplane had been at Port au Prince or when 
it had arrived at Port au Prince?—A,. There must have been some record on a 
point-to-point message, of the arrival; yes, sir. 

Q. Did you ever make the inquiry as to when the arrival had been made at Port 
au Prince by this airplane?—A. No, sir. 

Q. This incident caused quite a bit of commotion down there; didn’t it?—A. 
Not a great deal. None at all, as far as I know, except the one little article in the 
paper. 

Q. Didn’t you know of the investigation that was conducted by the American 
State Department ?—A. No, sir. 

Q. You weren't interviewed at all?—A. No, sir. 

Q. There was only one article in the paper, so far as you know ?—A. Yes, sir. 

Q. And you made no report of this to your superiors in Pan American.—A. No, 
sir: I didn’t think it a very important issue, sir. 

Q. Was any investigation made of the matter by the Dominican Government, 
by Government officials of any kind?—-A. No, sir. 

Mr. O’MALtLey. That is all. 

Examiner Brown. Mr. Schneider. 


By Mr. SCHNEIDER: 
Q. Mr. Lund, as far as you personally know, you can’t state, can you, any of the 
facts stated in the exhibit PC—136 are incorrect, can you? 
Mr. Arps. Just a moment. 
Mr. Hamsrra. He. has—— 
Mr. Arps. That is a pretty broad question. 
The Wrirness. Are you referring to this letter? 
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By Mr. SCHNEIDER: 

Q. That is right. From your personal information, can you point to any facts 
stated in there that are not correct or any fact stated in there that is not correct 7— 
A. Yes; Iean. Paragraph No. 2 is one. 

Q. What does it say?—A. It says here, “that an order given by Mr. Rudolph 
Lund, Pan American manager in Ciudad Trujillo, said that Pan American would 
not furnish lights unless previous arrangements had been made with Pan American 
offices in Miami, Fla.” 

Untrue. 

Q. Next. 

Mr. Arps. Let’s go through them sentence by sentence. 

Mr. ScHNEIDER. He can just point out the ones which are untrue. 

Mr. Arps. I would like to have it done that way. 

Mr. Scunemwer. He can do that on his own time. 

Mr. Arps. We will do it on everybody's time. 

Mr. Harpy. We can go through it sentence by sentence. 

Examiner Brown. The matter has been gone through so fully that I don’t know 
whether we are going to accomplish anything by going through it again. 

Mr. ScHNewerR. Mr. Hardy brought out very carefully the witness had been 
at home, what he heard when he got out there. 

I want to know if Mr. Lund can point, beyond that one statement, to anything 
in that exhibit, that he personally knows is not true. 

He has pointed out one. 

Mr. Arps. I have stated my objection, Mr. Examiner. I think we have gone 
into this-repeatedly. 

The Witness. In the first paragraph of the second page. 


By Mr. SCHNEIDER: 

Q. What is wrong there?—<A. Well, the specific statement that “Mr. Lund gave 
orders not to call the radio tower in Port au Prince.” 

Q. All right, that is two statements that weren’t true, according to you.—A. 
Mr. Lund gave no such orders. 

Q. All right.—A. The other comments in statements I am not familiar with so 
I don’t know whether they are true or untrue. 

Mr. ScHnemper. That is all, thank you. 

Examiner Brown. Pan American. 

Mr. Arps. Mr. Examiner, we will rest, so far as Mr. Lund is concerned, but 
I would like, again, to renew my objection to the admission of this document, as 
being hearsay, and the fact that Pan American wishes to have the right to cross- 
examine the people who are claimed to have made these accusations and our 
difficulty, I think, has been made perfectly clear in the course of Mr. Lund’s 
testimony. 

Mr. Harpy. Will Mr. Arps cooperate with me in attempting to get Father 
Lynch to come in? 

Mr. Arps. I have no objection to having Father Lynch. 

Mr. Harpy. You want Father Lynch? 

Mr. Arps. I have no objection. If you are going to put this in, it seems to me 
he ought to be here for cross-examination. 

Mr. O’Matiey. What is the need for the testimony on this incident being in 
executive session, Mr. Examiner? 

Examiner Brown. Ruling on the exhibit still stands. 

The witness may be excused. Thank you, Mr. Lund. 

(Whereupon, the executive session was closed.) 


SUBCOMMITTEE INSERT K 
Marcu 2, 1942. 
To: Department heads, operations, maintenance, communications, traffic. 
From: Manager, Western division, New York (pro tem.). 
Subject : Schedules. 
For the thought and study of department heads I am enclosing copy of a 
confidential memorandum addressed to me by Vice President Young. 


As you will note a very acute condition is growing on the eastern division which 
may, in the near future, demand some relief. It is quite possible that western 





2934 | MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


division may be called on to release a DC-3 aircraft which, of course, due to 
our own acute shortage is going to work a great hardship on us. 

In anticipation of cutting out some of our schedules, I would like department 
heads to give serious thought and consideration to this matter in order that it 
can be done with the least harm and confusion should this step become necessary. 

E. BALLUDER. 


Enclosure. 
FEBRUARY 25, 1942. 


To managers, eastern and western divisions, Miami (now in New York) 
From vice president, executive division, New York 


Subject: Schedules 
[Confidential] 


In view of the ever-increasing demand for space by passengers on military 
and other defense missions, as well as the fact that the company is now operating 
a Miami-Natal special service for the War Department on a frequency of approxi- 
mately three round trips per week, it becomes evident that we must give careful 
consideration to those services which might be curtailed in order to make avail- 
able additional pilot time for the operation of services of utmost importance from 
a defense standpoint. In other words, it is my feeling that the frequency of 
certain schedules might well be reduced in order to make additional crews avail- 
able for the Miami-Natal operation, as an example. 

In this connection, it is pertinent to point out that we shall in all probability 
shortly be required to increase frequencies over the Miami-Buenos Aires trunk 
route in order to accommodate traffic demands. As you are of course aware, 
the situation is such that priority passengers are now being off-loaded for in- 
dividuals with higher priorities and it is practically impossible to secure space 
for ordinary commercial passengers. We shall also be expected to increase the 
frequency of operation of the Miami-Natal special service upon delivery of the 
additional C-47’s (five in number) which are supposed to arrive in Miami about 
the Ist of March. As we are now operating a schedule of about 3 trips per week 
with 5 units it is more than probable that this will have to be stepped up. to 
a daily service, although no definite information is available as yet on this par- 
ticular point. 

I have given this important matter a great deal of study and it is accordingly 
my suggestion that you confer with your respective department heads as to those 
schedules, or frequencies, which might be temporarily or permanently curtailed 
in order to ease the equipment and crew situation on the more important sectors 
of our routes. I believe the material can best be presented by listing the various 
schedules in the order of their importance. In this manner, it will be readily 
apparent which services can best be suspended without unduly disrupting passen- 
ger traffic in the division. 

I am the first to realize that this is not an easy matter, and that it will require 
a good deal of study on everyone’s part, but at the same time I do want to empha- 
size its importance, particularly from a defense standpoint. To make myself clear, 
I believe the company would be subject to severe criticism were it to continue to 
operate services patronized primarily by tourists and commercial passengers; 
as a possible example, I might cite the continued operation of three services 
weekly Miami-Merida. I do not believe this is a route vital to the defense effort, 
nor is it my understanding that the planes are booked to capacity on this service. 

A last point which should be borne in mind is that for the duration of the war 
I believe we shall have to alter. our conception of the primary objective to be 
.«..ained in our operations. In other words, whereas for years it has been our 
purpose to conduct our operations in such manner that they would realize a profit, 
it is now my very definite opinion that we must consider first and foremost the 
transportation requirements of the defense effort throughout Latin America, and 
in every way endeavor to comply with these needs. To state it bluntly, T feel 
that if our thought is not directed along these lines, we shall be forced by the 
Government in one manner or another to operate those services which it deems 
essential. Our only alternative therefore is to so plan Our operations that we 
will fully meet, insofar as it is possible for us to do so, the transportation require- 
ments of the various branches of our Government and make unnecessary such a 


move on its part. 
Evan E. Youna. 
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May 13, 1942. 


Mr. F. I. Jacozs, 
Acting Operations Manager, Pan American Airways, Inc., 
Brownsville, Tex. 

Dear Mr. Jacons: I have received your radio of today’s date recommending 
twice weekly 1-day service from Brownsville to Balboa in order to fully utilize 
the present pilot staff and equipment. 

Your recommendations and the recommendations of other department heads, 
seeking means by which we might overcome the terrible blow struck the western 
division operations by the necessity to cancel the Sunray, have been most highly 
appreciated. 

I realize that the entire division, in the face of the present high traffic de- 
mands, is most reluctant to see this second daily schedule taken off and is willing 
to meet unexpected hardships in order to keep our operations at the highest peak 
of plane and personnel utilization possible. 

As you probably know the 2 planes and the 7 crews, first to be transferred, 
were urgently required for the establishment of daily DC-3 service to Buenos 
Aires. The crew from the third ship was needed for eastern division’s opera- 
tions of the Government transport service and if we had any other available 
flight crews we might expect to be forced also to release those for other opera- 
tions. 

Therefore, rather than to see the western division any further reduced, I am 
laying low and, at this time, am offering no aiternatives by which we can con- 
tinue any number of second sections for as soon as it is found out that we have 
any pilot flight crews over and above those needed for a 1-day service between 
Brownsville and Port of Spain they will be taken away from us to meet greater 
emergencies elsewhere. 

Until this matter has time to straighten itself out I wish to refrain from 
making any suggestions for augmenting our services beyond once daily opera- 
tions and would therefore ask all department heads to drop the matter entirely 
for the time being. 

As soon as the smoke clears away and we are able to move without fear of 
further inroads against our equipment and flight personnel we should then agree 
on what schedules will give us the highest utilization of our equipment and at 
the same time satisfy the most urgent of the traffic demands over various sectors. 

I might add here that in recent conversations on the subject of aircraft to 
be delivered to us during the current and coming year I have been informed that 
in all probability no new equipment would be forthcoming before the end of 
1943. I shall try and keep you up-to-date on developments in this connection. 

In the meantime I feel that the present is not a propitious time to advance any 
recommendations for additions to a once daily schedule across the division. 
The extra ship should be utilized for intensive pilot training and standby 
purposes. 

I fully realize that the suppression of the Sunray will cause considerable 
repercussions up and down the division and subject us to adverse criticism from 
Mexico to the Canal Zone. 

I am making every effort to convince officials here of the seriousness of the 
step which has been forced upon us. The pressure at other points however is 
considered more grave and until this pressure slackens, or a greater pressure 
builds up on our own division, for the time being, at least, we shall simply have 
to do the best we can to render the maximum service possible with a daily 
operation. . 

Very truly yours, 


BH. BALiLuper. 


May 18, 1942. 
To: Airco, manager, Cia. Mexicana, Mexico. 


From: Manager, western division, New York (pro tem). 
Subject: Employment of American personnel in Mexico. 
Re your memorandum of May 13, 1942. 


[Confidential] 


I regret to note that Mr. Messersmith intimated to you that you had misrepre- 
sented the situation to him, and that the Army had never made any request for 
American personnel. Developments in Guatemala definitely prove that we were 
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prevented by the Army (Captain Baker) to use Guatemalan personnel for such 
a simple matter as receiving and sending weather, and much less would they 
permit us to use native personnel for coding or decoding. 

Mr. Craig’s attitude was the same. Of course, he represented the Weather 
Bureau, but the Weather Bureau is working entirely under the direction of the 
Army, and it was not until Mr. Leuteritz and I could talk to Colonel Yates up 
here that the Army seemed to have changed its attitude on that subject. It may 
be that subordinate personnel was overzealous, and that now the higher ups are 
trying to correct that situation. 

With respect to your letter of May 13 to Ambassador Messersmith, please note 
that it is not the Army alone that is demanding increased services on the east 
coast of South America, but particularly the State Department itself. The State 
Department has been insisting on the daily service to Buenos Aires, while the 
Army: has put considerable heat on us to increase the Army freight operation 
to Natal and Belem with C-—47’s and C-—53’s from once daily to twice daily. 
Consequently, we have been under double pressure for both equipment and flight 
crews. 

Our western division department heads have been pressing me hard for the 
establishment of additional services, in order to offset the ill effects of the curtail- 
ment of regular services from Brownsville to the Canal Zone, but of course, they 
do not realize that if it beeame known immediately that we still had some reserve 
in men and equipment, that surplus would also be taken away from us. 

My plan was to keep quiet for a short while and then slowly try to build up 
again what so suddenly was torn down. I have already authorized the operation 
of extra sections whenever needed, but I cannot make application for additional 
regular schedules at the present time for the reasons indicated. 

As soon as the storm calms down, I hope we will be able to reestablish at least 
a part of the lost schedules. 

E. BALLuper. 
May 18, 1942. 
To: Airco, division traffic manager, western division, Mexico. 
From: Manager, western division, New York (pro tem). 
BRO-BLB BLB-BRO 1 day. 
Re your memorandum of May 14, 1942. 


[Confidential] 


The establishment of a 1-day schedule Brownsville-Balboa via Veracruz would 
technically mean the operation of a new route, and this would call for an amen#- 
ment to our C. and N. certificate, involving hearings, etc. It is for this reason 
that we have been most reluctant to start proceedings in Washington along 
these lines. 

In previous correspondence and telegrams, I have tried to impress you with 
the fact that the pressure on us for more flight operations on the east coast 
is so great that if at this moment we were to admit that we had a surplus of 
men and equipment, we would be required to transfer them to Miami. I seem 
to have been entirely unsuccessful in impressing you with the seriousness of this 
situation. Naturally, if we approach Washington for permission to establish 
the new route which you are now recommending, we will have to support this 
request with full. information regarding available equipment and personnel. 

I have already telegraphically confirmed the authorization given quite some 
time ago to operate extra sections, and I hope that this will be done without 
further complicating the situation for us here in New York. 

Through a copy of this memorandum, I am asking Mr. Jacobs to confidentially 
let me have some information on the exact status of equipment and flight crews 
on the western division at the present time, indicating the hours per airplane 
which are being flown under the reduced schedules and pilot time required 
therefor. 

I would further like to know, confidentially, what more can be done to re- 
lieve the horrible congestion, and as soon as the pressure lessens, we naturally 
will do everything possible to build up schedules and recover some of the lost 
ground. 

I have discussed this situation with Mr. Lounsbury, and he confirms that the 
Brownsville-Veracruz-Balboa route would be considered as a new route by the 
board, and ordinarily would call for an amendment to the certificate with cor- 
responding public hearings, etc. We might be able to get a temporary exemp- 
tion order, authorizing us to fly that route, but even that would take several 
weeks. 
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As you may know, the whole air-transport situation in the United States 
is very confused at the moment. An important meeting has been called for 
tomorrow, to determine in detail just what commercial air-transport services 
are necessary to be performed by the domestic air carriers. It is not at all 
impossible that connecting services to Brownsville may have to be curtailed, 
which in turn will considerably affect us. For all of these many reasons, I re- 
peat that we prefer to wait a few days before taking any decisive action af- 
fecting any increase in our own schedules through Mexico and Central America. 
In the meantime, you will have to do the best you can with extra sections. 


E. BALLUDER. 


P. S. In your letter you mention that the Mexico City northeast-southwest 
runway has been lengthened to 2,000 meters. This is news to me. Please let 
me have further details. 


PAA MEMORANDUM 
Marcu 6, 1942. 
To: Manager, western division, now in New York. 
From : Acting operations manager, operations department, Brownsville. 
Subject : Western division schedules. 

In reallocating equipment in order to increase our service to the national 
defense effort we must be sure we are not “slipping 2 steps backward in gaining 
1 forward.” 

On the western division our contribution to the national defense may be meas- 
ured principally by the amount of space supplied for cargo and passengers be- 
tween the United States and defense areas on our routes. By priority control this 
space is automatically available for defense use to the entire exclusion of com- 
mercial and tourist traffic. 

The defense route of major importance on this division is from Brownsville to 
the Canal Zone. Of possibly lesser importance is the route from the Canal Zone 
to Trinidad. With present equipment we are supplying the capacity of two 
planes daily between Brownsville and Balboa, connecting with Mexico City on 
both schedules, plus a weekly extra between Brownsville and Balboa with only 
one stop—in Guatemala. Our present utilization of equipment gives a daily 
average of between 6 and 7 hours per plane. 

Curtailment of services on this division in order to release one airplane could 
be done in the following ways: 

1. Reducing the frequency of the International. 

2. Reducing the frequency of the Sunray. 

3. Discontinuing the Sunray beyond Guatemala. 

4. Converting the Sunray to a 1-day service from Brownsville to Balboa, 
omitting Mexico City. 

Methods 1 and 2, by breaking the daily routine would result in a greatly de- 
creased utilization efficiency because of the irregularity of the schedules. It 
would also reduce the space capacity between Brownsville and the Canal Zone. 

Method 3 would reduce the Brownsville-Canal Zone space by half and re- 
sult in reduced space utilization by the Sunray because of only one plane a 
day connecting at Guatemala. The Sunray, thus operated only as far as Guate- 
mala could not be justified as a defense need and further demands might be 
made on this division for the two planes necessary for that service. 

Method 4 would maintain our present space being supplied to the Canal Zone, 
but would reduce our service to Mexico City. If we were to adopt method 4 and 
add 1 plane to our fleet instead of removing 1, we could increase our potential 
States-to-Canal capacity by 50 percent, furnishing 1,884 seats per month instead 
of our present 1,254 seats monthly (including the weekend specials). 

F. I. Jacozs. 


Marcu 10, 1942. 


To: Acting operations manager, western division, Brownsville. 
From: Manager, western division, New York (pro tem). 
Subject: Western division schedules. 


I have noted with interest the contents of your memorandum of March 6 and 
I agree with you that reduction of frequencies beyond Guatemala in the face 
of present space demands is completely out of the question. We must under all 
circumstances continue to operate present schedules at any cost. 
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Converting the Sunray into a 1-day service from Brownsville to Balboa is the 
only alternative which would be left open to us should one of our planes be needed 
for transfer elsewhere or should an accident occur which would tie up 1 plane 
in overhaul for any length of time. 

I believe, however, that I have been able to convince the executives here 
in New York that we cannot afford to alter or lessen our present schedule 
setup in any way which would reduce the number of seats now available. We 
have clearly pointed out that utilization of existing equipment on the western 
division is at the absolute maximum of what can be performed with the 
fleet of 12 aircraft and that to reduce the fleet would immediately necessitate 
reduction of services in complete disregard of unprecedented demands, especially 
for Government priority travel. 

To convert the Sunray to a daily Brownsville-Balboa service, omitting all stops 
except Guatemala and Costa Rica, is not desirable from any standpoint. In the 
first place we must continue to give Mexico City adequate service which would 
not be possible on the International run alone as practically all of the space on 
that schedule would, with the Sunray also omitting Salvador, Tegucigalpa, 
Managua, and David, have to be given over to down-the-line traffic. 

Second the movement of company express and mail must go on which would 
not be possible in view of considerably reduced payload space on the Sunray. 

A third point is that to further reduce our fleet and try to operate schedules 
between Brownsville and the Canal Zone would, through an accident or an 
unanticipated diversion of one plane, even for a day or two, completely upset 
schedule operations. 

As matters now stand we are already in a most precarious position with regard 
to standby equipment and it is only due to the complete absence of accidents 
and the splendid maintenance procedure that permits us to carry on these 
schedules. 

From all appearances there is no immediate prospect of obtaining an additional 
plane for the western division at any time within the relatively near future. 
However, our equipment shortage is fully understood and appreciated by the 
vice president and chief engineer and our needs will receive due consideration 
whenever additional equipment does become available. 

B. BALLupDER. 


TELEGRAM TO MR. Morrison, MExIco 
May 7, 1942, 
PAN AMERICAN AIRWAYS, 
Communications Department, 
Brownsville, Tez.: 


Morrison, 91 Bsoto, Mexico, Sundell, Johnston, Ronning Jacobs, Wolin, copies 
Silliman, Caracas; Stevenson, Balboa. Imperative suspend Sunray extension 
Mexico, Balboa effective tomorrow, Friday, May 8. No southbound flight will be 
performed Friday from Mexico and northbound flight leaving Balboa Friday will 
be last schedule. Jacobs will arrange to ferry two DC-3A’s to Miami immediately 
following suspension of second Central American service. Stevenson notify Canal 
Zone authorities. Morrison notify Mexico and Bsoto arrange notification Central 
American countries. This move imperative in interests intensification war effort 
on other routes. 

BALLUDER. 


BROWNSVILLE, TeEx., May 7, 1942. 
PAN AMERICAN AIRWAYS, 
(Attention: Balluder, NYK.) 


Rush (Jacobs) copies Balluder, NYK (Hilliard) (South Bro). Cancellation 
Sunray Mexico south means trips 501 and 500 will henceforth be blocked by 
defense longhauls, thus practically eliminating all service for Central American 
passengers and for Mexico passengers to and from south. Also operation Sunray 
Bromexbro only will result low seat utilization exposing us criticism and possible 
further inroads on equipment. To partly remedy situation we suggest following: 
UMCA plane, northbound Blbbbro via Mex 1 day, Mondays, Thursday, and return 
southbound Broblb Bia Mex; 1 day Tuesdays, Fridays. Sunray plane same 
schedule southbound Mondays, Thursday; Northbound, Tuesday, Fridays. Sun- 
ray, Wednesdays, Saturdays, Sunrays bro Mex bro round trip. 
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Northbound operations will be normal as before except Sunray departure 
Mexbro will be evening instead of early morning. Southbound departures out of 
Bro will have to be early enough to permit 6:15 CST departure from Mexico. 
Proposed changes give us 4 critically needed round trips per week Bro BLB Bro 
and 2 daily services Bro Mex Bro. Only inconvenience we foresee is no standby 
plane BLB but under present emergency any equipment failures will simply 
mean cancellation of corresponding schedule. Situation serious therefore if you 
approve please wire schedules you recommend to Balluder and request him secure 
urgent authorization. 


Pan AMERICAN AIRWAYS, BsoTo, MEx. 


TELEGRAM TO Mr. BECERRACOTO, MEXICO 
May 8, 1942. 
PAN AMERICAN AIRWAYS, 
Communications Department, Brownsville, Te@#.: 


Bsoto, Mexico, copies Morrison, Hilliard, Sundell, South. Reference your 
long message to Jacobs with propositions for maintaining certain services through 
Central America. Possibility now that Sunray Bromex will also have to be 
discontinued. If western division had enough pilots to perform services which 
you propose we would have to transfer them immediately to other operations, 
therefore impossible consider at this time any plans for operating Central 
American services beyond once daily schedule. Regret inconveniences and fully 
understand possibility serious consequences. Anticipate necessity curtailing 
your entire commercial activities reducing same for indefinite period to once-daily 
service. 

BALLUDER. 


Brownsvi11e, Tex., May 8, 1942. 
Pan AMERICAN AIRWAYS, INC.: 
(Attention: F. I. Jacobs, care of E. Balluder, Chrysler Building.) 

Copies Balluder, NYK; South, Bro Mex: Morrison, Mex; concur Bsoto rec- 
ommendation except definitely believe field and facilities Mex, do not permit 
night operation; recommend utilization UMCA and Sunray planes on days sug- 
gested, but Broblb and Blbbro flights should be over shortest route with minimum 
stops and booked with long-haul passengers, only permitting regular interna- 
tional handle local traffic operations. This proposed schedule will positively 
preclude possibility transfer seven captains to Eastern. 

STUDEMAN, 
Pan American Airways. 


TELEGRAM CONFIRMATION From PAN AMERICAN AIRWAYS SYSTEM GENERAL 
OFFICES, CHRYSLER BuILpING, New York CITY 
May 8, 1942. 
PAN AMERICAN AIRWAYS, 
Brownsville, Tea.: 


Studeman, copy, Morrison. See my telegram Bsoto this date regarding western 
division operations. For time being drop all plans of any substitute operations 
for those now being abandoned and concentrate on transfer 2 DC-3A’s and 7 
flight crews. 

BALLUDER. 


TELEGRAM TO PAN AMERICAN AIRWAYS, BROWNSVILLE, TEX. 


PAN AMERICAN AIRWAYS, 
Brownsville, Tez.: 


Jacobs, Sundell, Johnston, Ronning, Wolin, Bsoto, Morrison. Cancel Sunray 
express effective Monday, May 18. Advise interested authorities Brownsville 
and Mexico. Chenea advising Washington. Jacobs release Fleming for 3 
months’ temporary assignment Barranquilla to assist Doole, also release 1 
additional crew for Miami-Natal service same as previous 7. 

BALLupDER 
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SUBCOMMITTEE INSERT L 
No. 6974 JUNE 3, 1942. 


Rro pE JANEIRO, April 8, 1942. 
Subject : Pan American Airways in Brazil. 
Original and five copies by air mail. 
The Honorable the SEcRETARY OF STATE, 
Washington, D. C. 


Str: Referring to previous reports having to do with the Condor negotiations, I 
have the honor to transmit herewith a copy of a memorandum prepared by Mr. 
Thomas O. Hardin giving his views on the local Pan American situation in that 
connection. 

Respectfully yours, 
JEFFERSON CAFFERY. 
Enclosure: Memorandum. 

File 879.6 

A true copy of the signed original. 

Initialed ALC. 


ENCLOSURE TO DispatcH No. 6974, or Aprit 8, 1942, From EMBaAssy AT 
Rio DE JANEIRO, BRAZIL 
R10 DE JANEIRO, 
April 7, 1942. 
Memorandum to: Ambassador Caffery. 
From: Thos. O. Hardin. 

As you are aware, I have made a rather extensive study of the airline ‘situation 
in Latin American countries over a period of the last 3 years or so for various 
agencies of our Government for the purpose of determining, insofar as possible, 
the adequacy of the services being rendered by the various operating companies 
to meet traffic requirements. 

It goes without saying, of course, that the studies have developed the very 
important point that the Pan American Airways System hold a virtual monopoly 
of air transportation, generally, in these countries. A study also revealed that 
Pan American has not always acquitted itself with credit as unofficial represent- 
atives of the United States in the aeronautical field. In fact, as far back as 
1935, if I recall correctly, the Postmaster General of the United States rendered 
a most scathing report to the President concerning Pan American’s operations in 
Latin America. Other reports of a like nature, but considerably more detailed 
as to technical facts as well as policy, have been rendered from time to time by 
representatives of other Government agencies. These statements are made 
purely as background for the ones which follow. 

In my studies, and in the review of studies of others, covering Pan American 
throughout the Latin Americas, I have been astounded by their failure to keep 
abreast of the technical development of air transportation, using the standards of 
operation as practiced by the domestic airlines of the United States as a basis. 
While it is recognized that there are’some differences in operating requirements 
in the United States and the Latin American countries, it is also a fact that many 
advanced operating practices, long established on the domestic services, would 
be of even greater value in South America. However, the net result of the Pan 
American operating policy generally speaking, insofar as the Latin American 
countries are concerned, has been such as to make and keep its operation unneces- 
sarily obsolete and inefficient both as to equipment and operating practices, and 
as a result the service is and has for several years past been inadequate to any- 
where near meet traffic requirements and in consequence has retarded rather 
than advanced modern air transportation in the countries concerned. Nowhere 
in all the Latin American countries is this fact more clearly exemplified and em- 
phasized than here in Brazil where Panair do Brasil represents in principle the air 
transport effort. Panair do Brasil is the dumping ground for obsolete equipment 
of the Panair System. While the company is small in point of miles of operation 
per year, it is so by reason of its equipment. This wholly owned Pan American 
subsidiary at present operates 5 or 6 different types of airplanes, its operations 
are confined almost solely to daylight contact flight. Its service is wholly inade- 
quate to meet traffic demands and their rates are high for the type service 
rendered. 
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Pan American has not only steadfastly refused to modernize their operation 
in Brazil from the standpoint of technical advancement, but have discouraged 
such development by others. At lunch, on April 6, I asked Mr. Frank Powers, 
senior representative of Panair in Brazil, why Pan American do Brasil would 
not operate a daily service from Rio over the cutoff to Belém in order to relieve 
the highly congested traffic situation between these two points. His prompt 
reply was that they didn’t dare because it might affect adversely the inter- 
national service now or after the war. This is a typical Pan American posi- 
tion .in.such matters, evidencing no concern whatever or apparent interest in 
the public interest, when by any stretch of imagination it might be interpreted 
as being contrary to their own. 

In my discussions with officials and others, I found universal adverse criticism 
of Pan American nowhere more severe than in Brazil. 

The fact that Pan American’s service is inefficient, inadequate, and expensive 
is bad enough in itself, but when we add to these factors interference with the 
United States policy and program in the de-Germanization of Condor and the 
possible assistance to NAB, I feel that the situation has reached a point where 
definite steps might well be taken to protect the national interest against such 
activities. While I do not know how effective Pan American can be in New 
York, Washington, or Rio combating a successful conclusion of the Condor 
requirements, I am convinced beyond any question of doubt that every effort 
will be made by them to embarrass those charged with the responsibility of 
concluding the negotiations, and the arrangements affecting the Condor effort 
particularly, if modern American equipment and technical personnel is to be 
supplied. This applies likewise to any assistance which might be extended 
to NAB. 

While Pan American Airways, Inc., has entered into a signed agreement with 
the Defense Supplies Corporation to return to the latter such of the Lockheed 
airplanes furnished Panair do Brazil, with which to operate Condor replacement 
services on a temporary basis, they now indicate through Mr. Powers that, 
unless the equipment upon being returned to the Defense Supplies Corporation 
is disposed of in accordance with Pan American wishes, they may see fit to 
prevent for as long as possible (as much as 1 year) transfer of this equipment 
from Pan American ownership to any other ownership or registry. 

It is my recommendation that Mr. Juan Trippe be called in and told by the 
appropriate authorities in Washington that no interference with the United 
States Government’s policies or programs respecting foreign airlines will be 
tolerated, otherwise I fear there will be unfounded rumors, whispering cam- 
paigns, adverse criticisms, and other probably worse forms of interferences. 

I want to assure you that it is not a pleasant task to so severely criticize 
an American company operating in foreign air commerce. However, I consider 
it my duty to advise you of my feelings and leave the matter entirely in your 
hands. 

THOs. O. HARDIN, 
Technical Consultant. 


SUBCOMMITTEE INSERT M 


NEw York, N. Y., May 25, 1950. 
Mr. C. Murray BERNHARDT, 
House of Representatives, Washington, D. C. 

Dear Mr. Bernuarpt: I herewith return memorandum with several pencil 
annotations. However, on pages 35 and 4 I thought it best to give you the fol- 
lowing rewrite: 

Page 3 (1): As I recall, this incident took place sometime in March, certainly 
no later than April of 1940. The installation of the Adcock direction finders 
had been agreed upon with Rihl during our first conversations, but had been 
made definitive in the February talks. While the Colombian Government still 
had its “copilot” military officers on the planes, the German pilots were still 
flying. It was, therefore, proposed to put in these direction finders—one in 
Medillin, one at the Gulf of Uraba, and another at Barranquilla. With these 
devices it would be possible to triangulate and locate all planes at 15 minute 
intervals thus, if any plane were off course, or failed to report, the command- 
ing general in Panama could immediately be informed so that he could take 
adequate precautions. When Pan Am failed to make the installations as promptly 
asiladbeen promised, I cabled the State Department insisting that Trippe should 
be summoned to Washington by either Hull or Welles and compliance exacted 
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from him immediately. Welles did so and cabled me that everything was all 
right since Trippe had assured him that the first direction finder “complete with 
pole” was going forward the following weekend by air express, and that the 
others would be shipped in a couple of weeks. My reply was sarcastic by reason 
of the weight and size of the Adcock machinery and the fact that the poles 
were not magnetic poles but kiln-dried cedar poles ranging from 65 to 85 feet 
in length and 6 to 8 feet in diameter at the base. 

Page 3 (2): I came up to Washington for the consultation in the last week of 
April. When on May 10, 1940, the Germans invaded Holland and Belgium, I 
decided that it was impossible to acquiesce any longer in President Santos’ 
request that we gradually eliminate the balance of the Scadta personnel (84 in 
number), but that forthwith the Colombians and ourselves must get rid of all 
remaining Germans and particularly of the Nazi military pilots and copilots. I 
took the matter up with Welles who was extremely busy and told me to do what- 
ever I thought was necessary in the premises. I immediately telephoned to 
Gerald Keith, who I had left in charge of the Embassy in Bogota, and told him 
to explain immediately to President Santos the urgency of the situation and 
get his permission for us to proceed with the elimination of all the aforemen- 
tioned personnel. Keith called me back in the late afternoon to state that 
Santos had authorized me to go ahead with the complete purge. I immediately 
telephoned to George Rihl in New York, told him that I was taking the 7 o’clock 
train from Washington and wished him to meet me in my apartment at the Plaza 
Hotel at 1 a. m. that night. 

Page 4 (1): Rihl remained in Columbia for most of the period in order to super- 
vise the changeover, it being realized by all of us that were there to be an acci- 
dent—resulting from sabotage or otherwise, that it would have a very grave 
effect in Colombia. It should be noted, that in addition to the continuous 
sabotage which ensued for 6 months, I was reliably informed that on three 
different occasions the Berlin radio had threatened both President Santos and 
myself by reason of what we had done in eliminating the Nazis from Scadta. 

Page 4 (2): After cutting across the treetops, he did not ascend abruptly but 
made a powerdive into the airport. 

Very truly yours, 
SPRUILLE BRADEN. 


INTERVIEW ON APRIL 24, 1950, WirH Hon. SprvILLE BRADEN, FORMERLY AMERICAN 
AMBASSADOR TO COLOMBIA, CUBA, AND ARGENTINA (SUCCESSIVELY), BY C. M. 
BERNHARDT AND GABRIEL J. BATAVIA at 320 Bast 72p Street, New York Crry 


In April 1937, when he first learned that he was to be appointed United States 
Ambassador to Colombia, Braden had some general knowledge about Scadta and 
the fact that it was operated and controlled by Germans. He knew that the 
Colombian officials and public were enthusiastic about Scadta. He had heard 
that Pan Am had an interest in Scadta but was unable to obtain any details 
concerning it from the State Department or any other source in Washington. 

In January 1939, a week before he left the United States to take his post as 
Ambassador to Colombia, he arranged a meeting with Trippe in New York. 
Trippe was unable to attend the meeting, but he arranged to have a Mr. Young, 
a Pan Am vice president, attend in his stead. Young told Braden that Pan Am 
had an 84 percent stock interest in Scadta, and told him that he need not worry 
about Scadta’s political orientation because Von Bauer, who managed the line, 
was anti-Nazi and part Jewish, and would play ball with the United States. 
Moreover, Young assured Braden that Pan Am would eliminate any danger of 
the Nazis controlling Seadta as a political tool. 

En route to Colombia, Braden stopped off at the Canal Zone and conferred 
with Gen. George Stone, commanding general of the theater. Stone was worried 
over the fact that Scadta planes manned by German pilots flew in proximity to 
the Canal Zone, and that the Canal Zone had inadequate aircraft detection 
equipment, but he did not know what to do about it. 

After arriving in Colombia, Braden began to express his fears to the Secretary 
of State. In April 1939, Von Bauer called on Braden and left Braden suspicious 
of his integrity. In order to test Von Bauer, Braden arranged a meeting between 
Von Bauer and his (Braden’s) Secretary, a Mr. Wright, who could converse in 
German. Prior to the meeting Braden and Wright prepared a series of ques- 
tions for Wright to propound to Von Bauer in German. After the Wright-Von 
Bauer meeting, Braden arranged to see Von Bauer personally the next day, and 
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asked him the same questions in English. Von Bauer’s responses to Braden 
differed in several respects from his responses to Wright, and Braden’s suspicions 


Ww. 

Capt. Toby Munn, a Marine aviator stationed in Colombia as naval attaché, 
was alarmed over the Scadta situation and had a good grasp of it from both a 
technical and intelligence aspect. Munn had a fund of $1,500 annually for in- 
telligence work, but soon this was removed from him. So that neither he nor 
Braden had any appropriations to finance an intelligence organization to sur- 
veille Scadta. 

By June 1939, Pan Am had made no move to correct the intolerable situation 
as to Scadta. Braden sent Wright to Washington to advise the State Depart- 
ment of the dangers and to insist with Young of Pan Am that he rapidly activate 
a house cleaning. Wright saw Young and was given promises and assurances, 
but no action. 

Braden’s concern grew. He met Father Struve, a German Catholic priest who 
had been beaten up by the Nazis in Europe and again in Colombia. Struve, who 
was strongly anti-Nazi, made efforts to gather together an informal group of 
anti-Nazis to form the core of an unofficial intelligence agency for Braden. Eric 
Rath, a member of the group, was put on the payroll of the Texas Oil Co., as a 
favor to Braden. Standard Oil of California, as a favor to Braden, put on its 
payroll a former chief of police and some other Colombians in Colombia who 
joined the small intelligence unit. A Frenchman also gave assistance. 

After the outbreak of war in September 1939, Braden conferred with Sumner 
Welles and Stone, warning them of the critical problem of Scadta’s presence. 
Colonel Dever (later a four-star general) described to Braden the inadequacy 
of the Canal Zone’s air-raid warning devices, which could only warn of the 
presence of aircraft within 15 miles. It would have been a simple matter for 
planes based in Colombia to have swarmed in on the Canal Zone in several 
directions simultaneously and completely disrupt the canal for traffic. 

After the outbreak of the war in 1939, Pan Am sent one of their lawyers, Dave 
Grant, to see Braden. Grant told Braden that Pan Am was going to discharge 
at first 8 or 9 Nazis working for Scadta. Shortly thereafter he said another 6 or 
7 would be let out. He said that Pan Am was going to have difficulty in dealing 
with Seadta because Von Bauer owned more than 50 percent of the Seadta stock. 
Braden informed Grant that he was wrong, and related to him the true facts. 
Braden also insisted that Pan Am get rid of the Nazi reserve officer pilots who 
were Scadta pilots. Colonel Boy was one of the chief Scadta pilots—also was a 
popular hero in Colombia by reason of his activities in the Leticia affair. Siebold 
(not exact name) was another of them, and he enjoyed close relations with the 
Colombian President. Von Bauer was an important person in Colombia and 
enjoyed much prestige with the officials and business leaders. No results ensued 
from Grant’s promises. 

Braden kept badgering the State Department to take some action, but did not 
receive much support until later. George Rihl of Pan Am saw Braden about 
October 1939. They had a heated argument. Braden insisted that Rihl get 
rid of the heads and chief operating personnel of Scadta, and that he make the 
necessary negotiations with the Colombian officials immediately. 

By this time Braden had secured enough evidence of Von Bauer’s complicity 
with the Nazis to see President Santos, of Célombia, about it personally. He 
told Santos that Von Bauer must be removed. Santos told Braden that just 2 
weeks before Von Bauer had told him (Santos) that he (Von Bauer) owned 
over 50 percent of the Scadta stock. Braden informed Santos of the falsity of 
Von Bauer’s claim, and advised him of additional discrepancies of Von Bauer’s 
statements. Santos was impressed and agreed to do what he could to eliminate 
Von Bauer and other Scadta officials and to put Colombian copilots (really 
watchers) on all planes. 

Braden prepared a telegram, to which Rihl reluctantly assented, setting forth 
the Pan Am’s agreement to remove its Nazi personnel, and Braden sent it to the 
State Department. Nothing happened. Rihl left the next day for the States. 
Santos thought that nothing precipitate should be done other than getting rid of 
the top executives and administrative officers of Scadta, but that the balance of 
Nazi personnel should be eased out of Scadta slowly. Braden again wired the 
State Department and “raised hell.” He telephoned the State Department on 
New Year's Day of 1940. 

Rihl returned and saw Braden, and said that he was mortified but that Trippe 
had refused to honor the agreement between Braden and Rihl. 
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About February 14, 1940, Rihl brought down two Pan Am operations men. 
Rihl was resisting any housecleaning in Scadta and was playing for time. Braden 
dressed Rihl down in the presence of Rice, a Pan Am employee since deceased. 
Rice asked the Embassy to have Braden go easy on Rib] because of the latter’s 
poor physical condition. Braden gave them a deadline ultimatum of a few days’ 
(Thursday p. m. to 6 p. m. Monday) duration that Pan Am would either fire the 
Nazi personnel in Scadta or that he, Braden, would notify the State Department 
that he would no longer take any responsibility for defense of the Panama Canal 
from Colombia. 

The day before the deadline Munn reported to Braden that Rihl had told him 
(Munn) that Pan Am was not going to purge Scadta. Nevertheless, on the fol- 
lowing day Pan Am did discharge all of the 50 top echelon Scadta personnel, not 
including the Nazi pilots and mechanics. 

By May 1940 Pan Am had done nothing about their agreement to install direc- 
tional aircraft finders at three locations in the Canal Zone, and Braden asked 
the State Department to call Trippe on the carpet. Sumner Welles summoned 
Trippe and notified Braden that Trippe had assured him that 2 of the directional 
aircraft finders would be sent down within 2 weeks, 1 of them to be sent by air 
express. Braden said that Trippe deceived Sumner Welles, because the size and 
shape of a directional finder would have precluded it being sent by air, all of 
which Trippe knew. Braden advised Welles to this effect by wire. 

Braden visited the United States and talked to Thomas Burke in the State De- 
partment. Burke summoned Trippe who came in to confer with Burke and 
Braden. Trippe was very smooth and evasive. Braden told the whole story to 
Thomas Morgan, then chairman of the Pan Am executive committee. When 
Braden later appeared before the Pan Am executive committee in New York, 
Morgan criticized Trippe severely for his failure to take action on the disgraceful 
Scadta matter. 

Braden decided that we could not await a gradual elimination of subversive 
pilots and mechanics in Scadta. After receiving authorization from S. Welles, 
he had his secretary, Keith, obtain Santos’ approval about May 10, 1940 (about 
the time of the German invasion of the low countries) for a purge of Scadta. 

Braden called Rihl and arranged to meet him at the Plaza Hotel in New York. 
There he gave Rihl another ultimatum to fire all of the Nazi employees of Scadta. 
Rihl asked who was going to pay Pan Am’s losses if that were done, and Braden 
said that Pan Am would have to foot the loss. He did say, however, that he 
would lend his offices to obtaining for Pan Am a reimbursement from the United 
States Government. 

Throughout the protracted campaign by Braden to spur Pan American to take 
action, Rihl constantly offered as defense the fact that Pan Am did not think 
that the United States was going to be involved in the war. The next day Braden 
met again with Rihl and some other Pan Am officials and Ribl was authorized to 
get a purge of Scadta underway. 

Pan Am then acted rapidly. In greatest secrecy they managed to separate the 
remaining 84 Scadta Nazi personnel from the equipment and then to fire them all 
at once (June 10, 1940). Braden says that Pan Am’s management of this 
maneuver was highly commendable. 

Braden says that if we had not gotten rid of the Nazi personnel in Scadta he 
and others are confident that there would have been an attack on the Canal 
Zone simultaneously with the attack on Pearl Harbor. 

For about 6 months after the mass firing of Scadta Nazi’s, many acts of 
sabotage on Scadta planes and equipment were noted. Rihl stayed in Colombia 
for most of that period because he foresaw a considerable problem in coping with 
the public opinion in Colombia, whose people would resent the expulsion of the 
German operators of the much-respected airline and their substitution by 
Yankees. While operation of Scadta by the Germans did not produce much of 
a profit and was not notable for its safety, Rihl felt that Colombians would be 
unduly critical of any mishap which might befall the airline under American 
management. On one occasion a bomb was detected in an airplane while in 
flight and was jettisoned just before it exploded. Engines were tampered with 
on many occasions, 

Sometime during the period from January 1 to March 1, 1942, Braden wrote 
a complete memorandum on the Scadta story to Jefferson Caffery, then Am- 
bassador to Brazil, to help Caffery cope with the problem of the Lufthansa and 
the Condor, two Geerman airlines operating in South America. 

After the expulsion of the Nazi personnel in Scadta, the company was re- 
organized under a new name, Avianca; Pan Am reduced its holdings to about 
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65 percent, and Colombians acquired the difference. At Braden'’s recommenda- 
tion, a substantial Colombian was made president of Avianca. 

Braden related the following incidents: 

1. On one trip by Scadta Airline in Colombia, while Braden and his family 
were flying into the airport which was in a deep valley, the Nazi pilot deliberately 
endeavored to frighten and endanger the lives of Braden et al. by circling low 
into the wrong valley, cutting across the treetops, and then ascending abruptly 
to scale the surrounding mountains in what was described as a highly hazardous 
maneuver designed to make a mockery of the American Ambassador by giving 
him a scare. 

2. While under German management, Scadta maintained radio broadcasting 
facilities at Barranquilla which, while they were supposedly for operational rise 
by the airline, were actually in communication with Berlin. 

Cc. M. B. 


SUBCOMMITTEE INSERT N 


AEROVIAS BRANITEF, S. A., 
July 13, 1945. 
Memorandum to T. EB. Braniff, Mexico. 
From Vice President—Traffic Mexico. 


Attached hereto you will please find an outline of the thoughts expressed by 
Minister of Communications and Public Works Pedro Martinez Ternel, at the 
meeting held in his office on July 12 at 7:15 p. m., attended by the head of the 
legal department of the Ministry of Communications, Lic. Hernandez Llergo, and 
by the head of the civil aeronautics department, Gen. P. A. Alfredo Lezama 
Alvarez, as well as representatives of American Airlines (Stanley King, Lic. 
Salvador Franco Urias), Red Aerea Mexicana (Mr. and Mrs. Gordon Barry), 
Transportes Aereos Mexicanos, S. A. (Lic. Escudero), Transportes Aereos Centro 
Americanos (Mario Molina), and Aerovias Braniff and Braniff Airways (Mr. 
T. E. Braniff and Mr. Douglas Stockdale). 

DOUGLAS STOCKDALE. 


The controversy between Aerovias Braniff and CMA has caused me to lose 
much sleep as I have been very much concerned with the difficulties experienced 
by Aerovias. 

Unfortunately the law of general lines of communication is no longer adequate 
and needs immediate revising. As a public official I must abide strictly by the 
letter of the law. During the past 3 years I have often suggested urgent amend- 
ments and have several times considered rewriting the entire law of general lines 
of communication. This would have to be authorized by the President and by 
Congress. As yet I have been unable to succeed but I am working toward that 
goal. 

There is nothing more I can do immediately in the conflict between Red Aerea 
Mexicana, Aerovias, and Cia. Mexicana de Aviacion. The law specifically states 
that owners of private airports are obliged to permit all aircraft to land and 
provide them with weather information but no mention is made of other services. 
CMA maintains that all holders of franchises to operate air routes are obliged to 
build their own airports. However it would be stupid to interpret the law to 
mean that a community supporting 10 airlines would require 10 different airports 
when 1 would suffice. 

The only solution in my mind is to federalize the airports. The Federal Gov- 
ernment through the Ministry of Communications should have direct control over 
all airports in Mexico. They should all be open to all airlines authorized by the 
Federal Government to operate in the Republic of Mexico. In the interest of the 
public the matter of the oilfields gives me the idea that we should take over all 
landing areas in Mexico but we would pay cash for all investments on privately 
owned airports. This matter presents many problems as the Government is a 
very bad administrator. My idea is to form a corporation among all the airlines 
with the Government participating. In this manner the cost of operating and 
maintaining an airport would be absorbed proportionately by all the airlines 
concerned. Take the Mexico City airport for example. None of the airlines have 
difficulties here and the same situation should exist throughout the country. 

In connection with the airports at Tampico, Veracruz, Merida, Cozumel, Chetu- 
mal, Ciudad del Carman, Tapachula, Ixtepec, etc., said to have been built by the 
United States Government, we are conducting an investigation to clear the matter 
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up as their ownership is not entirely clear in the records of this Ministry. I be- 
lieve that these airports were built during this war for emergency purposes and 
_ they should become the property of the Mexican Nation and be open to all 
airlines. 

I am not at all concerned with the selfish interests of any one company and 
am against all monopolies. It is my duty, as a public official, to administer the 
law in the best interests of the public. 

The present fight between Aerovias and CMA with reference to terminal build- 
ings, ete., is one to be decided by the lawyers. The Ministry of Communications 
can do nothing until the law is changed or regulated. 

In connection with the availability of customs, immigrations, public health, 
post office, and telegraph office facilities at the Merida Airport for use by Aerovias 
Braniff on their Merida Havana service, I do not see how CMA can deny entrance 
to their terminal building as these services are provided by the Federal Govern- 
ment and cannot be considered private. Aerovias should contact the Ministries of 
Gobernacion and Hacienda in order to solve this problem. 

With reference to the adoption of regulations to govern the fees collectible for 
landing and other services at privately owned airports I promise you that before 
such fees and regulations are officially adopted I will permit all concerned to voice 
their opinion in the matter. At the present time, as you all know, the matter is 
being studied by two groups of airline operators; those who own airports and 
those who do not. After I have received the suggestions of both parties I will. 
make them available to each other and from the resulting suggestions and objec- 
tions, I, as supreme authority in the matter, will adopt what I believe to be fair 
and adequate regulations and tariffs in the best interest of the public. 


SUBCOMMITTEE INSERT O 


JUNE 25, 1958. 


Memorandum to Executive Vice President Morrison, Latin American Division, 
Miami. 

Copies for Vice President Balluder, assistant general counsel. 

From: Vice President Toomey, executive department, Rio de Janeiro. 

Subject: Brazil landing fees. 

Reference: Vice President Balluder’s 192041 and 222248 (copies attached), pre- 
vious correspondence. 

[Confidential] 


In response to Vice President Balluder’s 192041 and 222243 calls were made 
on Brigadeiro Aboim, director of the DAC, and upon Dr. Trajano dos Reis, 
director of the legal division, yesterday. 

The reporting which follows will be a composite of both conversations inas- 
much as the same ideas were expressed by both officials with varying emphasis. 

Brigadeiro Aboim told me that he canceled an appointment in the Ministry 
in order to see me, upon learning that I was in the building, because of the 
importance of the subject of airport-landing fees which he wished to discuss 
without delay. He preambled his remarks by stating that he had been involved 
personally in the transfer of these bases and knew all considerations related 
to them. The following were his main points: 

(a) The war situation which developed in 1942 had the practical effect of 
setting aside Decree Law 3462 although he admitted that there was no official 
decree nullifying it. He advised that his government could not ignore the actual 
situation which developed due to the war as affecting the bases. 

(0) Decree Law 3462 was, so he asserts, subordinated by the war situation to 
the public interest of Brazil and of the United States. Law 3462, so he continued, 
in reality ceased to be a contract between Brazil and Panair do Brasil as the 
true principals to the contract took over. Wholly aside from the overlying 
situation, so he averred, PAB did not submit plans and specifications, forward 
accounts for auditing, and establish the accountability which would have been 
carried forward normally in the “fiscalization” by the Ministry of Aeronautics 
of PAB’s obligations under Decree Law 3462. 

(c) The director went on to say that these base constructions had originally 
been built for a life of 5 years and that Brazil had already spent very large sums 
in their maintenance. Apart from the ADP airports, Brazil had spent Cr$11 
million on the maintenance of Galeiio Airport alone in 1952, largely, so he said, 
out of consideration for assuring the operating safety of PAA’s Boeing on that 
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field. In addition to Galefio, he pointed out that PAA was using Congonhas and 
Gravatai Airports regularly, and were listing other non-ADP airports as alter- 
nates all of which were maintained by the Brazilian Air Ministry. 

I handed him a copy of PAB’s Carta Of. 684/50 of October 16, 1950, and asked 
him if it had previously come to his attention. He stated that it had. I pointed 
out that no official reply had ever been received by PAB to the best of our knowl- 
edge and that no indication of an audit had been carried forward. He stated 
that the block of expenses accompanying this oficio were in such form as not to 
be subject to audit. To this I replied that the actual existence of the bases was 
the best evidence that the money had been spent. He then asked me whether or 
not the United States Government had acted illegally in passing these properties 
over to Brazil and why the accountability and transfer of title on these properties 
had not been accomplished by PAB. ‘To this I replied that the intervention of 
any temporary custodianship had not affected the basic obligation which, I said, 
had in fact been accomplished by the contracting parties to Decree Law 3462. 

Brigadeiro Aboim went on to say that in taking over the construction the Bra- 
zilian Government had not assumed Decree Law 3462 as an obligation to their ac- 
ceptance. Therefore, if PAB or PAA have, in fact, a credit due, then because of 
legitimate expenditures incurred they should first of all seek to obtain this credit 
from the original contracting party. I replied that Decree Law 3462 was basically 
a legalized undertaking by a Brazilian corporation with the Brazilian Government 
to improve certain properties, which had been done, and, therefore, the proceed- 
ing must be carried forward within Brazil and reminded him that he had taken 
precisely this opinion in his letter of June 23 to me. His reply was to return to 
his original theme that the Air Ministry could not disregard the effect of the war 
on Decree Law 3462. 

The Brigadeiro stated that he was surprised that PAA was so slow in re- 
sponding to the DAC’s directive to pay, inasmuch as this matter had been a 
troublesome one for all concerned for many years, and that neither his govern- 
ment nor, did he think, the United States Government wished to see any excep- 
tion made for PAA, amounting to discrimination as to airport landing fees. He 
stated that if there was an element of remuneration in our original contract, 
that it was a subject to be cleared between PAA and the United States Govern- 
ment under the circumstances. 

The brigadeiro went on to say that although he did not wish to do so, he would 
soon find it necessary to ground our aircraft for nonpayment of landing fees, 
unless some action were forthcoming from us in the very near future. I told him 
that such an action could, I feared, give rise to undesirable hard feelings and 
misunderstandings which could possibly have political repercussions. He said he 
hoped it would not come to that, but that he was the collecting agent for the 
Brazilian Government on airport-landing fees and was under a mandate to collect. 

I advised him that our company was speeding its decision on this subject; that 
contrary to his view, we could not make payment of so large a sum without con- 
sulting our Government, not only as to the economic aspects, but in addition there 
were high policy considerations which also involved our Government. He re- 
plied that he personally considered PAA’s position in this whole matter to be 
a very delicate one and that he hoped that we could act on it without delay. He 
was pleasant enough to say that this was not a matter for Aboim and Toomey 
as personalities, but was of such longstanding and had so long disturbed his 
government that it could be treated now only on an official basis. He and his 
department were under continuous pressure for money with which to maintain 
airports used by the international airlines. All had paid but PAA, and because 
of the official attitude of the Ministry, he had no defense against his not having 
taken positive action to collect PAA’s arrears. 

From the brigadeiro I went to the desk of Trajano does Reis and exchanged 
essentially the same ideas. I also showed Dr. Trajano PAB’s Carta Of. No. 
276/53 and asked him why an accounting had not been made, and, like the briga- 
deiro, he stated that while it was of secondary importance, that no basis existed 
for an audit of the Quadro de Despesas attached to Carta Oficio 276/53, because 
PAB had not submitted all plans, specifications, and cost estimates incidental to 
the projects for the approval of the Brazilian Government. He read this portion 
of 3462 tome. PAB had provided no accountability from the beginning, he stated, 
nor had PAB transferred any of the constructions to the Air Ministry or any ac- 
countability or custodianship whatsoever. He repeated the idea that Brazil as- 
sumed title and custody of the constructions by direct government to government 
agreement. 
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My reply was to the effect that I felt certain that details of the constructions 
eould have been furnished by PAB long ago had they been considered necessary, 
and gave other reasons similar to those that I had given to Brigadeiro Aboim. 

Dr. Trajano also expounded at some length on the idea that the balance sheets 
of neither company had ever reflected any investment in the Brazil base con- 
structions or the carrying forward of any credit earned by 3462. I answered that 
this was irrelevant and that I was sure Brazil would have held PAB and PAA 
liable and accountable for nonperformance of Decree Law 3462, and again pointed 
out that this law had never been nullified. 

Dr. Trajano bore down very bad on the idea that PAA had only used Belem; 
to which I replied that the credit PAB and PAA were entitled to was for the 
entire job and not just one landing field. 

I feel certain that the above reflects the main line Brazil will resort to in de- 
fense of the credit payable to PAB or PAA from 3462, and have reported their 
views rather fully as being useful to the preparation of our own case. I was care- 
ful to let these officials know that in both economic and political scope the sub- 
ject exceeded the limits of my authority, but advised them that I would do my 
best to let them know without delay PAA’s decision on the subject. There is no 
doubt in my mind that Brigadeiro Aboim will finally issue a grounding order as 
a Sea “That's what you do in the United States when airlines don’t pay their 
bills.” 

Please let me have the nature of our reply to the DAC as soon as possible. 


H. W. Toomey. 


DDRIO Toomey CY DDMIA Morrison reference latter part your 191600 im- 
portant. Inquire from Embassy about their attitude in “support of our account- 
ing rendered to Brazilian Government covering investment airports under 
decree law 3462” which has never officially been turned down at same time. 
Believe you should inquire from appropriate Brazilian Government department 
status their audit of our accounting CZIDL Balluder 192041. 

(Original message partly in code.) 


DDRIO Toomey your memo to Morrison subject Brazil airport landing fees. 
Please explain reference to necessity of proving that credit derived actual 
financial outlays on our part. There can be no doubt that PAA paid the bills 
and should make no difference whether PAA funds were obtained through gift, 
subsidy, grants, credit, or otherwise. Fact remains that an obligation was in- 
curred and fully complied with and accounting now pending before government. 
Difficult understand here why we should be pressed to pay without proper 
determination correctness our acounting XZIDL Balluder 222243, 

(Original message partly in code.) 


MEMORANDUM ON CONVERSATION WITH DIRECTOR OF AIR RouTES BAIN IN WASH- 
INGTON, D. C, On JUNE 10, 1953, REGARDING BRAZILIAN FEES 


I advised Mr. Bain that we had received an ultimatum from the Brazilian 
Government to pay without delay all accrued landing fees. I further advised 
him that, for what they considered good and sufficient reasons, Panair do Brasil 
intended to pay these fees shortly and would not join Pan American in further 
protests. I further advised that Dr. Tude, Panair do Brasil lawyer, was of 
the opinion that any legal action to further avoid the payment of these landing 
fees would not meet with success, 

I advised Mr. Bain that Pan American would be extremely reluctant to carry 
this fight by itself and, in fact, I did not believe that we would do so under 
any circumstances, unless assured of the full and aggressive support of the 
United States Government in Brazil. Mr. Bain immediately telephoned Mrs. 
Hillyer, explained the situation and requested her to consult with the appropriate 
authorities in the State Department and advise him as quickly as possible what 
the State Department’s position would be on this problem. Shortly thereafter 
Mrs. Hillyer called back and advised that the State Department would not 
support Pan American in any legal action or negotiations in Brazil tending 
to avoid the payment of these landing fees under the terms of the ADP con- 
tract. I then advised Mr. Bain that I saw no alternative but to pay these 
fees without delay, and he agreed with me. He further stated that he would 
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include in the future LAD rate an expense item covering the Brazilian landing 
fees. 

I am furnishing Vice President Toomey with a copy of this memorandum, but I 
am requesting him to take no definite action until further instructed. 


W. L. Morrison. 
JUNE 24, 1953. 
Memorandum to: Executive Vice President Morrison, Latin American Division, 
Miami. 
From: Vice President Balluder, Executive Department, New York. 
Subject: June 23 letter to Secretary of State re Brazilian landing fees. 

I am en¢élosing copy of the letter which I have written to the Secretary of 
State on the subject of Brazilian landing fees of which I have sent copies to the 
Secretary of Defense and to the Chairman of the Civil Aeronautics Board. 

If we do not hear from these parties by the first of July, then I would feel safe 
in authorizing payment of the landing fees. The matter has been discussed in 
detail here with Mr. Bilzi who knows exactly what kind of funds to use for this 


purpose. 
ERWIN BALLUDER. 


JUNE 23, 1953. 
The Honorable the SecreETARY OF STATE, 
Washington, D. C. 

Sir: From time to time we have informed the Department of State as well 
as the Embassy of the United States in Rio de Janeiro with respect to the develop- 
ments’in connection with the assessment of airport landing fees by the Brazilian 
Government. 

Under laws recently enacted, the Brazilian Government waived these landing 
fees for domestic operations, but assessments continue to be made on all inter- 
national operations. 

Billings against Pan American World Airways since January 1949, now amount 
to approximately 20 million cruzeiros or roughly $1 million at the official exchange 
rate. The landing fees have been contested and the legal process has been 
directed by the Association of Aviation Companies (Sindicato Nacional das 
Empresas Aeroviarias) of Brazil. Legal recourses have been exhausted and 
the Government’s right to assess these landing fees has been upheld in the courts. 
Consequently, the Government has renewed its efforts to enforce collection of the 
amounts assessed. 

Pan American World Airways and its associated company, Panair do Brasil, 
under decree law 3462 of July 25, 1941, with which your Department is familiar, 
should enjoy a credit for airport construction work performed in Brazil to be 
applied against landing fees. On October 16, 1950, an accounting was rendered 
to the Department of Aeronautics of Brazil after we obtained the consent of our 
Government to submit figures and supporting data which before had been con- 
sidered classified material. Our accounting has not been approved or disap- 
proved, but the Brazilian authorities are exerting strong pressure on us to pay 
the assessed landing fees. Informally, it has been indicated to us that the 
Brazilian Government expects us to prove that the funds used by Pan American 
World Airways and Panair do Brasil for the improvements covered under decree 
law 3462 actually represent PAA and PAB funds. The legal counsel of the 
Aviation Department of Brazil advises our representative that since neither 
Pan American World Airways nor Panair do Brasil have ever shown on their 
balance sheets any amount representing an investment under decree law 3462, it 
is assumed that the investment was made with funds not belonging to these 
companies ; the inference being that if these funds were advanced by the United 
States Government, the Brazilian Government would not consider itself bound 
by the terms of decree law 3462. 

It is evident that the Brazilian Government intends to avoid compliance with 
the decree law 3462, and that in order to establish our position, we would be 
forced to engage in lengthy and costly litigation. We do not expect any success 
in such an undertaking without complete, energetic, and direct support of our 
Government. 

In a recent order No. E-7441, docket 3308, of June 5, 1953, the Civil Aeronautics 
Board made provision for the payment of the contested landing fees in considera- 
tion of possible adverse results of the legal proceedings then pending. As ex- 
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plained above, the case has been lost and the assessment of fees is enforceable. 
However, before proceeding with the payment of this very large amount, we 
desire to clarify our position in relation to the Decree Law 3462. 

On June 10, after telephonic consultation with your Department, Mr. Gordon M, 
Bain, Director, Bureau of Air Operations, Civil Aeronautics Board, advised us 
that your Department would not support Pan American World Airways in any 
legal action or negotiations in Brazil tending to avoid the payment of these landing 
fees through offset under the terms of the Decree Law 3462. 

Under these circumstances, we find that it is preferable to drop further dis- 
cussions with the Brazilian Government on the subject of Decree Law 3462 and 
we shall proceed with the payment of the accumulated landing fees under the 
terms of the Civil Aeronautics Board’s order. 

In order that all interested authorities may be fully informed on this subject, 
we are sending copies of the instant letter to the Department of Defense and the 
Civil Aeronautics Board. 

Respectfully, 
Erwin Batiuper, Vice President. 


UNITED STATES OF AMERICA 
Civiz AERONAUTICS BoARD, WASHINGTON, D. C. 
EXECUTIVE SESSION 
(This transcript was declassified by the CAB at the subcommittee’s request.) 


In the Matter of Investigation of the Transfers of the Routes and Properties of 
National Airlines, Inc. 


DOCKET NO. 3500, ET AL. 


DEPARTMENT OF COMMERCE BUILDING, 
Washington, D. C., Monday, May 1, 1950. 


The above-entitled matter came on for hearing in executive session at 2: 30 p. m. 

Before: 

Francis W. Brown, chief examiner. 

James S. Keith, examiner. 

Appearances : 

Hubert A. Schneider and Douglas Wood, on behalf of Braniff Airways. 

L. FE. Black, Jr., appearing on behalf of Chicago and Southern Air Lines. 

Harold L. Russel, appearing on behalf of Hastern Air Lines, Inc. 

Earnest V. Moore, appearing on behalf of Delta Air Lines. 

Richard A. Fitzgerald and James Stewart, appearing on behalf of National 
Airlines. 

Albert Rice, appearing on behalf of Pan American Grace Airways. 

J. Howard Hamstra, Leslie H. Arps, and W. R. Raven, appearing for Pan 
American Airways. 

W. F. Cogswell, appearing on behalf of W. R. Grace & Co. 

Lambert S. O’Malley and Carolyn Just, appearing on behalf of the Department 
of Justice. 

Alexander G. Hardy and Frederick W. Bechtold, public counsel. 

Fred J. Sperepani, reporter. 

PROCEEDINGS 


Examiner Brown. Will you come to order, please? 

This is an executive session, and we will now instruct the reporter to keep the 
transcript of this session confidential, to record the names of the persons attend- 
ing, and the fact that they were sworn to secrecy until released by the Board; that 
only one transcript of the notes may be made, and that those notes, together with 
the stenographic notes and any other papers or exliibits received in this session, 
will be placed in an envelope under seal and delivered to the Chief of the Docket 
Section of the Board. 

For purposes of identification, I will ask counsel to state their names and the 
names of their company representative. 

Examiner Brown. Braniff. 

Mr. Scuneriper. Hubert A. Schneider, attorney, with Douglas Wood, repre- 
sentative for Braniff. 
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Examiner Brown. Chicago & Southern, 

Mr. Biack. L. E. Black, Jr., attorney. 

Examiner Brown. Eastern. 

Mr. Russe... Harold L, Russell, attorney. 

Examiner Brown. Delta Air Lines. 

Mr. Moore. Earnest V. Moore, attorney. 

Examiner Brown. National Air Lines. 

Mr. perenne Richard A. Fitzgerald, attorney, and James Stewart, repre- 
sentative. 

Examiner Brown. Pan American-Grace. 

Mr. Rice. Albert Rice, attorney. 

Examiner Brown. Pan America. 

Mr. Hamstra. J. Howard Hamstra, attorney for Pan American; Leslie H. 


Arps, special counsel; Mr. W. F. Raven, financial assistant for Latin American 
division. 


Examiner Brown. W. R. Grace. 

Mr. Coeswetyt. W.F. Cogswell, attorney. 

Examiner Brown. Department of Justice. 

Mr. O’Mattey. Lambert 8. O’Malley and Carolyn Just. 

Examiner Brown. Public counsel. 

Mr. Harpy. Alexander G. Hardy and Frederick W. Bechtold. 

Examiner Brown. And the witness. 

Mr. Toomey. Humphrey W. Toomey. 

(Whereupon, all persons of record were sworn to secrecy as follows :) 

Examiner Brown. Each of you do solemnly swear that you will hold secret 
and will not divulge in-any manner whatsoever, to any person, any of the evi- 
dence or information which is adduced at this executive session, until such time 
as the Civil Aeronautics Board may by order indicate that the public interest 
does not require the continued withholding of such evidence or information, so 
help you God. 

Mr. O’Matiey. Mr. Examiner, I am not clear as to the procedure here. Is 
there any necessity to show here why the executive session is held? 

Examiner Brown. No; there is not. The withholding is done at the order of 
the Board, and there will be an order of the Board in the event that it is 
withheld. 

Mr. O’Mattey. Has the Board ordered that any matters such as we are to 
discuss here be discussed only in executive session? 

Examiner Brown. No; this is at my determination, and final withholding will 
be at the order of the Board. 

Now, this witness was held over from the public session for questions by Mr. 
Hamstra. 

Mr. Hamstra. If we could ask a few questions on direct it might expedite the 
matter, Mr. Examiner. 

Examiner Brown. All right, if you will. 

Whereupon, Humphrey W. Toomey was called as a witness, and having been 
previously duly sworn, was examined and testified as follows: 


DIRECT EXAMINATION 
By Mr. Arps: 
Q. Mr. Toomey, does Pan American own the land and facilities at Camaguey 
Airport, Cuba?—A. Yes. 
Q. Did Pan American own the land and facilities at Camaguey prior to the 
ADP? 
Mr. Scunetper. Let’s identify those initials. 
By Mr. Arps: 
Q. Will you kindly state what is meant by “ADP”?—A. Airport development 
program. 
Mr. Arps. So that there will be no misunderstanding, where I refer to ADP, 
we will realize it is the airport development program; is that satisfactory? 
Mr. Harpy. Of course, I presume that everybody here knows what the airport 
development program is. 
By Mr. Arps: 
Q. As part of the ADP, did the United States Government expend funds to 
improve the runway and facilities at Camaguey?—A. Yes. 
77632—57—pt. 1, vol. 4-43 
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Q. Do you know how much the United States Government expended on the 
Camaguey Airport?—A. Not exactly, but I-believe it was of the order of a million 
dollars. 

Q. In determining the charges quoted to Chicago and Southern for the use of 
the Camaguey Airport and facilities as an alternate airport, did you include in 
the investment base funds expended by the United States Government?—A. No. 

Mr. Arps. Take the witness. 

Examiner Brown. Braniff. 


CROSS-EXAMINATION 
By Mr. SCHNEIDER: 


Q. The airport development program, Mr. Toomey, is a program engaged in by 
this Government, prior to the war, to develop military airfields in the Latin 
American area ; is that correct?—A. Yes. 

Q. Pan American was the contractor under that program?—A. Yes. 

Q. Pursuant to the contract entered into by Pan American with the United 
States Government at that time, does Pan American have the exclusive use of 
those fields—A. No. 

Q. Does Pan American have any exclusive arrangements with respect to the 
ADP fields?—A. Not that I know of. 

Mr. ScHNEIDER. I assume that Mr. Toomey is merely testifying as to Camaguey, 
and you have another witness to testify to the whole program in general? 

Mr. HAmsrra. I am not aware of any request for testifying on the whole pro- 
gram in general. It has only come up with respect to Camaguey. 

Mr. Toomey can testify from his general knowledge. If you want to get into 
detailed questions concerning the contract and things of that sort, we will have 
to have Mr. Pirie. 

Mr. Harpy. I don’t want to foreclose Mr. Schneider or indicate he should be 
foreclosed, Mr. Examiner, but in view of the Department of Defense’s ruling in 
this case, I don’t think we can very well in this executive session go beyond the 
Camaguey situation. 

Examiner Brown. I don’t either, Mr. Hardy. 

Mr. Harpy. Without the examiner making a further determination. 

Examiner Brown. I agree with you entirely. 

Mr. ScHNeEIDER. I take it it is your ruling that we may not inquire, in this 
session, into the ADP program, except as it relates to Camaguey. 

Examiner Brown. That is correct. 

By Mr. SCHNEIDER: 

Q. Who pays for the maintenance of the runway at Camaguey, Mr. Toomey ?— 
A. Pan American. 

Q. That is including the proportion of the runways that were improved by the 
United States?—A. Yes. 

Q. Title to the improvements that were made by the United States Govrenment, 
under the ADP program, is in Pan American, is it not?—A. Yes. 

Q. There is no title in the United States Government of any of the facilities 
at Camaguey ; is there?—-A. Not to the best of my knowledge. 

Mr. ScHnerer. That is all. 

Examiner Brown. Chicago & Southern. 


CROSS-EXAMIN ATION 


By Mr. Biack: 


Q. For clarification on one point, Mr. Toomey, you stated that the investment 
for the rate base, in computing the charges, proposed charges, to Chicago & 
Southern, for the use of Camaguey, did not include the expenditures under the 
ADP program. 

In the breakdown that you are going to supply for the record, of the manner in 
which you did arrive at those charges, will all the funds included in the rate base 
be funds only supplied by Pan American?—A. Yes. 

Q. In other words, one of your affiliates, or some third party, has not made 
any investments in the Camaguey Airport?—A. Cubana may have some invest- 
ments in there, but I believe they are relatively nominal. But I would not want 
to exclude Cubana’s investment. 

Q. So that whatever Cubana does have, in the airport, by way of investment, 
will be included in the figures that you are going to supply?—A. Yes. 

Mr. Brack. Thank you. 

Examiner Brown. Eastern. 
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CROSS-EXAMIN ATION 


By Mr. RUSSELL : 


Q. Mr. Toomey, would the airport at Camaguey be adequate for use by 4-engine 
equipment, specifically DC—4’s, without the improvements made under the ADP 
program?—A. That is a borderline question, because, as I recall the field, before 
those improvements were put in, it was big enough and useful so that I think a 
DC—4 could get in and out. I am just drawing on my memory, but I believe it 
could. 

Q. It was used by Boeing 307’s before the improvements by the ADP pro- 
gram’?—A. Yes, I think so. I believe so. I would like to answer it that way—I 
believe so. 

Q. Any DC-4 operation without any such improvements would have been 
subject to weight restrictions?—-A. Probably. 

Q. And the same would be true of Convairs?—A. I am not sure. I just don’t 
Clearly have in mind what the dimensions of the runway were prior to its 
improvement. But I believe that it was large enough so that in all conditions, 
except possibly very wet weather, the Convairs and the types of equipment you 
mentioned could be operated. 

Q. Without weight restrictions?—A. I wouldn’t say that. 

Mr. Russetxi. That is all. 

Examiner Brown. Mr. Hardy. 


CROSS-EXAMINATION 
By Mr. Harpy: 


Q. Mr. Toomey, what is Pan American’s total investment, exclusive of the 
ADP funds, at Camaguey? 

Examiner Brown. That is going to be put in this exhibit, I understood. Didn't 
I understand that correctly? 

The WitTNeEss. Yes. 

Mr. Harpy. I want to see what he has in mind. 


By Mr. Harpy: 
Q. Do you have in mind a figure?—A. No, I am sorry. I haven’t got it in 
mind. 
Examiner Ke1rrH. Do you mean up to date, Mr. Hardy, or prior to the ADP 
program? 
Mr. Harpy. Well, I was looking for a breakdown. 


By Mr. Harpy: 


Q. You don’t have in mind the figures?—A. No, I am sorry, I don’t. 

Q. You don’t know whether it was $2, $3, $4 million, or what? You have no 
idea? 

Examiner Brown. That is going to be put in. 


By Mr. Harpy: 


Q. In any event, the charges upon which you were levying for use by Chicago & 
Southern were based on your investment, exclusive of Government tunds?— 
A. That is correct. 

Mr. Harpy. That is all, Mr. Examiner. 

Examiner Brown. Mr. O’Malley. 


CROSS-EXAMINATION 
By Mr. O’MALLEY: 

Q. When was the Camaguey Airport built, Mr. Toomey?—-A. The original field 
was acquired about 1930, I believe ; possibly earlier than that. 

Q. Was it acquired by Pan American?—A. By Pan American Airways. 

Q. As an existing airport? Was it already an airport or was it developed out 
of the wilds, or what happened?—A. To the best of my belief, the airport was 
entirely developed by Pan American. It was an open field, and was improved. 
ae there again, I am drawing on my memory and I can’t state positively about 

at. 

; + Pan American made regular use of the field prior to the A. D. P. program ?— 

. Yes. 

Q. De vou know when the first A. D. P. contract was signed. for the develon- 


ment, with Government funds, of the airport?—A. No: I don’t know the exact 
date. 
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Q. Can you give us an approximate date? 

Mr. Arps. Excuse me just a moment. May I clarify one thing? You are 
talking about Camaguey? 

Mr. O'MALLEY. Yes; I thought all this was about Camaguey. 

The Witness. I believe early in 1941, or late in 1940. 

By Mr, O’MAtLey : 

Q. Did that contract contain any provision that Pan American should retain 
the exclusive operating rights to that airport?—A. I don’t believe so. But I have 
never seen the contract. 

Mr. Harpy. Mr. Examiner, I take it the witness’ answer to that is that he 
doesn’t know. 

Examiner Brown. That is what I gathered. 


By Mr. O’MAtLEY: 


Q. Do you know whether or not that original contract was ever modified and 
supplemented by a second or subsequent contract?—-A. No; I do not know. 

Mr. O’MALLEY,. That is all. 

Examiner BRown. Pan American. 

Examiner KertH. Do I understand correctly that the only installations made 
under the A. D. P. program were the runways? Is that correct? 

The Witness. No; there were additional facilities provided, but they were 
for the operation of military aircraft, and Pan American didn’t get any sub- 
stantial benefit out of that. 

Examiner KrItH. You haven’t been able to use those? 

The WITNEss. No. 


By Mr. Harpy: 


Q. And you haven’t used them since that time, any of the facilities other 
than the runways, that were provided with Government funds?—A. Not as a 
routine in our commercial operations. That is a pretty broad statement, “any 
of the facilities,” I would say “No.” 

Q. Are you able to tell us, with some detail, what facilities were provided with 
the use of Government funds of approximately $1 million?—A. They provided 
runways, a facility on a railroad siding for the handling of both gasoline and oil, 
I believe there was a storage building built for gasoline and oil, a number of 
refueling pits and refueling equipment. 

That is the most complete list I can give you at the present time. 

Q. Tell me, Mr. Toomey, this $1 million you got from the Government funds, 
for the Camaguey Airport, you didn’t get that in one lump sum; did you? You 
got that in various allotments, in drips and drabs; or do you know?—A. I don’t 
know. 

Q. You just have in mind the total figure, and you don’t know whether, in the 
first instance, you were given $200,000, and you used that for a runway, and 
then whether a year or so later you were given another amount, and then 
another amount?—A. The construction was undertaken under the direction of 
United States engineers, and they specified how the runways were to be built 
and laid out, and the base that was to be used, and specified the installations 
to be put in. 

And, of course, that was supervised by a contracting officer, and I don’t know 
exactly the schedule with which Pan American was reimbursed for its con- 
struction of those facilities. 

Mr. Harpy. That is all. 

Bxaminer Brown. Thank you, Mr. Toomey. You may be excused. 

(Witness excused. ) 


SuBCOMMITTEE INSERT P 


Excerpts From THE Sworn TESTIMONY OF CHARLES BE. Bearp IN THE NorTH 
ATLANTIC Route TRANSFER CASE, CAB Docket No. 3589 Et AL. 


[Tr. 3351] Q. Will you state your name, please?—A. Charles EB. Beard. 

Q. net is your present position?—A, I am executive vice president of Braniff 
Air Lines. 

Q. How long have you held that position?—A. Since January 1, 1947. 

Q. What position in Braniff Airways did you hold at the time the Board 
granted the certificate to Braniff to operate in the Caribbean area and Latin 
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amore ?—A, I was—and had been since 1987—a vice president of the corpora- 
on. 

Q. What were your duties in that position, Mr. Beard, with respect to making 
arrangements for the starting of Braniff’s operations to Latin America?—A. Well, 
Mr. Shrader and I had joint responsibility for doing whatever was necessary to 
prepare for the operation. Mr. Shrader’s responsibilities related to the opera- 
tional phases and mine related to traffic and the other phases of Government 
permits and the nonoperating elements. 

Q. Did you duties include the arrangement for the use [Tr. 3352] of facilities, 
such as airport and communications facilities, for Braniff to use in its Latin 
American operations?—A. At the time we got the certificate, no. But in the 
fall of 1946 I assumed some responsibilities in that respect, and when I assumed 
my present job of course it all came under my general supervision, some of which 
I handled directly and some through other officers or executives in the company. 

Q. Was it necessary for Braniff to make arrangements for the use of Pan 
American’s facilities in order to operate under its certificate to Latin America ?— 
A. Well, we had either to make arrangements for the use of those facilities or 
provide our own. 

Q. Was there any other airport at Habana that Braniff could use, other than 
the Rancho Boyeras airport ?—A. No. 

Q. Was that airport at that time owned by Pan American?—A. Yes. 

Q. And your only alternative to the use of that airport at Habana was to 
build an airport and facilitiies of your own—that is, of Braniff’s own?—A. If 
we were refused its use? 

Q. Yes—A. Yes. Or obtain permission from the Cuban Government to use an 
airport that is known, I believe, as San Antonio de los Bagnos. 

Q. Where is that airport at?—A. It is roughly 24 or 25 miles outside of 
Habana beyond Rancho Boyeras, and was in the hands of the Cuban Army— 
(Tr. 3353] and still is, I believe. 

Q. Would that airport have been, or is it, satisfactory, as an airport for the 
use by Braniff in its Latin American operations at Habana?—A. From the stand- 
point of the airport, yes. From the standpoint of its accessibility to the city, 
it is not as desirable as Rancho Boyeras, but we didn’t have to decide that ques- 
tion, really, because it was controlled by the Cuban military, and they did not 
want it used except for their purposes, in connection with their own defense and 
army plans. 

Q. Then, it was necessary for you to make arrangements with Pan American 
for the use of Rancho Boyeras Airport?—A. We had no other choice in the final 
analysis. 


[Tr. 3355] Q. Mr. Beard, would you tell the examiner, in chronological order 
and in your own words, the story of your efforts to obtain from Pan American 
the use of communications and airport facilities necessary to Braniff to carry 
out its authorizations to serve Latin America as granted by the Civil Aeronautics 
Board, and make reference to the documents which you have just identified as 
you go along?—-A. I think the record shows that our certificate was issued in May 
of 1946. At that time we were advised that we should do nothing with respect 
to getting permits from the foreign countries involved, and to await the outcome 
of governmental negotiations, and as a consequence, we took no further steps, 
other than internal steps in preparation for the operation, until, in the latter 
part of August, when we started a survey flight to Cuba and Panama and to the 
other [Tr. 3356] points to which we had been certificated. 

In connection with the survey flight to Cuba, which we made overland from 
Miami, we made arrangements with Pan American Airways to go to Cuba on that 
particular trip and be serviced there to the extent that we required it, which 
was rather minor. We required no gassing. All we needed was a place in which 
to get out of the airplane and a place to store the airplane. 

Mr. Morrison was not in Miami at that time and we dealt with one of his 
associates and obtained the necessary permission to go over to Cuba, which we 
did, and upon my return, on August 30, to Miami, I got in touch with Mr. 
Morrison and we discussed the question of the survey flight through South 
America, starting at Balboa, and I requested of him the use of certain of their 
facilities if they were in position and willing to provide them. 

As a consequence of that conversation, and during that conversation, Mr. 
Morrison suggested that they only controlled a portion of the facilities, and 
asked that I address a letter to him and simultaneously a letter to Panagra 
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covering the same subject, but relating to those facilities which would be 
Panagra’s to furnish, and the letter was written that day in his office. and 
presented to me for signature. 

I took objection to certain of the clauses in the letter, certain sentences, and 
we rewrote it in the form in which it now appears as exhibit PC—400. 

At the same time we wrote and delivered to him a similar letter addressed to 
Pan American Grace Airways, which is not included in these exhibits, but is 
included as exhibit PC-452. [Tr. 3357] Both those letters were delivered to 
Mr. Morrison and on September 2, as indicated in exhibit PC-401, Mr. Morrison 
advised us as to just what they would be able to do with respect to the provision 
of the facilities. 

Q. Mr. Beard, do you recall what it was in the draft of the letter which Mr. 
Morrison wrote up which you revised as exhibit PC—400, to which you objected ?-— 
A. Yes. In the third from the last paragraph, which starts with the words “In the 
event of any aircraft maintenance difficulties” and so forth, in the draft which 
was prepared, I believe by Mr. Raven of their organization, it proposed that 
upon our return we would agree with them on specific charges which would 
begin with our first familiarization and training flights and run continuously 
thereafter. 

I was unwilling to state that we would agree to charges concerning which 1 
had no knowledge, and, as a consequence, I modified it to read as it reads here: 
“It is understood that upon our return, we will initiate negotiations with your 
office as to specific services” and so forth. That portion that I have just quoted 
was the only modification we made to the letter. 

Following this exchange of correspondence, we made our trip, stopping first 
at Balboa and then the next stop was Bogata. 


[Tr. 3358] Q. Before we get away from that first meeting with Mr. Morrison, 
you said you gave him a letter at that time addressed to Panagra. Were there 
any other further conversations with Mr. Morrison on that letter?—A. You mean 
with respect to the Panagra letter? 

Q. With respect to Panagra A. Yes. during the course of my conversation 
with Mr. Morrison, he phoned New York and talked to Pan American-Grace 
Airways. Who he talked to in that organization, I do not know. I don’t recall 
that he used the name of the individual, but he talked to someone and explained 
what we wanted and what we were doing and that he was going to get such a 
letter and he would undertake to get such a letter in their behalf. 

I might point out at this time, also, that in the course of our conversation, Mr. 
Morrison made a statement to me which was later reflected in the experiences 
we had. I can’t recall his exact words, and I bring this up at this time because 
there is a related conversation I had later in Bogota. I can’t recall Mr. Mor- 
rison’s exact words, but the sense of his statement to me was, of course, they had 
no intention of helping us in any way, and quite the contrary 

Q. That is, Pan American had no intention?—A. This was Mr. Morrison speak- 
ing: and quite the contrary, they would do everything in their power to prevent 
our operation, and if they could not prevent it, they would delay it, and when 
they were no longer able to delay it, they would interfere with it. 

We then went back to Dallas and a day or two later started on the trip to 
Balboa, Bogota, and on south. In [Tr. 3359] Bogota, among the other activities 
that we entered into, of course, were negotiations with the Government of Colum- 
bia for an operating permit. During the course of my visit, I called on Mr. del 
Corral, who was at that time president of Avianca. 


* * * * * * * 


By Mr. HigHsaw: 

Q. Go ahead.—A. The purpose of my call on Dr. del Corral was to determine 
whether or not we would be able to use the airport which they controlled and 
operated at Bogota. 

Examiner WRENN. Who did you say Dr. del Corral was? 

The Witness. He was president of Avianca. They controlled the airport. I 
believe it is called Tacho. It was the only airport suitable for the type of equip- 
ment we proposed to operate. He told me in that conversation he was going 
to do everything possible to prevent our obtaining a permit from the Colombian 
Jovernment, but if we do, he would be glad to negotiate for the use of Tacho 
Airport. 

= * © * * o * 





MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 2957 


(Tr. 3430] CROSS-EXAMINATION 


By Mr.-FRIENDLY: 


Q. Mr. Beard, there is a small point I want to get cleared up as to the location 
of these two airports at Havana. At page 3352 of the record, it reads in connec- 
tion with San Antonio to Las Vegas. You are quoted as saying, “It is roughly 24 
or 25 miles outside of Havana beyond Rancho Boyeros.” You did not mean it was 
24 or 25 miles beyond Rancho Boyeros?—A. No; it is approximately 24 or 25 
miles from downtown Havana, and the use of the words “beyond Rancho Boyeros” 
meant it was up the same road. 

Q. Rancho Boyeros is how far from the center of Havana?—A. Seven or eight. 

Q. Do you not think it is more?—A. Maybe it is 10. The record will show it. 

Q. Have you been in Havana within the last year or so? A. Yes. 

Q. I have some photographs, Mr. Beard, which I would like to show you and ask 
you whether they are correct representations. May I have this marked for 
identification, first, Mr. Examiner? 

Examiner WRENN. Yes; that will be marked for identification, “Pa-550,” I 
believe. 

(Whereupon, exhibit PA-550 was marked for identification. ) 


By Mr. FRIENDLY: 


Q. Is the photograph which appears as the first one in exhibit PA-550 a correct 
picture of the exterior of Rancho [Ty. 3431] Boyeros Airport, showing the air- 
planes on the ramp?—A. It is a picture of the exterior of the terminal and a por- 
tion of the ramp. 

Mr. HigHsaw. Can Mr. Friendly establish when the photograph was taken? 

Mr. FRIENDLY. Do you want my statement? 

Mr. HieHsaAw. Is Mr. Friendly’s statement competent? 

Mr. Frrenpiy. I do not care when it was taken. I am asking the witness 
whether that is the way it looked to him when he was there. 

Examiner WrenN. Without further argument, tell me when the picture was 
made. 

Mr. FRIENDLY. Within the last month. 

Mr. HicHsaw. What is the basis of that statement? 

Mr. Frienpiy. The photographs are relevant whether they were taken within 
the last month or year if the witness says they are typical representations of the 
airport at times when he has been there. 

Mr. HieusAaw. I am anxious that we get the facts. 


By Mr. FRIENDLY: 


Q. Is the second sheet a typical representation of the airport area? 

Mr. Hteusaw. As of when? 

Mr. FrienpLty. Times when the witness has seen it. 

The Witness. I do not know as I could characterize it as typical. I think it 
definitely is a picture of Rancho Boyeros terminal and the aircraft standing in 
front of it. 


By Mr. FRIENDLY: 

Q. Is the third page a representation of the counter space [Tr. 3432] used by 
Braniff Airways?—A. Yes. 

Mr. HicHsaw. As of when? 

Mr. FRIENDLY. You can examine the witness, Mr. Highsaw. I have asked my 
question. 

Examiner Wrenn. Let us have the record clear on it. Was this particular 
photograph taken within the last month, too? 

Mr. Frienpiy. Yes. 

The Witness. I may help on that. 

Mr. Frienpty. Do not hold me to a month; it may be 5 weeks since the hearing 
started. 

The Witness. This is the ticket office we were using on the occasion of my 
last visit. I understand we have either moved or are in the process of moving 
to a similar location with approximately the same space at another spot in the 
terminal building. 


By Mr. FRIENDLY: 


Q. I show you the next sheet. Does that show the counter space occupied by 
KLM and a portion of the spot occupied by National?—A. By National and, I 
presume, by Chicago & Southern. 
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Q. Yes.—A. Yes. 

Q. And does the next space show counter space occupied by Pan American 
and Cubana?—A. I think it shows a part of it. 

Q. And the next page shows the counter space occupied by Chicago & South- 
ern?—A. Yes. I am not sure that that is all of their space, but what is shown 
is Chicago & Southern space, 

(Tr. 3433] Q. Correct. I think you are quite right. The next page shows the 
Space occupied by National, and also shows the Chicago & Southern map in the 
rear?—A. Yes. 

Q. Does the last page show the portion of the interior of the terminal where 
one goes out to board the airplanes?—A. Yes. 

Mr. FrrenpLy. We wili have as many copies of those as are needed. I wonder 
if we can get some indication? 

Examiner WrENN. Mr. Highsaw will want two, I will need an extra one for 
the record beside the one you submitted. Do any other parties require them? 

(No response. ) 

Examiner Wrenn. I think half a dozen would be adequate. 

Mr. HicHsaw. Could you number each one of these 1, 2, and 3, starting with 
the first one? 

Mr. FRIENDLY. Certainly. 


By Mr. FRIENDLY: 


Q. You made some reference yesterday to the charges of Rancho Boyeros. Is 
it correct that the flight charge includes the following services: the use of the 
runway, the use of night lighting facilities, complete ramp service, including the 
towing, loading, and unloading of the airplane, the use of the line crew, the 
use of all transit inspection service, the use of all ramp equipment, the use of 
the public areas of the terminal, including the areas that are occupied by the 
governmental authorities, counter space, porter service, janitor service, and 
paperwork in connection with the dispatch of aircraft which is the making of 
weather reports, briefing of pilots, the supplying [Tr. 3434] of personnel for 
the clearing of air express through customs—does it include all those services ?— 
A. I do not believe it includes the last. I believe we have our own personnel 
who do that. While it is presumed to include the use of equipment, as an 
actual practice we have had to furnish our own tractor, our own loading steps, 
and some other miscellaneous ramp equipment which we originally contemplated 
would be included under the original contract. In addition, the equipment 
which we furnished, particularly the tractor, is used by the operators of Rancho 
Boyeros for the towing of other aircraft, other than Braniff Airways’ aircraft. 
When we tried to restrict it to the use of our own, we were forbidden to do 
so with a threat of strike or delay in our own operation. 

Q. Public counsel has an exhibit which is the contract of BSAA for the use 
of Rancho Boyeros. That contains a clause which fixes a landing fee and 
then says, “The foregoing charges have been arrived at on the basis of current 
costs and the utilization of Pan American facilities and services at the location 
covered by this agreement now being made or committed for. Parties will review 
these charges at 6-month intervals from the date of this agreement and at such 
other time as either party shall request.” Does your contract contain a provision 
which, without holding you to the exact words, is substantially to that effect ?— 
A. Yes; I believe it is. 

(Tr. 8485] Q. Do you know whether your company has participated in any 
such review of the charges?—A. Yes. I think there was one review, a matter of 
about 6 or 7 months ago, which resulted in no changes. 

Q. In the course of that review, did you become familiar with the formula on 
which these charges are computed?—A. No; I tried to become familiar with the 
formula at the time of the original negotiations, but I just didn’t understand it. 

Q. If you will look at PC~408, next to the last paragraph—may the witness 
be shown that?—A. Is that in this group? 

Q. That is one of your exhibits.—A. Yes; I have it. 

Q. Look at the next to the last paragraph, which reads: “It is our policy to pass 
on to the scheduled operators any benefits through additional participants under 
the formula for sharing the operating expense. This formula, incidentally, fol- 
lows the principles established in the McGoldrick report and the Arinc formula 
recently proposed by that organization for communications services.” 

Do you know what the formula proposed in the McGoldrick report for sharing 
airport cost was?—A. No. 
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Q. Let me see if I can refresh your recollection: Wasn't that ‘a formula where- 
by costs were pooled and then were divided? Sharing was on three bases: one- 
third would be shared on the number of operators, another third on the basis of 
number of landings, and the third on the basis of tons [Tr. 3436] landing. 

Do you recall that?—-A. No; I never read that section in the McGoldrick report. 
I participated in several discussions where such formulas were there. 

Mr. HicuHsaw. Would Mr. Friendly state what the McGoldrick report is? 

Examiner Wrenn. Please do that. 

Mr. FrienpL_y. Maybe some others would correct me if I am wrong. My recol- 
lection is that the McGoldrick report was a report which was prepared by Dr. 
Joseph McGoldrick, who was formerly controller of New York City. Probably 
the port authority people would be the best people to check me. 

This was prepared for the airlines with a view to studying the possible econ- 
omies that might result from the joint use of various terminal facilities. The 
formula that I am referring to was a recommendation that Mr. McGoldrick made 
as to how joint terminal costs, particularly costs relating to the ramp services, I 
believe, should be divided. I am subject to correction. 

Mr. Scunerer. That is right. 

Mr. HicuHsaw. Was that made for a domestic airline or international? 

Mr. FRIENDLY. It was made for ATA. It related to airports or anyone using 
that airline. 


By Mr. FRrenpiy: 

Q. Would you consider that a formula of that sort was a reasonable method 
for apportioning airport costs?—A. No. The McGoldrick formula actually is an 
outgrowth [Tr. 3437] of the formula in which I helped participate in the early 
days of the operation of the terminal building at the Chicago Municipal Airport. 
I believe it was originated in 1930. It has never had any serious consideration 
since. It has been simply accepted and carried on. 

The only modification the McGoldrick formula makes in that is that they sub- 
pees ton-miles or something of that nature for seats, as in the original Chicago 

ormula. 

The formula has outgrown its usefulness. It doesn’t reflect necessarily the 
actualities of today. It isn’t necessarily applicable to every situation. As a con- 
sequence, we have, through the association and through various branches of the 
association, opposed the continuance of its use in many of the industry activities. 
There may be somewhere it still applies, but there are relatively few in view of 
the changing circumstances and conditions. 

With respect to the application of that formula to Havana, we have no way 
of checking and determining whether or not the formula is approved. When I 
spoke of a review of the charges, I think it may have been a misnomer. It wasn’t 
a review of the charges to the extent it consisted of an auditing for the basis 
of the charges. It was merely a discussion of what the charges were and why 
there should be no change in them, without going to the basic figures involved. 
We were utterly without means to determine what the basis of the charges are. 

Q. Were you not told the basic charges were the actual airport expenses and 
allocation of overhead in the ratio of airport expenses to other expenses of 
Compania Cubana and [Tr. 3438] an allowance of return on investment to yield 
10 percent return after taxes?—A. I think I was told something of that general 
nature by Mr. Morrison. 

Q. Were you not told that Pan American and Cubana shared in these charges 
on exactly the same basis as any other operator, except Pan American doesn’t 
pay itself a return on its own investment?—A. That is what I was told. 

[Tr. 3439] Q. Public counsel referred to his letter to you of April 29, 1949, in 
which he said: 

“Their counsel, Mr. James L. Landis, requested that subpenas be directed to 
Pan American and Panagra for the production of materials relating to those 
carriers’ alleged activities with respect to Braniff operations to Latin America. 
At the prehearing conference a request for similar material was directed to 
Braniff though a subpena was not requested.” 

Later on, Mr. Highsaw said: 

“In the light of this action by the Board, it is requested that you make avail- 
able for the use of public counsel any material relating to the indicated area of 
inquiry that Braniff Airways may have in its files.” 

You received such a letter, did you not?—A. Yes; we received such a letter. 
It was handed to me for handling. 
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Q. You did send public counsel the material which they requested ?—A. We sent 
it to them after discussing the matter with our counsel. We were loath to re- 
spond to that letter alone without a subpena. We had not intervened in this case. 
We were told that if we didn’t furnish it we would get a subpena and have to fur- 
nish it anyway; and it seemed to be expensive and dilatory, so we furnished it. 

Q. I would like to show you a letter dated October 11, 1946, addressed to Mr. 
Wilbur L. Morrison on Braniff Airways stationery purporting to bear the signa- 
ture of Mr. R. C. Shrader. Do you recognize that signature? [Tr. 3440] A.I 
believe that is Mr. Shrader’s. 

Q. I would like to quote the first two paragraphs: 

“This company has just completed a survey flight over its new route from the 
United States to Panama and South America, including stops at various capitals 
of countries on the west coast and then crossing over to Rio de Janeiro and 
Buenos Aires on the east coast. 

“The personnel of Pan American Airways System gave us excellent service on 
our entire trip. In fact, the airplane, crew, and employees could not have re- 
ceived any better attention had we been traveling over our own system. We want 
to take this opportunity to thank you, and through you all of the employees in- 
volved, for their efforts in making this flight a complete success. We experienced 
no weather or mechanical delays, and our only deviation from the schedule set 
up prior to leaving Dallas was caused by our own inability to complete our work 
in 1 or 2 of the cities visited. You have a very fine organization of operations 
people, and they are all splendid fellows.” 

Do you know whether this letter was among the letters sent to public counsel ?— 
A. I do not. 

Q. Would you check on that and advise us?—A. Yes. 

Mr. FRIENDLY. I take it we can agree that it is not among public counsel’s 
exhibits. 

That is all. 

+ a * 


{[Tr. 3441] REDIRECT EXAMINATION 


és By Mr. HicgHsaw: 

Q. The picture which was identified was supposed to be the counter space of 
Braniff Airways—could you state for the record when Braniff started occu- 
pancy of the counter space shown in that picture?—A. Yes. Approximately the 
Sth of May of this year. 

Q. Was that pursuant to an agreement with Pan American?—-A. I am afraid 
I will have to make a little explanation of that, Mr. Highsaw. [Prior to May 9 
we conducted our operation in Habana through an agency known as “Aerovias 
Internacionales.” In connection with that agency, agreement, they provided the 
airport service. For some time—lI can’t tell you the exact period of time—we 
had no counter of our own that was identified as Braniff Airways, but we func- 
tioned at the counter of National Airlines, which uses the same agency. 

At some time during the past year I understand that we obtained counter 
space similar to this, and my recollection is that that was after PIA had ceased 
the operations. 

Q. Mr. Friendly mentioned some various services. Does the record show the 
date of the agreement under which those particular services were a part?—A. 
It was my understanding that the agreement was part of the record. 

Mr. FRIENDLY. I think it was stipulated in the record; yes. 

[Tr. 3442] Mr. HigHsaw. What is the date? 


* * * * oe 


Mr. Frrenpiy. April 27, 1948, is the date we have, sir. 

The WitNsss. I think April of 1948 would be the correct date. We have only 
one contract with Pan American for the use of that airport, and I base my April 
date on the fact that on April 6, 1948, Mr. Shrader sent a telegram to Mr. Mor- 
rison, as shown in PC-425, which resulted in the conclusion of the contract shortly 
thereafter. 

Mr. Hieusaw. I think that is all, Mr. Examiner, 


* * * * * * * 


A. Following the survey flight, we proceeded with our preparations for the 
inauguration of service. We obtained from the Cuban Government a permit 
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to serve Cuba, and from the Panamanian Government a permit to serve Panama 
through the airport there. 

We planned to inaugurate our service—we set a target (Tr. 3361] date of 
October 1, 1947. Toward that end, we resumed negotiations with Pan Ameri- 
can Airways for the use of Rancho Boyeras as an airfield. As shown in the 
various exhibits of public counsel, there was a series of correspondence which 
resulted eventually in the presentation to Braniff Airways of an agreement 
for the use of Rancho Boyeras as an airport, including the terminal buildings, 
the ramp service, communications, and all of the other things we would have to 
have in order to serve Cuba at that airfield. 

That contract, after several exchanges of correspondence and several ex- 
changes of contract itself because of the changes made in it, was eventually re- 
turned to us by Mr. Morrison on October 6, 1947, as shown in exhibit PC-412, 
page 2. They were signed by our vice president, who had charge of all operat- 
ing matters on October 8, as indicated in exhibit PC—412, on page 1. 

They had not, at the time they were transmitted to us, by Mr. Morrison, been 
signed on behalf of Pan American Airways. We executed and returned them as 
indicated and we had no reply for some few days, until October 10, when we 
received the telegram signed by Pan American Airways by Mr. Morrison, as 
shown in exhibit PC-413, in which Pan American Airways withdrew their offer 
of the contract and advised us for the reasons set forth in the telegram, they 
were not in a position and did not intend to permit us to use Rancho Boyeras 
Airport or provide us any facilities at that point. 

Their telegram wasn’t entirely clear to us. The statement that wasn’t en- 
tirely clear was that portion of the telegram which reads: “The foregoing is, 
of course, subject to [Tr. 3362] the qualification that in the case of any of our 
stations at which substantial improvements have been made with public funds, 
we will fully perform our obligation to make facilities available to your company 
on same equitable cost-sharing basis as has been done for other air carriers.” 

As a consequence of that, Mr. Shrader, at my direction, replied with a telegram 
which also appears on page 2 of PC—413, asking for clarification. In reply to 
that telegram of Mr. Shrader, Mr. Morrison, on October 15, advised us that they 
could furnish none of their facilities, but would provide nonexclusive landing 
right at Rancho Boyeras and the use of the control tower. This, of course, 
was exactly contrary to what they had offered and done for all other carriers 
operating into Habana; not only United States flag carriers, but other flag 
carriers. 

As a consequence, in 1948, we resumed negotiations for the purpose of obtaining 
the full use of facilities or obtaining conditions which would permit us to operate 
their using other facilities, that is, other terminal facilities. 

For this purpose, I made a trip to Cuba to discuss the matter with the Cuban 
Government, but before doing so, I felt that we should know whether or not 
the information we had obtained from Mr. Morrison and the position taken by 
Mr. Morrison was the information and position that represented the policy of 
Pan American Airways. 

For this purpose, I requested an interview with Mr. Trippe, as indicated in 
PC-414, page 2, in a telegram which I sent him from Washington. Mr. Trippe 
replied he would not be available, but he would be glad to have me see Mr. 
Howard [ Tr. 3363] Dean. I went to New York and had a conversation with him. 
The purpose of it was that which I already indicated. 

I returned to Dallas. On February 10, I received from Mr. Dean a telegram 
addressed to Braniff Airways, which is exhibit PC—415, indicating that the policy 
stated by Vice President Morrison was the policy of Pan American Airways 
and continued in effect. 

A suggestion then was made that since Mr. Baker was proposing the organiza- 
tion of a terminal corporation, we discuss the question of terminal services with 
Mr. Baker, terminal ramp services and the other things directly relating thereto. 

[Tr. 3364] I then went to Cuba and discussed this matter with the Cuban 
Government—its Transportation Commission secretary and the head of its civil 
aviation, and I was informed that by Cuban law Pan American Airways could 
not either refuse us service or the use of the field. 

I explained to them that they had not refused the use of the field, but they 
refused the use of services, and that we were preparing to use another terminal 
site on the opposite side of the field from Pan American Airways which was 
available to us. In order to use it, it would be necessary to build a taxi strip 
from the runway to that off-airport site. 
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The aviation department of the Government of Cuba told us that they did not 
want us to use the other terminal unless it was necessary and that they would 
do everything within their means to see that we were provided the same measure 
of facilities that was provided any other carrier of any other nation serving 
Cuba. 

As a consequence of those conversations I conferred with our attorney, Dr. 
Luis Machado. In accord with the advice of Mr. Machado and at the suggestion 
of the head of civil aviation of Cuba, I addressed a letter to the Compania 
Cubana de Aviacion as shown in exhibit PC-416. 

The reason the head of civil aeronautics asked us to address this letter to the 
Compania Cubana de Aviacion was because they didn’t recognize the ownership 
by Pan American Airways as of the airport. They looked upon Compania 
Cubana as the owner and operator of that airfield. As a consequence, this letter 
was directed to Compania Cubana. 

{Tr. 3365] No reply was received to this letter until March 9, 1948, when I 
received from Mr. Pine, the vice president and general manager of Cubana, the 
letter shown in exhibit PC—420, 

I didn’t await that reply, however, because I had been advised in Cuba that 
that would be the nature of the reply. 

Mr. FRIENDLY. I object to that—as to what Mr. Beard was advised—unless he 
can tell us by whom he was advised. 

The Wrirness. I was advised by Mr. Pine’s office that I would receive a letter 
telling us the matter was referred to Pan American Airways and that we should 
deal with Pan American Airways in the matter. 

I then returned to Dallas—— 

Mr. Frienpiy, Before we leave that, could you identify the note at the bottom 
of 420? Who was Dr. Nunez Mesa? 

The Witness. Yes. Dr. Nunez Mesa is a part of Dr. Luis Machado. The firm 
name is Nunez Mesa y Machado. 

Mr. FrieNnpty. Who is J. I. L.? 

The Wirness. He is John Long, who was representing us in Habana. 

Mr. FrIenDiy. Thank you. 

The WitNgess. Not knowing what the outcome of our efforts finally would be, 
I returned to Dallas and approached Pan American Airways for permission to 
construct a taxi strip from the runway to the property off the airport, as set 
forth in exhibit PC-417. 

I bes your pardon. That is page 1 of PC-417. The reply is shown on PC—418, 
page 

The principal element in that reply is the statement that [Tr. 3366] they were 
unwilling to authorize the additional taxi strip construction. I had also been 
advised that there was no space in the Rancho Boyeras airport terminal, that the 
terminal was overcrowded and that nothing was available. That was one of the 
reasons given me for their unwillingness to permit us to use the terminal. 

TACA discontinued their operations, and it made the ticket office available. 
It permitted us to come into Cuba and use the facilities without increasing the 
total number of companies served at the airport, at the terminal or on the ramp. 

I called that to the attention of Mr. Dean. Mr. Dean advised me that the space 
leased by TACA had been made available to another tenant. I replied to Mr. 
Dean’s telegram that the other tenants at Rancho Boyeras had no objection to 
our using the terminal building, and that I was still trying to obtain an answer 
as to whether or not we would be able to use Rancho Boyeras facilities which the 
Cuban Government told us by Cuban law would have to be made available to us. 

On March 9 we received a telegram from Mr. Dean, shown in PC-419, page 1, 
in which they offered us the use of Rancho Boyeras and the terminal facilities 
upon the condition that we would give them, as stated in the telegram, “If you 
will now give us your assistance that you will join such a terminal company on 
terms satisfactory to a majority of the other users, we have no objection to 
furnishing you service for an interim period,” and so forth. 


By Mr. HicHsaw: 
[Tr. 3367] Q. That is “assurance” instead of “assistance,” I believe, Mr. 
Beard.—A. Yes. 
I went to New York and discussed this matter with Mr. Dean. I told him of 
course we were unable to give him any such assurance. I told him we proposed 
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to operate into Rancho Boyeras. We preferred to use their terminal, but we were 
prepared to operate whether we used their terminal or not. We felt there might 
be a good deal of commonsense in a joint terminal if it could be properly financed 
and set up and put into operation on a proper basis. We were not willing to buy 
a pig in a poke and agree to go into any set of conditions devised by a majority of 
the operators. 

During that operation, Mr. Dean told me, if I would give him a letter assuring 
him that we would negotiate such a terminal, they would provide the facilities ; 
and it was as a consequence of that conversation that, under date of March 15, 
after returning to Dallas, I wrote the letter which appears in PC-421, page 1. 

Following that letter, the exchanges that resulted from that resulted in a 
contract being entered into in a relatively brief period of time, and our service 
was eventually started on June 4. 

Q. Mr. Beard, as I understand your testimony, it was not until after you had 
your discussions with the Cuban Government that you were able to obtain any 
satisfaction and cooperation at all out of Pan American for the use of the Rancho 
Boyeras Airport.—[Tr. 3368] A. That is right. 

Q. Along about that time, did you have any discussions with respect to the 
use of the airport runways and the building owned by Expreso, off of the run- 
way ?—A,. Yes; we had a number of discussions, not only with Expreso people 
but with other carriers who were interested, if it could be done, in obtaining 
entry to the Expreso property on some satisfactory terms and creating a terminal 
for the use of carriers other than the Pan American family carriers. We had 
been assured by Expreso that we could use that terminal. 

(Tr. 3369] Q. The Expresso terminal was off of the airport property itself, 
so it would be necessary for you to extend a strip or something over to it from 
the runway ; is that correct ?—A. That is correct. 

Q. Did you ever have any conversations with Pan American about the exten- 
sion of such a strip?—A. Yes; I had conversations with them and I also sent 
on the telegrams which I have referred to and which appear in public counsel’s 
exhibits. 

Q. What were you told on that point?—A. In the course of one of my con- 
versations—and I am afraid I can’t recall whether this was Mr. Dean or Mr. 
Morrison, but it was 1 of the 2 gentlemen—I was told that the construction of a 
taxi strip wouldn’t avail anything, anyway, because it was entirely possible 
that Pan American would have to dig a drainage ditch across that side of the 
field which would make the terminal inaccessible and that they were also con- 
sidering the possibility and probably would proceed with the erection of a fence 
to properly fence in the airport property which would make the use of that off- 
airport terminal unavailable. 

Q. After that you gave up any idea of trying to make use of the Expresso 
Terminal ?—A. No, sir; not until we received from Pan American Airways the 
signed contract. 

Q. So that the record may be perfectly clear on it, Mr. Beard, would you 
explain to the examiner again why you refused to make a commitment to Pan 
American to enter into an arrange [Tr. 3370] ment for group ownership in the 
management of Rancho Boyeros Airport as a condition precedent to the use of 
that airport and its facilities?—A. The primary reason was a business one. I 
wouldn’t agree to enter into any contract with anyone until I knew what the 
terms of it were. Particularly, I wouldn’t agree to enter into an unknown 
contract, the terms of which were to be dictated by a majority of operators 
when among that majority there would be 2 or 3 operators at least who belonged 
in the same group and family, the Pan American Airways group. 

Q. Mr. Beard, to your knowledge, if Pan American granted the use of the 
Rancho Boyeros Airport to other carriers, particularly foreign carriers, without 
any condition relating to the ownership similar to that requested?—A. So far 
as I know, such a condition has never been attached to their offer. I know 
specifically that I inquired of National whether such a condition had been attached 
and the answer was “No.” I inquired of Chicago & Southern, and the answer 
was “No,” and I made the same inquiry of the representative of British South 
American Airways who at that time was in Habana and who at the time we were 
being refused was being granted a contract, and he told me that no such condition 
had been any part of their discussions. 


* * * * tt * * 
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BranIrF AIRWAYS, INC., 
Dallas, Texv., August 30, 1946. 
Mr. W. L. Morrison, 
Vice President, Pan American Airways, Inc., 
iami, Fla. 

Dear Mr. Morrison: In accordance with your verbal request today, this is to 
advise that Braniff Airways, Inc., would like permission to use certain airport 
and route facilities operated by Pan American Airways for a survey flight which 
is scheduled to depart Brownsville September 1, 1946, on the following itinerary : 

Depart Brownsville, September 1; arrive Balboa, September 2; depart Balboa, 
September 5; depart Bogoté, September 8: depart Quito, September 10; depart 
Lima, September 14 (via Cochabamba, Asunci6n, and Sao Paulo) ; arrive Rio de 
Janeiro, September 16. 

The survey aircraft will be a Douglas DC-3, license No. NC59749, with the 
following crew: 

Pilot, R. V. Carleton; copilot, Gordon E. Winfield; radio operator, Herman O. 
Harrison; purser, Donald L. Mills; Sperry instrument man, H. E. Theall. 

The passengers will be Charles E. Beard, Ray C. Shrader, William R. Beattie, 
B. F. Baumgardner, Elias Gonzalez Castro, Walter V. Simonsen, and Leon M. 
Donnelly. 

Our present plans call for the return flight from Rio to make landings at 
Buenos Aires, Asuncién, La Paz, Lima, Guayaquil, Quito, Bogota, and Balboa. 
It is understood that we will keep your people currently informed of our progress 
along the route in the event of any changes in the above itinerary. It is desired 
that the services to be rendered at the airports along the route include ramp 
facilities, refueling (where available by PAA or its affiliates), and communica- 
tions, including flight guard, position reports, arrival and departure messages, 
and the use of the navigational aids along the route. In addition, we would like 
Pan American and its affiliated companies to make available for the survey flight 
the meterology facilities, including terminal weather and route forecasts. 

It would be extremely helpful to us if you could make arrangements with the 
PAA affiliated companies, Panair do Brazil and Avianca, for the use of their 
airports and route facilities as described above at the airports under their 
jurisdiction. 

In the event of any aircraft maintenance difficulties, we would appreciate 
having this service rendered to our aircraft subject to the requirements of your 
own service. The purpose of this survey flight is to determine the airport and 
route facilities which are available along the route for which Braniff has been 
certificated. It is understood that upon our return we will initiate negotiations 
with your office as to the specific services which are to be rendered Braniff 
Airways and the rates to be charged, beginning with our familiarization and 
training flights. The rates for this first survey flight will be determined in 
accordance with PAA’s schedule of charges already established for itinerant 
aircraft. 

With respect to the airports above which are under the jurisdiction fo Panagra, 
we plan to communicate direct with Panagra for permission to make use of the 
airport and route facilities similar to this request. It is understood that Braniff 
Airways will handle their own clearances into or through each country. 

Thank you very much for your consideration in this matter. 

Very truly yours, 
Cuas. E. Bearp, Vice President. 


PAN AMERICAN WORLD AIRWAYS SYSTEM, 
February 20, 1947. 
Mr. R. C. SHRADER, 
Vice President, Operations, Braniff Airways, Inc., 
Love Field, Dallas, Tez. 


Dear Mr. Suraper: Confirming my telephone conversation with you yester- 
day, and in accordance with the original understanding with Mr. Beard as out- 
lined in the last paragraph of the letter of September 2, copies of which are 
attached hereto, Braniff will be billed for the present survey flight on the basis 
of the route-cost charge. This is considered entirely equitable, as such flights 
could not be made by you if PAA facilities were not available for Braniff’s use: 
and while you are not carrying revenue passengers on this trip, it does serve as 
a means of checking out your pilot and flight personnel on the route, which is 
essential to the revenue operations. As in the case of the other scheduled opera- 
tors, a charge will be made from the date of this survey flight on the basis of 
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your regular schedules, as our stations will be alerted and ready to service 
Braniff’s regular flights from this date forward. 

Regarding the services checked on the schedule I which you returned with 
your letter of February 17, I believe the intent of my letter of January 20 has 
been misconstrued. As in the case of other scheduled operators, part A is offered 
as a whole, or arrangements are made for other facilities, because the services 
outlined are so interrelated and the costs so intermingled that no equitable 
segregation can be made. As an example, you have indicated as desired item 
2 (e), covering use of battery, CO., and emergency equipment, but do not desire 
item 2 (f), physical dispatch from the ramp. However, in actual practice this 
is done in one operation, and the two phases do not require any more men conr- 
bined then separately. The same is true of the visual check, which is combined 
with the cleaning of the aircraft. 

In the case of part B, the use of point-to-point communications is optional. 
The intent of the letter of January 20 was for you to delineate at what points, 
other than Habana, Braniff desires part A or B or both. When this informu- 
tion is received, which should be based on the CAA airport and route require- 
ments, together with the schedule frequency, the rate for the route facilities 
can be computed. 

Very truly yours, 
W. L. Morrison, Vice President. 


BRANIFF INTERNATIONAL AIRWAYS, 
Dallas, Tezv., June 30, 1947. 
Mr. Wirsur L. Morrison, 
Vice President, Latin American Division, 
Pan American Airways System, Miami, Fla. 

DEAR Mr. Morrison : We have had some tentative discussions and correspond- 
ence relative to entering into an agreement with you for servicing our schedules 
through Habana, Cuba. At our last conversation, you indicated that we would 
probably be offered an agreement similar to that entered into with Chicago and 
Southern and National airlines. 

In the outline which you sent us, you divided the various services and facili- 
ties into nine major sections. I would like to take them up one by one and let 
you know our thinking with regard to each of them, so you will be in a better 
position to make us a proposal preparatory to drawing up a regular agreement. 

In the first place, we will probably begin our operation with two round trips 
per week from Houston through Habana to Panama and points beyond. We 
may even operate three round trips per week, but this matter has not yet been 
definitely decided. The airplane will probably go through Habana southbound 
one day and return northbound sometime the next day. Our tentative thinking 
is that the southbound flight from Houston through Habana will probably go 
through Habana sometime late in the afternoon, around 5:30 or 6 p. m., and 
return through Habana early in the forenoon of the second day. In other 
words, if the southbound flight went through Habana about 6 p. m. on Monday, it 
would return northbound through Habana about 9 a. m. on Wednesday. Fol- 
lowing this schedule the next southbound departure would be through Habana 
on 6 p. m. on Thursday, with the return flight northbound about 9 a. m. Saturday. 

Under section 1 of the proposal you sent us, covering building and office space, 
we would want provisions for all five of the paragraphs mentioned. 

Under Section 2: Ground Facilities, we would handle the four items approxi- 
mately the same as your proposal, of the same as Chicago & Southern had 
in its original letter of agreement. 

Under Section 3: Maintenance Requirements, we would need any maintenance 
inspection of the aircraft, but we would want the items on window cleaning, 
eabin cleaning, and other passenger service, as well as ramp service—such as 
safety locks, fire extinguisher, etc. We would also want to be able to secure 
emergency maintenance service under conditions where major maintenance 
repairs are necessary. 

Under Section 4: Communications Requirements, we would need the radio 
navigational aids required by CAA specifications, but probably would not include 
Camaguay. We would also need air-ground communications, as well as point- 
to-point communications at Habana. Our Balboa-Habana communications will 
probably have to be relayed through the CAA station at New Orleans. 

Under Section 5: Operating Requirements, we will need paragraph 1 on weather 
teletype and map facilities. We do not expect to need paragraph 2, covering 
facilities at Camaguay. We assume we will take care of paragraph 3 the same 
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as Chicago & Southern, by furnishing our own personnel for passenger and 
express clearance. 

The balance of the sections 6, 7, 8, and 9, cover the amount of charges and 
methods of payment, insurance, and certain general provisions. We assume 
you will want to make the proposal on these without any suggestions on our 
part. We will await your reply and let it dictate what suggestions we might 
want to make in connection with these particular sections. 

The CAB is rather anxious for us to submit an outline of estimated operating 
costs, and we would appreciate a reply as promptly as you can find it convenient 
to make one, so we can complete our total estimate of operating costs as quickly 
as possible. We cannot give you an estimated starting date of our operations 
at this time, because we intend to use DC-6’s on this operation, and the start will 
depend on the delivery of new aircraft from the Douglas factory. This aircraft 
has been promised for September and another one in October. We will, however, 
be able to give you at least 30 to 45 days’ advance notice before these services 
and facilities will be needed for our operations. 

Very truly yours, 
R. C. SuHraver, Vice President, Operations. 


PAN AMERICAN WoRLD AIRWAYS SYSTEM, 
July 16, 1947. 
Mr. R. C, SHRADER, 
Vice President, Operations Braniff International Airways, 
Love Field, Dallas, Tez. 


Dear Mr. SHrapveER: This will refer to your letter of June 30 and telephone 
conversation of July 11 with Messrs. Toomey and Raven, requesting information 
relative to the services and rates to be charged Braniff at Rancho Boyeros, similar 
to the existing contract with Chicago and Southern at this location. 

Since Braniff contemplates 2 DC-6 round trips through Habana to Panama and 
beyond, the rate per landing is $125 for the airport operations services listed in 
the attached draft of the contract, under part A, items 1 through 5, and $32 per 
landing for communications services listed under part B, item 1, or a total land- 
ing rate of $157 based on a minimum of 4 scheduled DC-6 landings weekly. 
The rate provides for an all inclusive service as the duties of the personnel, par- 
ticularly in the airport-operations category, are so completely intermingled that 
any segregation of the cost is impractical. The minimum rate becomes effective 
the date of the first surveyor proving flight until a few days prior to the inaugura- 
tion of regularly scheduled service. This policy is based on the principle that 
each carrier would incur the cost of this standby expense during the interim 
period in advance of scheduled operations were it necessary for them to provide 
their own personnel and facilities and it is only logical that Pan American 
should not be required to bear this standby cost merely because the facilities are 
operated by our company. 

With the addition of the weekly DC-4 cargo operation through Habana, the 
DC-6 rate per landing would be $125 for airport operations and $32 for com- 
munications services, and the DC-4 rate per landing would be $109 for airport 
operations and $32 for communications services, based on a minimum of 4 
DC-6 and 2 DC-4 landings weekly at Rancho Boyeros. With regard to the 
navigational facilities operated by our company between Habana and Panama. 
I presume that Braniff will require approximately the same aids as those which 
are used by Peruvian Airways as well as Pan American along this route which 
includes the following aerophare stations: Kingston, Puerto Limon, San Blas, 
Rey Island, Rio Hato. 

The cost to Braniff for the use of the foregoing navigational aids will be at 
the rate of $33 per flight based on a minimum of 4 DC-6 flights weekly and $30 
based on a minimum of 4 DC-6 and 2 DC-4 cargo flights weekly. The minimum 
rate feature is also applicable to the navigational facilities effective with the 
first survey or proving flight. 

With regard to the space in the terminal building at Rancho Boyeros, Braniff 
will be furnished with an area approximately 15 by 20 feet, at the rate of 
$1.50 per square foot per annum, similar to the space provided for the other 
scheduled operators. 

It is our policy to pass on to the scheduled operators any benefits through 
additional participants under the formula for sharing the operating expense. 
This formula incidentally follows the principles established in the McGoldrick 
report and the Arinc formula recently proposed by that organization for com- 
munications services, 
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Attached is a draft of the Pan American standard form of contract for the use 
of its ground services and facilities by other scheduled operators. 


Very truly yours, 
W. L. Morrison, 


Vice President, Latin American Division. 
Enclosure. 


BRANIFF AIRWAYS, INC., 
Dallas, Tezv., September 24, 1947. 
Mr. W. L. Morrison, 
Vice President, Latin American Division, Pan American World Airways 
System, Post Office Bow 3311, Miami, Fla. 

DEAR Mr. Morrison: With reference to our correspondence relative to your 
company’s furnishing us with certain airport and communication services on 
our Houston-Habana-Balboa-Lima route, it now appears definite that we will 
operate 2 DC-4 round trips, landing at Habana, and 1 DC—6 round trip, nonstop 
from Houston to Balboa and beyond, weekly. With his plan in mind, we have 
rewritten the contracts which accompanied your letters of July 16 and September 
9, and enclose two signed copies with the suggestion that you sign one of these 
and return it to us. 

The only changes in the contract submitted by your office consist of a revision 
of the second recital of the introduction describing the schedules which Braniff 
proposes to operate, and a revision of paragraph 3 of the contract which sets 
forth the charges which this company will pay for the services and facilities 
set forth in the attached schedules. 

It has been decided that we will not require the services of your company at 
Balboa. Accordingly, the schedule of services to be performed at Balboa has 
been omitted and the charges have been calculated on the figures contained in 
your letter of September 9 covering DC-—4 operations through Habana, using 
your quotation of $113 per landing at Rancho Boyeros plus communications 
facilities, as set forth in part (b) at $27, and navigational aids at intermediate 
stations at $34, or a total of $348 per round trip for a DC-4. This is the figure 
which has been used in the revised contract. 

We also expect to operate a DC-6 nonstop flight from Houston to Balboa and 
beyond, but, as indicated above, we will not require airport services from your 
company at Balboa. We do wish to avail ourselves of the use of the naviga- 
tional aids at Puerto Limon, Rey Island, and Rio Hato for this nonstop flight. 
Your letter quotes a figure of $10 per trip for use of these navigational aids and 
we have accordingly set up a charge of $20 round trip for the Houston-Balboa 
and beyond nonstop service covering the use of these aerophares. 

We also wish to call your attention to a minor change in wording in item 3 of 
part (c) of schedule 1 and to 2 additional items which have been added to 
schedule VI, Rio Hato. We trust that these changes will be acceptable. 

You will also note that we have added the following language to item 1 of part 
B of schedule I: “and subject to Braniff obtaining consent of the Cuban Govern- 
ment, traffic messages.” We understand that this provision is contained in the 
standard form agreements of other operators with whom you have contracted, 
and we presume that you will have no objection to including this service in our 
agreement. 

Although paragraph 8 of the contract provides that “This agreement shall 
become effective immediately. * * *”’, your letter of July 16 states that “The 
minimum rate becomes effective the date of the first survey or proving 
flight * * *.” It is possible that the Houston-Balboa and beyond nonstop service 
and the Houston-Habana-Balboa-Lima flights will not be inaugurated simulta- 
neously. We presume that a minimum rate based on two Houston-Habana- 
Balboa-Lima round trips weekly will begin as of the date of the first survey or 
proving flight over that route and that the minimum rate for the use of the 
aerophares on the Houston-Balboa and beyond nonstop service will become 
effective as of the date of the first survey or proving flight over that route. Thus 
the inauguration of one route will not cause any charges to become payable over 
the other route. 

Very truly yours, 
R. C. SHRADER, 
Vice President, Operations. 
77632—57T—»pt. 1, vol. 4———-44 





2968 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


BRANIFF INTERNATIONAL AIRWAYS, 
Lowe Field, Dallas, Tex., October 8, 1947. 
Mr. W. L. Morrison, 
Vice President, Latin American Division, 
Pan American World Airways System, 
Post Office Box 3311, Miami, Fla. 


Dear Mr. Morrison: I am returning herewith all copies of the contract be- 
tween Pan American Airways and Braniff Airways which you forwarded with 
your letter of October 6. These have been duly executed on behalf of Braniff 
Airways. 

We will appreciate your returning to us our fully executed copy of the agree- 
ment as soon as possible since it is necessary that we use this as supporting data 
on our CAA route application. 

I wish to call your attention to an apparent typographical error which appears 
in the sixth line from the bottom of paragraph 3, the word “and” should read 
“an.” You will probably wish to correct this. 

Very truly yours, 
R. C. SHRADER, Vice President, Operations. 


PAN AMERICAN WorRLD AIRWAYS SYSTEM, 
October 8, 1947. 
Mr. R. C. SHRADER, 
Vice President, Operations, Braniff International Airways, 
Love Field, Dallas, Tez. 


Dear Mr. SHRaApveER: In retyping the route facilities contract to eliminate 
services at Balboa, I believe you inadvertently omitted the clause calling for a 
review of the charges every 6 months or sooner if desired by either party, which 
is obviously a protection to Braniff as well as Pan American. 

I also regret to advise that the service you requested at Rio Hato above the 
use of the aerophare cannot be given as this field is operated by the Army and 
Pan American has no facilities other than the aerophare. Therefore, any 
arrangements for other services will have to be made direct with the Army. 

The contract has also been revised to include a clause to cover the minimum 
charges on each route to commence with the inception of the first survey or 
proving flight. 

If you concur with the foregoing changes, please execute all 4 copies to this 
office. After execution on behalf of Pan American we will return a copy for your 
files and the balance of the copies will be used for filing with the CAB. 

Very truly yours, 
W. L. Morrison, Vice President. 


R. C. SHRADER, 
Braniff International Airways, Dallas, Tea.: 


In reply your telegram wish advise that none of facilities services requested 
by you fall within qualifications our telegram October 10. However, willing pro- 
vide nonexclusive landing rights at Rancho Boyeros and use of control tower 
but not terminal services. Please advise whether you desire us forward contract 
covering above only. 

PAN AMERICAN AIRWAYS, 
W. L. Morrison, 


Miami, Fla. 
OcTOBER 15, 1947. 


OcTOBER 10, 1947. 
Mr. R. C. SHRADER, 


Braniff Airways, Inc., Dallas, Tez.: 


After careful review have concluded there would be no justification in our 
providing your company with extensive services for your proposed Houston- 
Balboa service made possible by heavy investment of our stockholders’ funds in 
this airway. Competition between our companies cannot be expected to be on 
a basis whereby we have all the burdens and risks arising from the investment 
of capital in ground facilities abroad and you have none. The foregoing is, 
of course, subject to the qualification that in the case of any of our stations at 
which substantial improvements have been made with public funds, we will 
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fully perform our obligation to make facilities available to your company on 
same equitable cost-sharing basis as has been done for other air carriers. 
PaN AMERICAN AIRWAYS, 
Witsur L. Morrison, 
Vice President. 


OctToser 10, 1947. 
Mr. W. L. Morrison, 
Vice President, Pan American World Airways, Miami, Fla.: 

Your telegram concerning your unwillingness to furnish certain facilities as 
contemplated received. Please advise us by telegram if the facilities which you 
propose to provide under the terms of your telegram include landing rights at 
Rancho Boyeros, control tower and terminal services, and, in addition, what 
other facilities will you furnish under your telegram. Also, please forward 
for our consideration agreement covering facilities you will provide. 

BRANIFF AIRWAYS, INC., 
SHRADER, 
Vice President, Operations. 


SEPTEMBER 2, 1946. 


Mr. Cuas. E. BEarp, 
Vice President, Braniff Airways, Inc., 
Love Field, Dallas, Tez. 

DEAR Mr. BEarD: This will acknowledge receipt of your letter of August 30 
requesting certain airport and route facilities operated by Pan American Air- 
ways and its affiliated companies for a survey flight which is scheduled to depart 
Brownsville September 1 en route Rio de Janeiro, via Balboa, Bogota, Quito, 
and Lima. This is to advise that Pan American Airways will agree to furnish 
the necessary airport facilities over your certificated route at those stations 
operated by Pan American. With respect to the affiliated companies, I will 
endeavor to immediately communicate with them with respect to taking the air- 
port facilities under their jurisdiction available for this first survey flight, and 
will advise you of their decision. 

The services to be rendered at the airports operated by Pan American Airways 
or its affiliates, Avianca and Panair do Brazil, subject to approval in the case 
of the latter two companies, will include ramp facilities, refueling (where 
available by PAA or its affiliates), communications (including flight guard, 
position reports, arrival and departure messages, and the use of the navigational 
aids along the route) and meteorology facilities, including terminal weather 
and route forecasts. 

The only airports in the above itinerary where the facilities are actually 
available by PAA are Brownsville and Balboa, as the balance are under the 
jurisdiction of the affiliated companies. With respect to the airports operated 
by Panagra, it is suggested that you address a letter directly to that company, 
in care of their New York office, which I will agree to transmit directly to them 
for their decision, in order to expedite the matter. 

It is understood that, upon your return from this first survey flight you will 
initiate negotiations with this office as to the specific ground services which are 
to be rendered Braniff Airways at the airports operated by Pan American, and 
the rates to be charged, beginning with Braniff’s first familiarization and train- 
ing flight. The rates for this first survey flight will be determined in accordance 
with PAA’s scheduled charges established for itinerant aircraft at those points 
which are controlled by Pan American. 


Very truly yours, 
PAN AMERICAN AIRWAYS, INC., 


W. L. Morrison, 
Vice President, Latin American Division. 


PAN AMERICAN WORLD AIRWAYS SYSTEM, 
January 20, 1947. 


Mr. R. C. SHRADER, 
Vice President, Operations, Braniff Airways, 
Love Field, Dallas, Tez. 

Dear Mr. SHRADER: Further negotiations upon the charges to be made to 
your company for the use of the facilities PAA has available on Braniff’s route 
to South America were withheld awaiting a detailed list of the services required. 
To facilitate the preparation of this information a list of the services available 
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at Rancho Boyeros, Habana, is enclosed, and I would appreciate your indicating 
the services outlined at this point which Braniff desires PAA to furnish at the 
other PAA airports on your route. 

The terms of the proposed agreement will be essentially the same as that 
with National and Chicago and Southern, but the text will be altered in conform- 
ance with a formal legal contract which will replace the present letter form 
of agreement. 

Upon receipt of the requested information, a computation of the charges can 
be made, and they will be forwarded as soon as possible. 

Very truly yours, 
Pan AMERICAN AIRWAYS, INC., 
W. L. Morrison, 
Vice President, Latin American Division, 


BrRanirr AIrRwAys, INC., 
Dallas, Tex., February 12, 1947. 
PAN AMERICAN AIRWAYS, 
Post Ofice Bow 3311, Miami, Fla. 
(Attention Mr. W. L. Morrison, Vice President.) 

GENTLEMEN: Mr. Shrader advises me that the matter of an agreement between 
us, relating to the use of certain of your services in connection with our proposed 
operation to Cuba and South America, is in the process of negotiation. 

In the meantime Mr. Braniff is making a flight over the routes and under 
the proposed itinerary plans to leave Balboa at 9 a. m. on Monday, March 3, 
arriving Habana at 1:35 p. m. the same day and departing Habana at 9 a. m. 
Wednesday, March 5. 

The flight is being made in a DC-4 airplane, No. NC-88818. The persons on 
board are company employees, directors, and guests. It is expected that among 
the guests will be included representatives of the State and Post Office Depart- 
ments. The flight is entirely nonrevenue. 

We would like to arrange to use Rancho Boyeros Field, together with radio 
facilities, including radio flight watch and meteorological service at your regu- 
lar rates applicable to itinerant operations. 

Yours very truly, 
BRANIFF Atrways, INc., 
By Cuas. E. BEARD, 
Evecutive Vice President. 


BranirF AtRWAys, INC., 
Dallas 9, Texv., February 17, 1947. 
Mr. W. L. Morrison, 
Vice President, Latin American Division, 
Pan American Airways System, Miami, Fla. 

Dear Mr. Morrison: We have gone over the list of operations services 
and facilities for the Habana Airport, which was enclosed with your letter of 
January 20, very carefully. I am returning the list, with check marks opposite 
the services we will require for a through-flight schedule which will probably 
remain a maximum of 1 hour on the ground. 

You will note that I have placed question marks opposite the airport lighting 
system, personnel for refueling, and porter and janitor services. Whether or not 
we will need the airport lighting system will depend upon the time of day our 
schedules operate, and this has not yet been determined. Of course, if we have 
night schedules, we will need the use of the lighting system, We are not thor- 
oughly familiar with the rules and regulations governing refueling. If your 
company requires that you handle all refueling for all airlines, then, of course, 
we will require these facilities and personnel. But if each airline is going to be 
permitted to handle its own refueling and oil company refueling trucks are per- 
mitted on the field, then we might wish to make arrangements with Intava, or 
some other company, which will furnish the trucks and personnel. 

At most airport terminals where we rent ticket and station office space, the 
rental charges include the janitor service. We are unable to tell from your list 
whether you are referring to porter services for handling baggage and express, 
and possibly mail, or whether you are referring to porter and janitor service to 
maintain the teminal building in proper condition. We believe the rental charge 
on any space in the building which is used exclusively by us should include the 
cost cf janitor service to keep the premises clean. 
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I will be in Miami this week for the ARINC meeting and would like an oppor- 
tunity to discuss this matter with you further at that time. 


Very truly yours, 
R. C. Suraver, Vice President, Operations. 


Branirr Arrways, INC., 
Dallas 9, Tew., February 24, 1947. 
PAN AMERICAN AIRWAYS, 
Post Office Bow 3311, "Miami $1, Fla. 


(Attention: Mr. W. L. Morrison, Vice President.) 


GENTLEMEN : We have your letter of February 21. The flight which Mr. Braniff 
is making over our certificated routes has been delayed, and the present itinerary 
calls for arrival in Habana on March 6. With respect to the rate to be charged, 
the flight being made by Mr. Braniff does not fall within the category of our 
“first familiarization and training flight,” as set forth in your letter of September 
2, 1946. Accordingly the basis of your charge should be your rates applicable to 
itinerant operations, and we cannot agree to assume and pay from the date of 
this flight whatever charges are later determined upon to be applicable to our 
regular scheduled operation. 

Yours very truly, 
Cuas. EB. BEArp, 
Evecutive Vice President. 


Pan AMERICAN Wortp Arrways System, 
February 21, 1947. 
Mr, CHARLES E. BEARD, 
Braniff Airways, Love Field, 
Dallas, Tez. 

DeaR Mr. Bearp: In regard to the return leg of Braniff’s survey flight, 
which, according to your letter of February 12, is scheduled to reach Habana on 
Monday, March 3, PAA will notify the appropriate personnel to render full service 
to this plane. 

However, as outlined in a letter to Mr. Shrader on February 20, in accordance 
with my letter to you of September 2, 1946, this flight will be charged on the 
route-cost basis, as soon as the necessary information as to the facilities desired 
and scheduled frequency is received. 

In accordance with our established policy with all other scheduled operators, a 
charge will be made from the date of this flight on the basis of your regular 
schedules. 


Very truly yours, 
W. L. Morrtson, 


Vice President, Latin American Division. 


PAN AMERICAN WorLp AIRWAYS SYSTEM, 
September 9, 1947. 
Mr. R. C. SHRADER, 
Vice President, Operations, Braniff International Airways, 
Love Field, Dallas, Tez. 


Deak Sir: As requested the rates for your schedules through Habana and 
Panama on the basis of 2 DC—4’s weekly and 1 direct Houston-Balboa DC-6 
have been recomputed. On this basis the cost for the airport uperations services 
listed in part A of the schedules at Rancho Boyeros for the DC—4 flights is $113 
per landing and for similar service at Balboa, $143. The communications facili- 
ties as listed in part B of the schedules will be furnished for $27 per flight with 
navigational aids at Kingston, Puerto Limon, San Blas, Rey Island, and Rio 
Hato at $34. Thus for complete service Houston-Habana-Balboa the round 
trip cost would be $634, including 2 landings at each location. 

On the DC-6 Houston-Balboa direct flight the landing at Balboa will be 
serviced for $201 each with navigational aids at Puerto Limon, Rey Island, and 
Rio Hato for $10. Round trip costs are therefor $422 each. Charges made by 
the United States Army at Balboa are not included in these rates and it will be 
necessary for Braniff to make their own arrangements, Similarly if navigational 
aids emergency standby of other service is desired from the stations in Mexico, 
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separate arrangements should be made with Mr. E. R. Silliman, general manager, 
Compania Mexicana de Aviacion, 8. A. at Mexico City. 
Attached is a draft of our standard form of contract. 


Very truly yours, 
W. L. Morrison, 
Vice President, Latin American Division. 


BRANIFF INTERNATIONAL AIRWAYS, 
Dallas, Tex., September 4, 1947. 
PaN AMERICAN AIRWAYS SYSTEM, 
General Offices, Latin American Division, 
P. O. Bow 3311, Miami, Fla. 


(Attention: Mr. W. L. Morrison, vice president.) 


Dear Mr. Morrison: As discussed with your Mr. Hooper over long-distance 
telephone yesterday, it will be impossible to operate DC-6 aircraft into your 
airport at Habana, and, therefore, we plan on inaugurating nonstop service 
between Houston and Balboa, C. Z., with DC-6 aircraft. A direct airway between 
these two points will pass very close to Merida, Mexico, and then on down along 
the east coast of Central America. 

When you quote us cost figures on the operation of two DC-4 schedules weekly 
through Habana in each direction with airway facilities being made available 
between Habana and Balboa will you please quote us figures on making the 
necessary weather reports and navigational facilities available to us adjacent 
to the direct airway between Houston and Balboa for one round trip weekly with 
DC-6 aircraft. We understand the facilities at Merida, Mexico, will have to be 
arranged for through Aeronautical Radio de Mexico, S. A., of Mexico City. We 
understand there are adequate facilities at Chetumal in the southeastern part 
of the Yucatan Peninsula, but we do not know whether or not there are other 
facilities which we could use in addition to the ones further down along the 
Central American coast, which are included in the services to be furnished our 
DC+4 schedules operating between Habana and Balboa. 

Will you please advise in your letter to me covering the cost of 2 DC-4 round 
trips through Habana, with cost figures to cover 1 round trip with a DC-6 direct 
between Houston and Balboa. We would appreciate receiving as prompt an 
answer as you can conveniently arrange to give us on these matters. 

Cordially yours, 
R. C. SHRADER, 
Vice President, Operations. 


OcToBER 7, 1947. 
Wiisur Morrison, 
Vice President, Pan American Airways, 
Miami, Fla.: 


Please advise collect when Habana services contract can be expected. 
BRANIFF AIRWAYS, 
SHRADER. 


Fesruary 10, 1948. 
BRANIFF AIRWAYS: 

Copy Morrison MLT reference our conversation concerning Havana Airport 
our general policy remains as stated, Vice President Morrison’s telegram, Octo- 
ber 10, 1947, to Vice President Shrader of your company. However, as I in- 
formed you, Ted Baker, National Airlines, is proposing organize terminal com- 
pany to take over our investment at Rancho Boyeros Airport, Havana, and we of 
course have no objection to Braniff participating in such a company for foregoing 
reasons as well as space limitations impossible to make counter service in 
terminal or ramp service available at this time. Morrison sending inspector to 
Love Field to examine two DC/4’s which we discussed. Please advise me best 
price these planes without engines. 

PAN AMERICAN ATRWAYS, 
Howarp B. DEAN, 
New York, 

[Pencil notation in foreign language at top of page illegible.] 

[Following notation was written in ink :] 


This in reply to a conference between CEB and Dean in Dean’s office— 
N. Y. C.—2/6/48. 
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New York, N. Y., February 3, 1948. 
Mr. CHARLES E. BEAR», 


Braniff Airways, 
Care of Carlton Hotel, 
Washington, D. C. 

Dear Mr. Bearp: I have just received your telegram suggesting we meet in 
New York this Friday at a mutually convenient time. 

Unfortunately, I do not expect to be in New York that day. Our vice presi- 
dent, Howard B. Dean, expects to be here, and I know would be glad to see 
you. 

If you are going to be in New York in any event that day and do want to 
see him, won’t you call him up and fix a mutually convenient time. 

Sincerely, 
JUAN TRIPPE. 


Fesruary 3, 1948. 

JUAN TRIPPE, 

President, Pan American Airways, 
Chrysler Building, New York, N. Y. 
Would like to see you at your convenience Friday, February 6. Advise care, 

Carlton Hotel. 
Cuas. E. Bearp, 
BRANIFF AIRWAYS. 


Hasana, Cusa, February 26, 1948. 
CoMPANIA CUBANA DE AVIACION, 
Prado 252, Habana, Cuba. 
(Attention: Mr. Warren Pine.) 


GENTLEMEN: Braniff Airways, Inc. holds from the Government of Cuba a 
permit and from the Civil Aeronautics Board of the United States of America 
a certificate of convenience and necessity both of which authorize Braniff to 
conduct scheduled air-transport services for mail, passenger, and property 
(cargo) between Houston, Tex., U. 8S. A.; Habana, Cuba; Panama; and various 
places in South America. 

To enable it to comply with its permit and certificate, Braniff Airways here- 
with applies to Compania Cubana de Aviacion for a contract under which 
Cubana will provide to Braniff Airways the services Cubana has available and 
is presently furnishing to numerous other air carriers and airlines at Rancho 
Boyeros Airport, Habana, Cuba. 

Among the services required by Braniff (but not to the exclusion of any 
service necessary to the conduct of the operation which may not be specifically 
set forth herein) are: 

(a) the right to land and take off its aircraft at Rancho Boyeros Airport; 
necessary to conduct the operation, including necessary ticket counter 
space ; 

(c) ramp services, including the handling of baggage and cargo; the 
loading and unloading of its aircraft ; servicing of its aircraft with Braniff’s 
gasoline and oil; 

(d) necessary mechanical service on a when, as and if requested basis; 

(e) full access to and service of customs, emigration, quarantine, public 
health and other governmental services necessary to the handling of inter- 
national mail, passengers and cargo; 

(f) air-ground communications and radio plane guard until such time as 
Radio Aeronautica (Racsa) is in operation and can provide such services ; 

(g) such other services as Cubana is furnishing by contract or otherwise 
to other airlines and air carriers as are necessary and agreed to by both 
companies. 

Braniff is willing to pay for such services at a rate or rates commensurate with 
the value of the services rendered and as closely identical as possible to, but not 
to exceed, the rate or rates paid for the same or similar services by National 
Airlines, Chicago & Southern Airlines and any other United States-flag air 
carriers to whom Cubana is providing such services. 

Inasmuch as it is the writer’s intention to remain in Habana only until 
Saturday of this week, Braniff would appreciate very much your promptly 
advising him of your willingness to enter into the contract applied for and to 
furnish the services required. The negotiation of the contract can then be 
conducted immediately thereafter. In such negotiations Braniff will be repre- 
sented legally by Dr. Luis Machado. Braniff will also send a representative 
of its executive staff to participate in the negotiations. 
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The writer may be reached in Habana at the Sevilla-Biltmore Hotel or care of 
Dr. Luis Machado, San Ignacio 303. 
Yours very truly, 
Branirr Arrways, INc., 
By Cuas. E. Bearp, 
Ewecutive Vice President. 


Marca 9, 1948. 
CHARLES BE. BEARD, 
Eawecutive Vice President Braniff Airways, Inc., 
Love Field, Dallas, Tea.: , 

As we have previously advised you we are anxious to liquidate our investment 
in Ranchos Boyeros and believe that a joint terminal company is the only way 
of accomplishing this which would be fair to all concerned. You have indicated 
that you agree with this and accordingly if you will now give us your assurance 
that you will join such a terminal company on terms satisfactory to a majority 
of the other users we have no objection to furnishing you service for an interim 
period of 6 months on the same basis as we serve others. If you concur please 
let me know and I will immediately advise Morrison with whom you can make 
the detailed arrangements. 

Pan AMERICAN AIRWAYS, 
Howarp B. DEAN, 
Vice President. 


CoMPANIA CUBANA DE AVIACION, 
March 9, 1948. 
Mr. CHARLES BE. BEARD, 
Executive Vice President, 
Braniff Airways, Inc., 
Dallas, Tea. 
Dear Srr: This will acknowledge receipt of your letter of February 26, 1948. 
We are pleased to advise you that we have referred the matter to Pan American 
Airways, Inc., who is the party with whom the contract of the nature you con- 
template, must be discussed. 
Sincerely yours, 
Warren A. PINE, Jr., 
Vice President and General Manager. 


Note: Original of this letter handed to Dr. Nunez Mesa by me today. 
I...L 


BRANIFF AIRWAYS, INC., 
Dallas, Tex., March 15, 1948. 
Mr. Howarp Dean, 
Vice President, Pan American Airways, Inc., 
New York, N. Y. 

Dear Howarp: In response to your telegram of March 9 and confirming our 
conversation of March 12 your telegram requests that we give you assurance that 
we “will join such a terminal company on terms satisfactory to a majority of 
the other users.” As I explained to you, we cannot give you an asurance on 
those terms because we cannot make such a commitment when neither the ex- 
tent of the commitment nor the makeup of the group which would enter into the 
terminal corporation are known. We can assure you, however, that we have 
a genuine interest in the creation of a terminal corporation to take over and 
operate Ranchos Boyeros Airport on a basis satisfactory to all of the participants 
and we are willing to sit down with you, or any other representative of Pan 
American Airways, and others interested in the creation of such a corporation 
and objectively strive to work out a satisfactory solution. 

I understand from our conversation that this statement of our position to you 
in writing will meet your requirements and that you will promptly advise Mr. 
Morrison to proceed with the negotiation of an agreement under which you will 
provide service to us at Ranchos Boyeros as outlined in your telegram. I would 
appreciate your advising me by telegram if we should now contact Mr. Morrison 
direct or if he will contact us. In order that our plans may proceed without 
further delay we would like to have the contract completed this week. 

Cordially, 
CnHas. B. Bearp, 
Executive Vice President. 
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BRANIFF Arrways, INc., 
Dallas, Tew., March 17, 1948. 
Mr. W. L. Morrison, 
Vice President, Pan American Airways, 
Miami, Fla. 


Dear Mr. Morrison: We have today received a telegram from your vice presi- 
dent, Howard B. Dean, indicating that your company is now ready to enter into 
a contract with Braniff Airways whereby you will furnish us with needed services 
and facilities for our operations through Rancho Boyeros Airport in Habana. 
This telegram, as you probably know, states that we are to contact you relative 
to further negotiations. 

Last Ocober we returned to you executed copies of the contract form which you 
sent to us. We did not make a copy of this contract for our files, as we naturally 
anticipated that you would execute the contract and return a signed copy to us 
within a few days. Are any further negotiations necessary, or would it be 
satisfactory for you to sign the copies of the contract which we executed and 
which you no doubt still have in your files. 

For your further information, our plans call for three round trips weekly 
through Habana in each direction. Our tentative schedule calls for the 3 south- 
bound flights to arrive and depart Habana between the hours of 7 and 9 p. m. on 
8 days each week and for the northbound flights to arrive and depart Habana 
between 7 and 9 a. m. on 3 days each week; 2 of these round-trip schedules will 
be operated with DC-6 equipment and one 1 round-trip with DC—4 equipment. 
The DC-6 flights will be, for the most part, passenger flights, with a normal 
amount of air express and airmail; but the DC-4 flights will be a combination 
cargo-passenger service, with as much of the cabin utilized for airfreight as is 
necessary. We plan to inaugurate operations about June 1, if possible. 

I plan to call you long-distance Thursday afternoon, March 18, after your 
return from New York; so I can give you any further information you might need 
for the rewriting of a new contract if you decide that the agreement previously 
executed is not entirely satisfactory. 

Sincerely yours, 
R. C. SHRADER, 
Vice President, Operations. 


Marc# 17, 1948. 
CHARLEs BH. BEARD, 
Erecutive Vice President, Braniff: 

Based upon the assurances contained in your letter dated March 15, we have 
authorized Morrison to negotiate with you for services at Rancho Boyeros. 
Morrison now in New York, returning Miami Thursday. Suggest you contact 
him there. 

PAN AMERICAN AIRWAYS, 
Howarp B. DEAN, 
Vice President, New York City. 


MArcH 26, 1948. 
R, C. SHRADER, 
Vice President Operations, 
International Braniff Airways, Dallas, Tez.: 
Expect to airmail contract, covering use of Cuban facilities, Monday. 
PAN AMERICAN AIRWAYS, 
RAVEN, 
For W. L. Morrison, 
Vice President, Miami. 


SUBCOMMITTEE INSERT Q 


EXCERPTS FROM THE Sworn TESTIMONY OF THOMAS E. BRANIFF IN THE NORTH 
ATLANTIC Route TRANSFER Case, CAB Docker No. 3589, et AL. 


(Tr. 3484] By Mr. Hiensaw: 

Q. Will you state your full name for the record?—A. Thomas BE. Braniff. 

Q. Will you state for the record the position which you hold?—A. I am presi- 
dent of Braniff Airways, Inc. 
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Q. How long have you held that position, Mr. Braniff?—A. Since the company 
was first organized, in 1930. 

Q. Are you the largest stockholder in Braniff Airways?—A. Yes, sir. 

Q. Mr. Braniff, did you, in 1944, organize a Mexican corporation to conduct 
air services in Mexico, known as Aerovias Braniff?—A. Yes, sir. 

Q. Were you invited to organize a company to operate such services by the 
then Minister of Communications of Mexico, Mr. Maximino Comacho?—A, 
Yes, sir. 

Q. Would you state to the examiner, Mr. Braniff, the circumstances under 
which that invitation was extended, and the general substance of it?—A. 
Well, we had an interest in the Mexican aviation situation ever since my first 
trip down to Mexico in 1936, and had had more or less business with the officials 
of the departments of Government there during the period up to 1948 and 1944. 

I got an invitation to call on the then Minister of Communications, Mr. 
Maximino Comacho, and I did call on him and he said in substance that he was 
anxious to have some airline, that had the experience and the means, to come 
into Mexico and provide a competitive service with what he described as being 
a monopoly that then existed there, which was in the hands of CMA—Cia. 
Mexicana de Aviacion, I think it was. 

He asked me whether I was willing to undertake such an operation and I 
told him that I was, provided I could get the routes that I felt would be necessary 
in order to carry on a successful operation. And he asked me to designate the 
routes that I wanted, and I came back in a few days and presented him with 
that information, and he instructed his subordinates to see that I was provided 
with permits to operate those routes. 

Is there anything more that you wanted on that subject? 

Q. I believe that covers that particular aspect of it, Mr. Braniff. You did 
obtain, then, late in 1943 or early 1944, from the Mexican Government, licenses 
to conduct various transport operations through Aerovias Braniff?—A. Yes, 
sir. 

Q. Would you outline briefly to the examiner just the scope of those licenses 
and operations?—A. Well, the principal routes were from Mexico City to Merida, 
Yucatan, by way of Pueblo and Veracruz, from Mexico City to Nuevo Laredo, 
by way of Victoria, from Mexico City to Los Angeles by way of Monterey and 
Chihuahaa and Mexicali. 

(Tr. 3486] Q. Following the issuance of those licenses, you set about organ- 
izing your company preparatory to beginning operations?—-A. That is correct. 

Q. Would you explain to the examiner just what was done in that respect; 
for example, did you set up an academy to train radio operators and other 
ground personnel?—A. Well, I had agreed with the Minister of Communications 
that I would conduct an operation in Mexico that would be similar to the 
operation we were conducting in the United States—that is, similar in the 
matter of type of equipment, training of employees, and so forth. 

I made application promptly to the Government for C—47 airplanes 

Q. Is that the United States Government?—A. The United States Govern- 
ment, yes; because at that time airplanes could not be procured through any 
other source, of which I was advised, and I started the training of the em- 
ployees. We set up a school in Mexico City; we rented two floors of one of the 
large office buildings there, using one floor for training purposes and the other for 
our administrative offices. We trained some 200 Mexican boys and girls in 
the various phases of aviation operations and, in addition to that, we brought 
Mexican pilots up to Dallas and put them through the same process of training 
that we used for our Braniff Airways pilots, and eventually I graduated a 
sufficient number of them to act as pilots and copilots on the operations of 
Aerovias Braniff in Mexico. 

That is only a small part of the things that we did in preparation for the 
inauguration of this service on the same [Tr. 3487] standard on which we were 
operating Braniff Airways, and we made various installations of radio. We 
couldn’t get the radios completed, so we bought the parts and we built the radios 
in Mexico City. We did a lot of things that we had to do for the inauguration 
of a service subject to the same standards that the Civil Aeronautics Authority 
requires in the United States. 

Q. I take it from your testimony, then, that you invested a substantial amount 
of capital in preparing for the operation.—A. Well, I invested all of the capital 
of the company and, in addition thereto, a very considerable sum of money that 
I personally loaned the company; that is, loaned to Aerovias Braniff. 
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Q. Did the proposed routes of Aerovias Braniff connect with the routes of 
Braniff Airways?—A. Yes; they connected at Nuevo Laredo. We got the con- 
sent of the Civil Aeronautics Board to extend the operations of Braniff Airways 
from Laredo, Tex., to Nuevo Laredo, Tamaulipas, Mexico, and there made this 
connection. 

Q. In that connection, were you able to make provision for through service 
on the routes of Braniff Airways and Aerovias Braniff?—-A. Yes; and that was 
the primary purpose for which I organized Aerovias Braniff ; that is, to provide 
a through connecting service at the border, between the Mexican lines and the 
Braniff Airways services in the United States. 

Q. I was going to ask you that, Mr. Braniff. Besides these reasons lying behind 
the organization of Aerovias [Tr. 3488] Braniff involved in the request of Mr. 
Comacho, I was going to ask you what other purposes you had in mind with 
respect to the organization of Aerovias Braniff.—A. Well, primarily I felt that 
such an operation was very important to Braniff Airways because we had these 
deadends at Laredo and Brownsville which were unremunerative in themselves, 
but if they were extended into Mexico I felt that they would be quite prosperous. 
As a matter of fact, the results, during the time that we operated Aerovias Braniff 
from Mexico City to Nuevo Laredo, proved the wisdom of that theory. 

We developed an income for Braniff Airways over that route of as high as 
$50,000 a month during the time that the operation was in force. 

Q. Subsequent thereto, you applied for and received from the Civil Aeronautics 
Board approval of your acquisition and control of Aerovias Braniff?—A. Well, 
the decision of the Board was to deny Braniff Airways the right to acquire it, 
but to permit me as an individual to remain connected with and/or in control 
of the company. 


> > x © + ae . 


Q. Mr. Braniff, in connection with your problems and difficulties with Cia. 
Mexicana, did you ever discuss the subject with Mr. Dean, an officer of Pan 
American Airways?—A. Yes, sir. 

Q. Did you have a meeting with Mr. Dean in Habana and discuss the subject 
with him?—A, I met Mr. Dean at Habana, not by appointment, but by accident. 

Q. Did you call to Mr. Dean’s attention- 

Mr. FrRrenpiy. May we have the date? 


By Mr. HiegHsaw: 

Q. Could you furnish the examiner, and Mr. Friendly, with the date, as close 
as you can recall?—A. My recollection is that it was either in the latter part of 
1945 or the early part of 1946. 

Q. Did you call to Mr. Dean’s attention the situation in Mexico, about which 
you will be asked to testify in a moment?—A. Well, I don’t know what I am going 
to testify to in a moment, but I called his attention to what we regarded as the 
misconduct on the part of Cia. Mexicana Aviacion with respect to our presence in 
Mexico, and asked him if that represented the policy of Pan American Airways 
or whether it was merely the attitude of the people connected with Pan American 
Airways and/or Cia. Mexicana Aviacion in Mexico. 

Q. What was Mr. Dean’s reply?—A. His reply was that he guessed that it 
represented [Tr. 3491] the policy of Pan American Airways. 

Q. As a result of this discussion, did you meet with Mr. Trippe in New York to 
discuss this situation?—A. Yes, sir. 

Q. As far as you can recall, what was the date of that discussion? 

Examiner WRENN. Let’s get the date of that meeting with Mr. Trippe. 

Mr. Hiensaw. That is just what I asked him, Mr. Examiner. 

The WITNEss. Well, it was subsequent to my conversation with Mr. Dean. 

Bxaminer WRENN. Can you make it any more definite? 

The WITNEss. No; but I would say that would bring it into 1946. 


By Mr. Hiensaw: 

Q. Was that at this luncheon discussion held at the Sky Club?—A. Yes, sir. 

Q. In the Chrysler Building?—A. Yes, sir. 

Q. Did you at that time call to Mr. Trippe’s attention what you regarded as 
the improper activities in Mexico of Compania Mexicana?—A. Yes, sir; and 
Pan American Airways. 

Q. Did you address the same question to Mr. Trippe which you had addressed 
to Mr. Dean, with respect to whether or not this was merely the activities of 
Cia. Mexicana or some subordinates of Pan American, or whether or not it repre- 
sented company policy ?—[Tr. 3492] A. Yes, sir; I did. 
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Q. And did Mr. Trippe defend the policy ?—A. Yes, sir; he did. 

{Tr. 3493] Q. Did Mr. Trippe in any way disavow the policy?—A. No, sir. 

Q. Mr. Braniff, in order for Aerovias Braniff to operate the licenses which it 
obtained from the Mexican Government, is it necessary for it to use certain air- 
ports which are either under the control of, or occupied by, Cia. Mexicana? 
[Tr. 3493] A. Yes, sir—and/or Pan American Airways. 

Q. Will you identify those airports?—A. Merida, Yucatan, was in the hands of 
both Pan American Airways and CMA, Pan American coming in there as the 
international operator and CMA as the Mexican operator. CMA came into Vera 
Cruz and had control of that airport. 

CMA owned the airport at Nuevo Laredo. 

Those were the ones with which we were particularly concerned during our 
period of operation. 

Q. Were any of these airports either built or extended through the use of 
United States Government funds?—A. Yes; the United States Government had 
a part in the construction of the airports at Merida and Vera Cruz. 

Q. On the question of the matter of the organization of the Braniff Company 
and all companies in Mexico, is stock that is issued by the companies in Mexico 
bearer stock?—A. Well, it can be either bearer stock or registered stock. 

Q. Do you know whether the stock of CMA was registered or bearer stock?— 
A. It is bearer stock. 

Q. Mr. Braniff, would you just tell the Examiner in your own words, and in 
chronological order, the story of the [Tr. 3494] difficulties encountered by you 
and by Aerovias Braniff in its operation with respect to either Pan American 
or its subsidiary corporation, CMA?—A. After we secured our permits to operate 
in Mexico, and after we had gotten our equipment and were getting ready to 
inaugurate the service between Mexico City and Merida and Mexico City and 
Nuevo Laredo, which were selected by us as the services most important among 
those for which we hald permits, CMA filed an empiro against the minister of 
communications asking for an injunction against the inauguration of services 
= the grounds of parallelism, which, they contended, was contrary to the laws of 

exico. 

According to the information conveyed to me by employees of the ministry 
of communications—— 

{Tr. 3494] Mr. Frrenpiy. I am going to object to that, Mr. Examiner—as to 
the statements made by the employees of the ministry. 

Examiner WRENN. All right, Mr. Braniff. Just confine yourself to the facts 
within your own knowledge. 

The Witness. All right. 

CMA afterwards dismissed this ampiro with prejudice, which according to 
the statement made to me by my attorney 

Mr. FRIENDLY. I object to that. 

Mr. Hieusaw. Mr, Examiner, I think he has a right to state the effect of 
it as stated by his own attorney. 

Mr. Frrenpty. A statement by an attorney is just as much hearsay as a state- 
ment by anybody else. 

[Tr. 3495] Examiner WRENN. I will permit you to answer the question, Mr. 
Braniff. 

The Witness. Which, under the laws of Mexico, stopped them from making 
the same contention in the courts again. 

We got started on the operation from Mexico City to Nuevo Laredo in April 
of 1945. Just prior to the inauguration of the service, Maximino Avila Comacho, 
the Minister of Communications who had granted us these permits, died. His 
successor was Pedro Tornel, who had been assistant to Maximino Avila 
Comacho in the Ministry of Communications. 

Pedro Tornel’s attitude toward us in the beginning was very friendly and 
cooperative. He appeared at the inauguration of the services, at quite a certain 
ceremony at the Mexico City Airport, and expressed himself as acting in behalf 
of the President of the Republic in approving and welcoming this operation. 

Some time afterwards his attitude became quite different. He undertook to 
induce us to abandon the operation between Mexico City and Merida, which 
had been inaugurated on some day in July of 1945. We were unwilling to do 
that, and he afterwards filed an ampiro against us ordering us to discontinue 
that operation and fined us $500 for a violation of the Mexican laws. 


* * * * * * + 


Afterward, in October 1946, the same Minister of Communications again served 
notice on us of the cancellation of our permits, but this time he took the pre- 
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caution to put the military in charge of our airplanes so that we couldn’t get 
them off the ground, and our operation was completely discontinued while the 
case was pending in the courts of [Tr. 3497] Mexico. 

Recently the Supreme Court of Mexico has rendered a decision, by a majority 
of 3 to 2, of the commission having the case in hand, which decision was ad- 
verse to us, and we have substantially liquidated our properties in Mexico—that 
is, the Aerovias Braniff, 8. A., properties. 

Now, during these periods, we were subjected, by CMA and Pan American 
Airways, to various types of interference with our operations. 

For illustrations, when we inaugurated the service from Mexico City to 
Merida, when we got to Veracruz, the first stop, we were denied the use of any 
portion of the airport except the landing strip. That is, we were denied the 
right to taxi up to the terminal and discharge our passengers and take on 
others. We were denied the right to gas or otherwise service our airplanes. 
None of our employees were allowed on the premises, and our passengers were 
denied access to the terminal building. 

The Mexican military were also using the Veracruz Airport, and, the matter 
having been called to their attention, they crashed the locked gate leading into 
the airport and allowed our gas tank to come on to the airport and we were per- 
mitted to gas our plane. 

We proceeded on to Merida, where our passengers were not permitted the use 
of the terminal and where we could not gas the plane. There were no Mexican 
military there to assist us and our passengers had to climb through a barbed 
wire fence in order to get off the airport. Demands were made upon us for a 
landing fee which we regarded as extortionate [Tr. 3498] and which our em- 
ployees refused to pay. After which the trucks of CMA surrounded our airplane 
and refused to permit it to take off until the fee, regarded by us as extortionate, 
was paid. 

Now, we regarded this fee as extortionate because it was 85 pesos, which, at 
that time, with the then value of the peso, amounted to about $17 for one landing. 
That fee was filed as a tariff by CMA with the communications department as a 
competitive fee. In other words, the filing was to the effect that the fee would 
be 85 pesos for a landing by a competitive airline and substantially less than 
that for a noncompetitive airline. 

The fee that American Airlines was charging CMA and us for landing at 
Monterey, an airport that was built by American Airlines, was 30 pesos per 
landing. But that fee not only covered the rights of the landing strip but also 
included the rights of the apron for taking on and discharging passengers and 
a bose of the terminal building other than space for ticket offices in the terminal 

uilding. 

We protested this fee that CMA had demanded with the Minister of Communi- 
cations but never secured any relief in the situation, and as long as we were 
operating in Merida and into Veracruz, and into Nuevo Laredo, it was necessary 
for us to pay this fee of 84 pesos per landing. 

At the Nuevo Laredo Airport, where we connected with Braniff Airways, it 
was necessary for us to rent shelter outside of the airport property in order to 
take care of our passengers and to have the customs and immigration officials 
come over there to service our passengers. We were not [Tr. 3499] allowed 
to bring our gas servicing tanks on to the airport there. We were not allowed 
to use any part of the terminal building and we were not allowed to use the 
ramp. It was substantially a duplication of the attitude at both Merida and 
Veracruz. 

Those are merely examples of the type of impediment that was placed in the 
way of our operations by Pan American and CMA. 

[Tr. 3500] Q. Did these interferences have a serious detrimental effect on the 
operations of Aerovias Braniff?—A. Yes; the inconvenience to passengers was 
such that it was very difficult for us to provide a convenient and attractive 
service, and our business suffered accordingly. 

We had one other incident that had a very unfortunate effect upon our 
patronage. in the inaugural trip to Merida, and on the return trip, we had 
been delayed so much by the incidents that I referred to that it was dark when 
our plane was over Veracruz and—— 

Mr. Frrienpiy. Could I inquire whether Mr. Braniff was on this flight per- 
sonally, or whether he is testifying as to this incident from reports that were 
made to him? 

Bxaminer WRENN. Certainly you may. 
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The Witness. What is that? 

Examiner WRENN. I said certainly he may inquire. 

The Witness. No; I was not on the flight personally. 

Mr. FRIENDLY. I am going to ask that Mr. Braniff’s testimony on this incident 
be restricted to matters of his own knowledge. 

Mr. Hiensaw. Mr. Examiner, he was president of the company, and it is 
quite clear from the record that the testimony of presidents on this record and 
other matters before the Board has related not only to testimony which they 
know of their own knowledge. For instance, presidents of the companies testify 
on numerous occasions to figures and reports given to them. Mr. Braniff is here 
for cross-examination. 

Mr. FRIENDLY. Well, the reason I make the comment is that I assume the basis 
for Mr. Braniff’s testimony is going [Tr. 3501] to be in this report—what exhibit 
is that, Mr. Highsaw ? 

Mr. HieHsaw. I don’t know whether that is the only basis for it or not. That 
is exhibit PC—453, Mr. Friendly. 

Mr. Frrienpiy. Yes. If you look at exhibit PC—453, even this pilot who makes 
the report is relying on things which some unnamed radio operator at Veracruz 
told him about what somebody else told him, and it gets into about fourthhand 
hearsay, with none of the people identified in any way as to enable any accurate 
inquiry to be made. 

Mr. Hiensaw. Mr. Examiner, Mr. Friendly can cross-examine Mr. Braniff and 
determine what weight should be given to this testimony. 

Examiner WRENN. He can do that, Mr. Highsaw, but I don’t see any need of 
Mr. Braniff repeating what is down here in print. Let him supplement it with 
whatever he has of his own knowledge. Or if he can identify any of the people 
in this report, so as to assist Mr. Friendly, let him do so. 


By Mr. Hiensaw: 

Q. Go ahead, Mr. Braniff. 

Mr. FRIENDLY. I understand the examiner’s instructions are that Mr. Braniff 
should simply supplement PC-453 with anything in addition to that that he 
knows. 

Examiner WRENN. That is right. I don’t see any need of going over this 
again, Mr. Highsaw. 


By Mr. HigHsaw: 


Q. Do you understand the ruling, Mr. Braniff?—A. Yes. After getting the 
report from the pilot, which is contained in that exhibit PC—453, I looked into 
the matter and had a conversation with the CMA employee who had [Tr. 3502] 
turned the lights on, according to the statement. 

Mr. FRIENDLY. Could we have his name, please? 

The Witness. I don’t have his name here, but I can supply that. 

His story was as follows: They came to work that evening and heard this 
plane over the airport and went to the man that had charge of the airport that 
he was relieving, and asked him why the lights weren’t on, that there was an 
airplane seeking to land, flying over the airport, and he said he had had instruc- 
tions from his superiors not to turn the lights on, and he said to this fellow, 
“well, you go on and I will take charge now.” He did take charge, and he did 
turn the lights on. 

Afterward, he came to me and said that he knew that he was going to lose 
his job for what he had done, and he applied for employment with Aerovias 
Braniff, and Aerovias Braniff employed him. 


By Mr. HigHsaw: 

Q. Do you know whether this employee actually did lose his job, or was he 
employed by you because he felt he was going to lose his job?—A. I have no 
knowledge of whether he was fired or not, but he did resign and he did enter 
our employ. 

Q. Did you have discussions with any other employees or officials of CMA 
about these various interferences about which you have been testifying ?— 
A. Yes; principally Mr. Silliman. 

Q. Could you identify Mr. Silliman’s position for the record?—[Tr. 3503]. 
A. He was manager for CMA in Mexico. 

(). Has Mr. Silliman ever been connected with Pan American Airways; do you 
know ?—A. Yes; I knew him first as manager of Pan American Airways in Guate- 
mala City, and I knew of his having gone to Venezuela for Pan American Air- 
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— . met him in Mexico City shortly after he had come there to take charge 
of CMA. 

Q. Will you go ahead and tell the examiner, Mr. Braniff, about the conversa- 
tions you had with Mr. Silliman about these interferences with respect to which 
you have testified?—-A. Most of the things that I discussed with him were the 
things that are covered in the exhibits here. In each instance, his attitude was 
adamant and he refused to make any concessions or to change his position from 
the position indicated by the letters that are in the exhibits. 

Q. Did you ever have any discussions on the subject with Mr. George Rihl?— 
A. Yes. 

Q. Did Mr. Rihl, to your knowledge, have any connection with CMA at the 
time?—A. Well, Mr. Rihl told me he had come to Mexico City in semiretirement, 
but that he was occuping an advisory position with CMA. I had known him as an 
official, I believe as vice president in Pan American Airways, in the New York 


Q. What were your discussions with Mr. Rihl on the problem?—A. Well, I 
called to Mr. Rihl’s attention what I regarded as violation and improper conduct 
on the part of CMA, and suggested that the situation would only lead to diffi- 
culties [Tr. 3504] that would react unfavorably upon both Pan American Airways 
and CMA, and suggested to him that it might be better for all concerned if we 
could operate together amicably in Mexico. But he told me that those procedures 
were according to the policies of Pan American Airways, and that he didn’t feel 
that there was any likelihood of their changing their position, 

Q. Do you recall ever having discussed this general subject with any others in 
CMA?—A. No, I don’t recall at this time anything of particular importance. 

Q. Do you know Mr. Urban Balluder?—A. Yes sir. 

Q. Was Mr. Balluder ever connected with CMA?—A. Yes sir, he occupied an 
executive position with CMA in Mexico City, prior to going back to the home 
office of Pan American Airways in New York. 

Q. You mentioned, I believe, in connection with the flight to Veracruz, that it 
was necessary for Aerovias Braniff to get the military to crash the gates. Was 
this action taken under a Mexican law which entitled Aerovias Braniff to the 
use of the runways for landings and takeoffis?—A. Well, that action was a dis- 
cretionary matter upon the part of the military officer in charge there, who 
considered that what was being done was in violation of our rights to land at a 
public airport. 

Q. Was Aerovias Braniff willing to undertake the construction of any airports 
itself, for the use of Aerovias Braniff?—A. Well, we would have constructed 
such airports as [Tr. 3505] would have been necessary if we had received the 
support and cooperation and encouragement of the Ministry of Communications. 
Likewise, whatever other additional facilities would have been necessary on a 
first-class operation comparable to the one that Braniff Airays was carrying on in 
the United States. 

Q. The reason for not undertaking the construction at the time was the 
insecurity at the time in connection with the retention of the permits?—A. It was 
the antagonistic attitude that developed in the Ministry of Communications that 
took place after the death of Maximino Comacho. 

a * * ke ” * a 

Q. Mr. Braniff, have you made representations to our Government about this 
situation?—A. Yes, sir. 

Q. Why did you make those representations ?—A. Because I felt that the policies 
of the President of the United States and the Civil Aeronautics Board in extending 
the United States airlines into foreign countries were being interfered with by 
the methods followed by Pan American Airways through its subsidiaries in Mex- 
ico. Those activities were directed toward maintaining what the Minister of Com- 
munications in Mexico had referred to as a monopoly on the part of Pan Amer- 
ican Airways, through its subsidiary CMA, and I felt that that was contrary to 
the policies of the United States Government as represented by the Civil Aero- 
nautics Board and the President of the United States. 

Q. In your experience in Mexico, Mr. Braniff, would you [Tr. 3507] say that the 
activities of CMA with respect to Aerovias Braniff had any adverse effect on 
Mexican public opinion with respect to the United States and its air transporta- 
tion policy? 

* * * * * “ * 


The Witness. I think the best evidence of the effect upon the public of Mexico 
of this controversy between Pan American Airways and the subsidiaries and 
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Aerovias Braniff is disclosed by editorials and articles that appeared in the news- 
papers at that time. 

I have here, for instance, an editorial and an article from the newspaper El 
Universal which I will be very glad to leave with you. 


* * * * * * * 


The Wirness. Well, I will be very glad to file these newspaper articles. They 
speak for themselves, and they strongly support our position and deplore the 
monopolistic practices of CMA and Pan American Airways in Mexico. 

We were at all times supported in our efforts by the Tourist Department of Mex- 
ico, a Government department which defended our operations there, and deplored 
the monopolistic practices of Pan American Airways and its subsidiaries in trying 
to keep competitive services out of Mexico. 

We were supported by the people of Merida, Yucatan, when our permit to oper- 
ate out there was discontinued. The Rotary Club, the Lions Club, the chamber 
of commerce, and various [Tr. 3510] other organizations sent telegrams and reso- 
lutions of protest to the Government concerning the interference with our opera- 
tions. 

The Hotel Association of Mexico supported our operations in a resolution passed 
at their convention at Guadalajara. And various other organizations in Mexico 
did the same thing, upon the ground that a monopoly such as was being conducted 
by Pan American Airways and CMA in Mexico was contrary to the public interest, 
was contrary to law, and should not be permitted, and advocating the continuation 
of our operations. 


* * * * * * * 


Q. Mr. Braniff, there is just one question I would like to ask you in order to 
clarify the record. 

You testified as to conversations you had with Mr. Dean and Mr. Trippe and 
stated you had called this situation to their attention. You called the atten- 
tion of Mr. Dean and Mr. Trippe, in these conversations, to these specific incidents 
about which you have been testifying this morning ?—A. Yes; I did. 


* 3 * * * * * 


(Tr. 3527] CROSS-EXAMINATION 


By Mr. FRIENDLY: 

Q. Mr. Braniff, you mentioned this morning certain routes for which Aerovias 
Braniff received a permit. There were a number of others, were there not?— 
(Tr. 3528] A. Yes, sir. 

Q. The permit that you have received was what is known, under Mexican law, 
as an experimental permit; isn’t that correct?—A. That is correct. 

Q. And actually you received two different experimental permits, separated by 
about 2 months in time?—A. I don’t recall the dates of the different permits. 

Q. Do you recall that the 2 periods together related to a total of 7 different 
routes?—A. No; I don’t recall how many routes were involved. 

Q. Well, perhaps we can refresh your recollection on some of these matters. 

Mr. FRIENDLY. I would like to have marked for identification, Mr. Examiner, 
something which I think Mr. Braniff referred to—perhaps he did not—but it is 
the opinion of the Advisory Technical Commission on Highways of Communica- 
tion of the Mexican Government, dated October 18, 1946. 

Examiner Wrenn. All right. That will be marked for identification. 

Mr. FRIENDLY. We have it numbered as Pan American’s Exhibit 612, if that is 
agreeable. 

Examiner WRENN. Very well. Let the record show that it will be so marked. 

(The document referred to was marked “Exhibit PA-612” for identification.) 


By Mr. FRIENDLY: 

Q. You have seen this document before, have you not, [Tr. 3529] Mr. 
Braniff ?—A. No; I never saw this. 

Q. You know what the Advisory Technical Comission is, don’t you?—A. Yes. 

Q. Would you tell the examiner what it is?—A. Well, it is a commission 
appointed by the Mexican Government—I don’t know what particular official of 
the Government has the responsibility of making the appointments—but it is 
presumed to advise the Minister of Communications with respect to the merits 
of applications that are filed with the Department for routes and other matters 
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relating to aviation. In a general way, that is my impression of its responsibility. 

Q. Now, you know that there came a time when Aerovias Braniff filed an apvli- 
cation to have its experimental permits translated into permanent permits; you 
remember that, don’t you?—A. Yes, sir. 

Q. If you will look at paragraph IX on page 4 of PA-612, you will find a refer- 
ence to that. And you also know, do you not, that that was referred to the 
Advisory Technical Commission for hearing?—A. Yes. 

Q. And that that Commission rendered an adverse report?—A. Well, I have 
already testified that I hadn’t seen this and didn’t have knowledge of their 
report. 

Q. You never knew that the Advisory Technical Commission had rendered an 
adverse report?—[Tr. 3530] A. No. 

Q. Have you made——A. Well, this is dated approximately at the same time 
as the cancellation of our permits. 

Q. Yes, we will come to that. But I just want to get your testimony that you 
never, apart from having seen this document, you never had known of its exist- 
ence; is that correct?—A. No. I had no knowledge of the existence of this 
document. 

Q. I wonder if you could make a search of your files, Mr. Braniff, and see 
whether there isn’t a copy of this document in your files—A. Well, I can testify 
that there is not a copy of this in my files, because I have recently gone through 
my Mexican files, and no such document appears there, and this is the first time 
I have ever seen this, and I had no knowledge of the existence of this document. 

Q. Leaving that subject for the moment, will you be good enough to look at I, 
at the bottom of the first page, and see whether that refreshes your recol- 
lection as to the routes for which you received an experimental permit? And 
by “you” I mean Aerovias Braniff.—A. Yes, sir. 

Q. Is that a correct statement of the experimental permit that Aerovias re- 
ceived ?—A. As I recall, it is. 

Q. Now, when you had this talk with General Comacho, did you tell him that 
you intended to utilize the permits for these seven routes, and by “you” I mean 
Aerovias Braniff. [Tr.3531] Let us agree that unless I say something to the con- 
trary, when I say “you” I mean Aerovias Braniff.—aA. Yes, sir. 

Q. You did tell him that?—A. Yes, sir. 

[Tr. 3582] Q. There was some reference this morning to the proceeding with 
regard to Aerovias Braniff that took place before the Civil Aeronautics Board. 
The Board’s decision was rendered toward the end of May, in 1946, was it 
not?—-A. Well, the record will speak for itself. I don’t recall the date. 

Q. The opinion bears the date March 4, 1946. Isn't it a fact, however, that the 
opinion was released simultaneously with the opinion in the Latin American 
certificate case?—A. I have no recollection of any such coincidence. 

Mr. FRIENDLY. Perhaps Mr. Highsaw will be willing to make some agreement 
as to that subject. 

Mr. Hicusaw. I will check on it. I don’t know whether that was a factor or 
not, Mr. Friendly, but I will check on it. 

Mr. Frrenpiy. You may note that in the bound volume of the Board’s opinions, 
it follows immediately after the Latin American certificate opinion. 


By Mr. FRIENDLY: 


Q. You have no knowledge of that?—A. No; I don’t recall that. 

Q. Now, you gave us this morning a figure of $50,000 of income a month, I 
think, that Brainiff Airways received as a result of the connecting services of 
Aerovias Braniff. Do you remember that testimony?—A. Yes sir. 

Q. Could you tell us how that figure was obtained?—-A. Those were the sales 
made in the Mexico City office allocated to the domestic service of Braniff Air- 
ways, within the United States. 

[Tr. 3533] Q. In other words, that was the domestic portion of the interline 
sales over Aerovisas Braniff, is that correct?—A. That is right. 

Q. Now, before Aerovias Braniff was organized, you had certain interline 
business over Laredo, with CMA, did you not?—A. Yes sir. 

Q. And that business practically disappeared after the connecting service 
with Aerovias Braniff was started?—A. Well, it was substantially reduced. 
There were still customers of CMA that made the connection with Braniff Air- 
ways at Nuevo Laredo. 

Q. Well, you naturally did everything possible to route the passengers over 
your own two companies, did you not?—A, That is right. 
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Q. Also, before the organization of Aerovias Braniff, you had had a considerable 
amount of interline business with Pan American at Brownsville, had you not?—A. 
Well, we had some, yes, sir. 

Q. And that was substantially decreased after Aerovias Braniff’s operations 
were instituted, was it not?—A. Yes, I think that was affected—I don’t know 
to what extent. The combined business of those two operations, however, the 
connecting service with Pan American at Brownsville, and the connecting serv- 
ice with CMA at Neuvo Laredo, was insignificant as compared to the volume of 
business that we developed when we had our own service, over Aerovias Braniff, 
Mexico City to Nuevo Laredo; and Braniff Airways on into the States. 

[Tr. 3534] Q. Could you give us the figures on that, Mr. Braniff?—A. No; I 
couldn’t give you the exact figure, but I recall that was very small as compared 
with the business we developed afterward. 

Mr. FrRrenpty. I wonder whether we could have some figures on that, Mr. 
Highsaw, because I don’t believe that testimony is correct in any way. 

Mr. Hiensaw. What figures are you speaking of, Mr. Friendly? 

Mr. Frrenpiy. The relative amount of Mexico City business moving over the 
domestic routes of Braniff Airways before and after the organization of Aerovias 
Braniff. Mr. Braniff made some statements about it, but he says he doesn’t 
have any figures in mind, and then he volunteers adjectives to the subject. I 
think we ought to have the exact figures. 

Mr. Hicusaw. Are those figures readily available, Mr. Braniff? 

The Witness. Yes; they can be gotten. 

Examiner Wrenn. Off the record. 

(Discussion off the record.) 

Examiner Wrenn. On the record. 

Mr. Hicusaw. May the record show that Mr. Friendly and I will make an 
effort to supply the figures for interline traffic at Nuevo Laredo and Brownsville 
for a representative period before and after Aerovias Braniff commenced opera- 
tions? Is that satisfactory, Mr. Friendly? 

Mr. Frienpty. Yes. 


By Mr. FRrenDiy: 

Q. Now, it is a fact, is it not, Mr. Braniff, that [Tr. 3535] Aerovias Braniff 
never made any attempt to operate 5 of the 7 routes for which it held experi- 
mental permits?—A. I don’t know what you mean by “no attempt.” It was 
contemplated that they would eventually be operated, but we took what we 
regarded routes for which there was the greatest public demand first, and 
operated them. These are the routes Mexico City to Nuevo Laredo and Mexico 
City to Merida. 

Q. Well, you never operated any of the other five, did you?—A. No. 

Q. You never conducted any surveys over them, did you?—A. Oh, yes. 

Q. Which ones, would you tell us, please?—A What is that? 

Q. Which routes did you survey?—A. All of them. 

Q. Did you ever create any facilities on any of the other five routes?—A. No; 
but we have a record of the facilities that would be necessary to be installed as 
a result of those surveys? 

Q. The two routes that you picked out for operation were routes that were 
already served, were they not?—A. Already what? 

Q. Served?—A. Well, not precisely as we served them. 

Q. Well, let’s see about it—A. The terminals were served, yes, if that is what 
you mean. 

(Tr. 3536] Q. Well, let’s see. One of the two routes that you picked out for 
operation had been designated in your permit as Nuevo Laredo-Ciudad Victoria- 
Mexico City?—A. That is right. 

Q. There was service between Nuevo Laredo and Mexico City via CMA, was 
there not?—A. That is right, stopping at Monterrey. 

Q. Did you operate to Ciudad Victoria?—A. Yes. 

Q. Regularly ?—A. Yes. 

Q The other route you picked for operation was the route Mexico City-Pueblo- 
Veracruz-Merida?—A. That is right. 

Q. There was service between Mexico City and Pueblo by other lines, was there 
not?—A. No. 

Q. No?—A. No. CMA didn’t serve Mexico at all. 

Q. I didn’t ask about CMA. Wasn't there service between Mexico City and 
Puebla by other lines?—A. I don’t believe there was at the time that such service 
was rendered for a while afterward by some airline that served it only for a 
short time and then withdrew. 
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Q. I notice that page 5 of exhibit PA-612 states this: “Both Aerovias Re- 
forma 8. A. and Aviones del Sur 8. A. objected in reference to the Mexico City- 
Puebla branch, since the same is at present served by Aeronaves de Mexico 8. A. 
and in [Tr. 3537] the near future by the said concerns, and it appears that the 
needs of this route in respect to air transport are potentially satisfied.” Does 
that in any way change your recollection on the subject?—A. No. As I have 
said, certain lines served Mexico City-Puebla for a very short time in a very 
indifferent way, and subsequently withdrew. 

Q. Now, there was service between Mexico City and Veracruz?—A. Yes, but 
not between Puebla and Veracruz. 

Q. That is right. There was service between Mexico City and Merida?—A. 
Well, between Veracruz and Merida, by a route that CMA had, which went over 
to the coast, to Carmen, and via—well, it served a number of towns along the 
coast, there. 

Q. You mean with more intermediate stops?—A. That is right; it would not 
be a service directly from Veracruz to Merida. 

Q. Now, the routes that you did not serve were routes where there was 
very little service of any sort; is that right?—A. I think that is substantially 
true; yes. But those routes were very unattractive, from the standpoint of public 
demand, as compared with the public demand that existed between Mexico City 
and Merida, for instance, and the opportunities that were available to us by pro- 
viding a connecting service over our own systems between Mexico City and 
the United States, through the Nuevo Laredo gateway. 

[Tr. 3538] If you want me to elucidate on the service through Chihuahua and 
Hermosillo to Los Angeles, I will be glad to give you further information regarding 
my attitude toward that route. 

Q. No; I think you made it quite clear that you picked routes where there was 
an established volume of traffic already existing. Now, I think in your testimony 
this morning you rather left the impression that the cessation of your operations, 
which was ordered by the Mexican Government, came as a result of a proceeding 
which had been initiated by CMA. That isn’t the fact, is it?—A. Are you 
talking about the first incident or the last one? 

{Tr. 3539] Q. I am talking about the last one—A. No, I didn’t testify on 
that this morning. The document that I filed in evidence here has to do with the 
first ampiro proceeding. 

Q. Well, the record will show what you testified to—and I have some fairly 
clear notes on the subject—but, in any event, the fact is that this final cessation 
of your operations came as a result of a proceeding which Aerovias Braniff 
had initiated itself; isn’t that right?—A. In what way had Aerovias Braniff 
initiated it? I don’t understand that. 

Q. Well, I think we went over that before, but we can go over it again. 

Mr. FRIENDLY. Perhaps we might have identified, at this point, some extracts 
from the Mexican law of communications. 

May we have those marked as “Exhibit PA-611,” Mr. Examiner? 

Examiner WRENN. They will be so marked. 

(The document referred to was marked “Pan American Airways Exhibit 
PA-611” for identification. ) 


By Mr. FRIENDLY : 


Q. You are aware, are you not, Mr. Braniff, that under the Mexican law of 
communications a holder of an experimental permit is required to apply, during 
the term of that permit, for a definite concession?—A. Yes, sir. 

Q. And it is not true that Aerovias Braniff, on or about May 24, 1945, applied 
to the Department of Communications and Public Works of Mexico for the grant- 
ing of final franchises [Tr. 3540] relating to 57 routes for which it held experi- 
mental permits?—A. I am not clear on the dates, but I will accept your dates and 
state that it is true that on or about that time we applied for permanent fran- 
chises ; yes, sir. 

Q. And is it not also true that that was referred to the Advisory Technical Com- 
mission, and that that Commission held hearings on the subject?—A. I have no 
knowledge of what reference there may have been of our application. I have no 
knowledge of the hearings. Frankly, I don’t know what became of the applica- 
tions after we filed them. 

Q. Did you never read the letter from the Secretary of Communications and 
Public Works denying your application?—A. Are you referring to this letter here 
of October 18? 
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. 2. Foal you read the letter?—A. What letter are you referring to, Mr. 
riendly? 

Q. Well, you testified this morning quite readily on these subjects, Mr. Braniff. 
Let me see if I can find my notes on it. You stated that in October 1946 the same 
minister—namely, Mr. Tornel—ordered the discontinuance of your operation. 
Do you remember that testimony?—A. Yes, sir. 

Q. Well, do you know in what manner he ordered it?—A. Yes. 

Q. Was it orally or in writing?—A. No. He served us with a notice on Satur- 
day night, after the courts had been closed, and he placed soldiers in (Tr. 3541] 
charge of our airplanes that night so that we had no opportunity to secure relief 
from the courts until Monday; and during that period our airplanes were on the 
ground and we couldn't get them into the air, so that the issue became a ques- 
tion as to whether we could restore our flights rather than a question of whether 
he had a legal right to stop the flights. 

Q. Well, you say you received a notice, a written notice——A. That is right. 

Q. Do you have a copy of that with you?—A. I have a copy of it, but I don’t 
believe that I brought that notice with me; no, sir. 

Q. Well, perhaps we can help you on this. 

Mr. Frrenpiy. I would like to have marked for identification as exhibit PA-613 
a communication from the Secretary of Communications and Public Works of 
Mexico to Aerovias Braniff, dated October 25, 1946. 

Examiner WRENN. It will be so marked. 

(The document referred to was marked “Pan American Airways Bxhibit PA- 
613” for identification.) 

The WITNEss. What is your question, Mr. Friendly? 


By Mr. FRIENDLY: 


Q. My question is whether this is a correct copy—not holding you, of course, 
to the precise translation—but substantially a correct copy of the notice you 
received from the Secretary of Communications and Public Works, Mr. Tornel, 
with regard to your application for the Mexico City-Puebla-Veracruz-Merida 
route? [Tr. 3542] A. I don’t recall whether it is or not, but the effect of that 
would be to deny our application for franchises, 

Of course, if the Department of Communications had been acting in good faith 
in this matter it would have permitted us to exercise the rights that we had under 
the law and would not have resorted to the device of serving an instrument of 
termination of our permits on Saturday night, after the courts had closed, giving 
us no opportunity to protect ourselves under the law, and it would not have placed 
soldiers in possession of our planes but would have given us the opportunity to 
secure such protection and redress as the law might provide. 

The fact of the matter in which this thing was done was conclusive evidence 
that their intentions were to destroy our operation and not to carry out a decision, 
which they might or might not have regarded as being legal, in an orderly manner. 

Q. Would you be good enough to check this against the copy of it in your 
files and let us know whether this is a substantially correct copy of the docu- 
ment which you received from the Secretary of Communications and Public 
Works?—A. Yes, sir; I will be glad to. 

Q. Didn't it occur to you, Mr. Braniff, when you came up here, that some 
of these papers might be gone into, as well as newspaper articles: and things of 
that sort?—A. The files in this Mexico matter are so voluminous. that it weuld 
have been extremely inconvenient to have brought them all along, and-I-had no 
way of anticipating the particular [Tr. 3543] things that you might. ask for. 
But I am perfectly willing to provide anything that the examiner wants me 
to provide which I have in my files. 

Q. Will you also check as to whether Aerovias Braniff received, at about the 
saine time, a document of similar tenure with respect to its Mexico City-Nuevo 
Laredo route?—A. Yes, sir. What you mean, I presume—and what we did re- 
ceive—was notice of termination of our permit—— 

Q. Yes?—A. To operate from Mexico City to Nuevo Laredo. 

Q. Yes?—A. That is correct. 

Q. And I would like the record to be complete in that, except for the reference 
to the route, the terms of the document were similar to those of the one which 
has been identified as exhibit PA-613.—A. Well, I will be very glad to check 
to see if that is so. 

Q. Now, you will note that exhibit PA-613, second paragraph, second sentence, 
refers to the Advisory Technical Commission and states that, “Before that Com- 
mission, your representatives were heard and their views presented and dis- 
eussed in the broadest and most complete manner.” Does that in any way re- 
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fresh your recollection as to whether a hearing was had by the Advisory Tech- 
nical Commission?—A. No. I did not attend such hearings and I don’t recall 
what hearings may have been held. 

Q. If you will look at the document which has been [Tr. 3544] identified as 
PA-612, Mr. Braniff, page 4, X, says: 

“At the session in which this Commission took cognizance of the franchise 
application in question, there appeared in opposition, on a final basis and with 
sufficient supporting evidence, the following enterprises: Cia. Mexicana de Avia- 
cion 8..A., Lineas Aereas Mexicanas S. A., Aerovias Reforma S. A. Aeronaves 
De Mexico 8. A., Aviones del Sur S. A., and Trans-Mex §8. A.” 

Had you ever heard that your application had been opposed by a number 
of airlines before the Advisory Technical Commission?—A. Yes; I have knowl- 
edge of the fact, in a general way, that some portions of our line were objection- 
able to companies other than CMA. 

Q. Well, let’s take them up and see what you can tell us about these lines. 

The next line mentioned after CMA is Lineas Aereas Mexicanas 8. A. That 
is the company that is colloquially referred to as LAMSA, is it not?—A. Yes. 

Q. And the controlling interest in that company is owned by United Airlines ?— 
A. That is right. 

Q. Where do they operate?—A. Well, they operate from Mexico City up to 
Nogales, as I recall. 

Q. Don’t they have other operations?—A. I don’t recall. 

Q. Do they operate to El Paso?—[Tr. 3545] A. I don’t think so. 

Q. What portion of your route did they oppose?—A. I don’t recall definitely, 
but it would be natural for them to oppose our Mexico City-Monterey-Chihuahua- 
Hermosillo-Nogales route because they also went from Mexico City to Nogales but 
by different intermediate points. 

Q. If you will look at page 5 you will find that they did do that; and you will 
find, also, that they opposed the Mexico City-Ciudad Victoria-Monterey-Chihua- 
hua-Mexicali-Los Angeles route. Do you see that?—A. Well, it is all the same 
route. I was referring to that portion of it that particularly affected them. 
I don’t know how it was divided up in the application, but those points that are 
common points, Mexico City to Los Angeles—Chihuahua, Hermosillo, Nogales, 
Mexicali—are all part of the same route, even though they are divided into 
different applications. 

Q. So they opposed your application on the ground of paralleling, similarly to 
what CMA did with reference to its route?—A. I am not sure whether it was 
on the grounds of paralleling. It may have been. In any event, it was competi- 
tive. Whether or not that was the particular basis of the objection 

Q. Now we come to Aerovias Reforma. Do you know where they operated ?— 
A. Well, I have forgotten where they operated. I don’t know where they operated. 
: Q. In paragraph XIV—— [Tr. 3546] A. They didn’t operate to anywhere very 
ong. 

Q. In paragraph XIV, which I read to you before, it states that they objected 
to your Mexico City-Puebla branch. Is that your recollection?—A. I don’t have 
any recollection on that point, but they were in there for a very brief time. I 
don’t know how many days they did serve it, but in any event for such period 
as they did serve it it would be natural for them to appear in opposition to our 
service. 

Q. Then Aeronaves de Mexico. Where did they operate?—A. I don’t think any- 
body knows any better than CMA, because they control them. 

Q. Do you know where they operate?—A. They operated Mexico City to— 
what was the seacooast city ?—I don’t recall. 

Q. And what part of your route did they oppose?—A. I don’t recall that there 
was any conflict there, unless they also served, for a brief time, Mexico City- 
Puebla. But if they did, it was for a brief time. 

Q. According to paragraph XII they objected with respect to the Hermosillo- 
ee stating that they had been serving it by daily flights—A. Oh, yes. 

see that. 

an Aviones del Sur. Where did they operate?—<A. I don’t recall them 
at all. 

Pages ena S.A. Do you know where they operate?—A. I don’t recall them 
at all. 

Q. In connection with your testimony this morning on the subject of CMA’s 
monopoly, there were quite a number of [Tr. 3547] airlines operating in Mexico 
in addition to those that we have gone over as listed in this paragraph, were 
there not?—A. Yes, sir. 
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Q. Could you give us the names of some of them?—A. Well, I think you havc 
the names of substantially all of them here in the conversation that we have just 
had. 

Q. Well, let’s see about that. Wasn’t there a company operating known as 
Servicio Aereo Panini?—A. That is correct. 

Q. Didn’t they operate a fairly extensive system of routes between Mexico 
City and points in the north and west of Mexico?—A. Well, they operated 
between those points ; yes, sir. 

Q. Then there was a company known as Transportes Aereos Mexicanos. That 
company operated routes in Yucatan, did it not?—A. I am not familiar with that 
except in a very general way. 

Q. Did you ever hear of a company called Comunicaciones Aereos de Vera- 
cruz?—A. No, sir. I don’t recall. 

Q. Did you ever hear of a company known as Aerostransportes?—A. Yes. 

Q. And they were what we would call an east-west carrier, were they not, in 
Mexico?—A. Well, my recollection of them was up in the Monterey areas. My 
recollection was that they operated between Monterey and Torreon and perhaps 
down through some points [Tr. 3548] south of there into Mexico City. 

Q. They also operated between Monterey and Guadalajara and Mazatlan?— 
A. Well, whether they operated the line or not, I don’t know. But I believe 
they did hold authority for such an operation. 

Q. And also over to Tampico, on the east coast?—A. I don’t recall their operat- 
ing into Tampico. 

(Tr. 3549] Q. Isn’t it true that CMA operated only about 15 percent of the routes 
authorized by the Secretary of Communications and Public Works?—A. Well, I 
don’t know. That statement might be correct technically, but it is probably as 
misleading as any statement that could be made, because the Mexican Govern- 
ment issued from time to time permits to various airlines to operate, many, many 
thousands of miles of routes. Most of them were never activated at all. 

Q. Do you mean like the ones that were issued to you?—A. Well, a good deal, 
yes. I think undoubtedly that is included in that 15 percent approximation. 

Q. I see.—A. That doesn’t apply to all of the routes issued to us, however. But 
the proportion of the mileage of CMA as compared to the mileage of routes issued 
by the Mexican Department of Communications might be 15 percent, but CMA 
had selected the most important portions of Mexico to serve, by reason of the 
wisdom supplied by Pan American Airways. That was a perfectly natural thing 
for them to do. And in point of volume of business, they did more business than all 
the other airlines in Mexico put together, by a long shot. 

Q. Do you have any figures on that?—A. No, but I will be very glad to procure 
those, too. 

Q. I wish you would, from some official source.—A. All right. 

Now, when this matter was discussed between Maximino Avila Camacho and 
me, I pointed out the fact that it would be [Tr. 3550] impossible for any new 
airline coming into Mexico to undertake to render a first-class competitive service 
to prosper unless it served many of the points that CMA served, because CMA 
already had all the most important points in Mexico in its route pattern. 

Q. Let us now look at some of these findings that the Advisory Technical 
Commission made. Look at page 6, please. By the way, do your charges of bad 
faith go to the Advisory Technical Commission’s report as well as to the action 
of the Secretary of Communications and Public Works?—A. Well, I don’t know 
what the relationship may have been between the two in connection with the 
incident that I have related, which was to me evidence of bad faith—that is, 
the filing of what they called “Sabadosiness”; that is a rather common term in 
Mexico for that type of action—that is the filing of a notice on Saturday night 
after the courts are closed, and relief cannot be gotten through the courts. I 
have no knowledge of the relationship existing between the Technical Committee 
and the Ministry of Communications with respect to that. 

Q. Well, there was nothing about the date of the filing of the Technical Com- 
mission’s report that gives any cause for such accusation against them, is 
there?—A. Well, I have already testified that I never saw that report, so that 
between the date that the Technical Committee’s report was dated, and the 
action of the Minister of Communications, only a few days elapsed. 

The Technical Committee’s report is dated October 18, and notice of the 
Minister of Communications canceling our per- [Tr. 3551] mits, which you have 
submitted to me, is dated October 25, So that it is perfectly evident that one 
followed the other very quickly, and I had no knowledge of the contents of this 
so-called Advisory Technical Commission report in the meantime. 
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Q. I just wanted to look at some of these findings made by the Advisory Tech- 
nical Commission, without laboring the point unduly. 

Mr. Higusaw. Mr. Examiner, I think this would be a good time, since we have 
had so much reference to this Advisory Technical Commission, to have the record 
show what the composition of the Commission was. I have particular reference 
to the fact that this exhibit PA-611 states, down in paragraph IV: “In order 
that the purposes sought by this article may be duly carried out, the Technical Ad- 
visory Commission shall be formed and composed of such official representatives 
of the workers and representatives of the companies that may be specified in the 
respective regulations to be issued.” 

I think it would be a good idea if we had the record show what workers groups 
and what companies were represented on the Commission, and what the rest of 
its composition was, if any. 

Mr. FRIENDLY. We will be glad to supply that. I don’t know that I can do it 
right at the moment, however. We will be glad to see what we can find out 
about that. I don’t have anything available right at the moment. 

Examiner WRENN. Very well. 


By Mr. FRIENDLY: 

{Tr. 3552] Q. Now, you referred, Mr. Braniff, at some length to this so-called 
bad faith on the part of the Secretary of Communications and Public Works of 
Mexico. You did institute a judicial proceeding to challenge the correctness of 
his action ; did you not?—A. Yes, sir. 

Q. And you brought that in the First District Mexican Federal Court; is that 
correct ?—A. I think that is a correct reference to the court. I am not sure. 

Mr. FRIenpDty. I would like to have marked for identification as exhibit PA-614 
the decision of the First Mexican District Court on this subject. 

Examiner WRENN. It may be so marked. 

(The document referred to was marked “Exhibit PA-614” for identification.) 


By Mr. FRIENDLY: 

Q. I assume that Aerovias Braniff’s files do contain a copy of the opinion of 
the First District Mexican Federal Court on this matter?—-A. What is the date 
of this? 

Q. It appears on the last page, Mr. Braniff, May 13, 1947.—A. Yes, we have a 
record of that. 

Q. Would you also be good enough to check this against your records and see 
whether this is a substantially correct copy of the opinion of the First Federal 
District Court?—A. Yes, sir. 

Q. And without going into detail, if you will look at [Tr. 3553] the next to the 
last paragraph, the judge there finds that “The justice of the Union does not 
grant ‘amparo’ to nor does it protect the Compania Aerovias Braniff 8. A. against 
the acts listed in the first paragraph of the preamble of this award nor against 
the authorities mentioned therein”; is that correct?—-A. That is what I read 
here ; yes, sir. 

Q. Well, you know that the effect of the decision was to hold that the Secretary 
was correct and to deny your amparo, do you not?—A. Yes, sir. 

Q. This document, which is exhibit PA-614, for identification, relates only to 
the Mexico City-Merida route. There was a similar opinion turning down your 
appeal on the Nuevo Laredo route; was there not?—A. To the best of my recol- 
lection, that is correct. 

Q. And then you appealed from both of those decisions to the Supreme Court 
of Mexico?—A. That is right. 

Q. And I think you did testify that they decided against you also?—A. Yes, 
sir; I have never seen a copy of their decision, however. If you have it, I would 
like very much to see it. 

Q. We can join you in wishing we had it, also. I have never seen it. Now, 
coming to this matter of the use of airports, if you would look at PA-611, which 
is the extract from the Mexican communications law—and I refer you particu- 
larly to pages 3 and 4, articles 360 and 363, which [Tr. 3554] provide that tariffs 
for the use of the airports must be at rates approved by the Secretary of Com- 
munications—do you find those provisions?—A. What is that in: 364? 

Q. 360 and 363.—A. 360 has nothing to do with tariffs. 363 does have; that 
is right. 

Q. Now, you had investigated, on behalf of Aerovias Braniff—I don’t mean you 
personally—but Aerovias Braniff had investigated, before beginning operations, 
what tariffs had been approved by the Secretary of Communications and Public 
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Works with respect to the airports owned by CMA; had you not?—A. I don't 
recall that we did. We may have been remiss in that respect. If we didn’t, I 
will admit that we should have done so. 

Q. Well, you referred this morning to a so-called competitive tariff of 85 pesos, 
Where did you get your knowledge on that subject?—-A. Because that was the 
price demanded of us by CMA when we landed in the airports at Nuevo Laredo 
and at Merida. 

Q. Did Aerovias Braniff make any investigation to find out whether that tariff 
had been approved by the Secretary of Communications?—A. Yes. 

Q. You found that it had been; did you not?—A. I don’t recall whether it had 
been specifically approved or whether it had never been acted upon. In any 
event, we found indications that there was a tariff filed with the [Tr. 3555) 
Ministry, which gave CMA the right to charge 85 pesos to a competitive airline, 
and a considerably lesser fee to a noncompetitive airline. That, of course, was 
the phase of the situation to which we made objection to the Ministry of Com- 
munications, and which we felt would not be supported by the courts, if it were 
ever taken to the courts, 

Q. Were those objections that you made oral or in writing, Mr. Braniff?— 
A. Both. 

Q. Could we have a copy of the written objections that you made?—A. I will 
see what I can find on that. 

Q. Didn’t your inquiry develop the fact that that tariff had been fixed as far 
back as 1936?—A. I don’t recall the date of the filing of the tariff. 

Q. Actually, when you speak of the 85 pesos tariff, wasn’t that broken down 
into two parts? Wasn’t there a 70-peso tariff for landing and takeoff, and then 
a charge of 5 pesos for each radio-telephone contact, and since 3 of those were 
required, it added up to the 85?7—A. That is quite possible. Just one moment. 
Now, I hadn't completed my answer to the question which you asked me. I don’t 
know what the next question is going to be, but I would like to amplify my 
answer to the question. 

Examiner WRENN. Go ahead, Mr. Braniff. 

The WirTness. If I may do so, 

Examiner Wrenn. Surely. 

Mr. FrRienpLy. To which question? 

The Witness. To the question about didn’t we know [Tr. 3556] about the 
existence of this tariff at the time we took out our permit and started to operate. 
[ Continuing. ] 

We went into it with the assurance of Mr. Camacho that he wanted a competi- 
tive airline in Mexico and he wanted us to operate it, and he would see that 
there would be no discrimination against us and that all matters such as dis- 
criminatory tariffs, and monopolistic control of airports, would be taken care of. 
And we relied upon that assurance. So that any matters of this kind would, 
in our opinion, have been removed, had Maximino Avila Camacho not died. 
But our problem resulted from the fact that about the time we were ready to 
start the operations, he did die, and the Ministry fell into the hands of Pedro 
Tornel, who became an ally of CMA and an antagonist of Aerovias Braniff. 
That, in itself, in our estimation, will explain many of the things that occurred 
afterwards, including the report of the Advisory Technical Commission to which 
you have referred, and which you have introduced as an exhibit here. 

Q. And the decision of the district court?—A. Well, I haven’t seen the 
decision—you mean the district court? 

Q. Yes.—A. Well, I don’t know anything about that. 

Q. And would that explain the decision of the Supreme Court of Mexico, 
also?—-A. I don’t know anything about that. I am talking about things that 
were within his Department. You understand, I am sure, that the Technical 
Committee was in his Department. 

Q. When did Mr. Tornel’s change of heart occur?—[Tr. 3557] A. Subseqnent 
to the opening of our service into Nuevo Laredo. He appeared at the inaugural 
ceremony and made the statements that I have already testified to here, to the 
effect that he was representing the President of the Republic, and that they were 
glad to see this operation started, and approving of the things that we were 
doing in Mexico. 

(Tr. 3558] Q. Could you help us at all on the date of the oral protest you made 
with respect to the 85 peso tariff?—-A. Yes, in a general way. It was subsequent 
to the first demands made upon us to pay that fee by CMA at Nuevo Laredo, so 
that was subsequent, and I think almost immediately subsequent, to April 5, 19-45. 
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Q. Is it your testimony, Mr. Braniff, that at the time when you actually 
started the operation, you still hadn’t made any investigation to determine what 
the airport charge would be?—A. No. I didn’t testify to that. 

Q. When did you find out what the airport charge would be?—A. I don’t recall 
when we did. 

Q. Well, you, as an experienced operator, wouldn’t just go in and use an 
airport without having found out what the tariff would be, would you?—A. Well, 
I never thought the tariff would be that. I was resting under the assurances of 
Maximino Avila Comacho that no injustices or discrimination would be prac- 
ticed against us if we would come in and operate a competitive service. 

Q. Could you answer my question, whether you, as an experienced airline 
operator, had started a service without checking as to what the charges would 
be? Do you think you did that? You can answer it either way. 

Mr. Hieusaw. I think the witness testified as to why he started operations. 

Examiner Wrenn. Mr. Friendly has asked him a direct question. Read it 
back to him. 


(Tr. 3559] Mr. HicHsaw. He gave an answer to that. That is my point. He 
already gave an answer. 


Examiner Wrenn. I didn’t so understand. If he has answered it he can tell 
him so. 

Read the question back, please. 

(Question read.) 

The Witness. Yes, I might have done so, resting upon the assurances then 
given me by the then Minister of Communications. 

Examiner WrENn. You are talking about that fact at that particular time? 

The Witness, Yes, I wouldn’t make that as a general statement. I felt that 


that would protect us against anyone who had competed with CMA or stepped 
on their toes in any way. 


By Mr. FrRrenpty: 


Q. Now, General Comacho died in February 1945, did he not?—A. I don’t recall 
the date. That is approximately correct. 

Q. And you started this service in July ?—A. April 5. 

Q. The incident in Merida occurred in July, did it not?—A. That is right. 

Q. So that in the interval between February and July, let’s have it either way, 
it doesn’t matter to me, I just want the facts—is it your recollection—if you 
have any, [Tr. 3560] or if you have not, say so—that you had or had not known 
what the airport charges under the rulings of the Secretary of Communications 
at the airport at Merida were?—A. We had knowledge of the fact that there was 
on file a tariff by CMA, charging 85 pesos for landings for competitive airlines, but 
there was nothing to indicate, as far as I have knowledge, that it had ever been 
approved. It had simply been filed. And we felt that that was a matter of 
adjustment with any fair-minded impartial Ministry of Communications, and we 
expected to secure an adjustment of anything that we regarded as being unfair, 
such as we regarded that as being unfair. 

As a matter of fact, in our estimation, that was one of the very best pieces of 
evidence of the monopolistic methods of Pan American Airways, and its sub- 
sidiary, CMA—the fact that it would discriminate in its charges between an 
airline using the airport that was a competitive airline, and one that was 
noncompetitive. 

Q. Did you instruct the pilot who was to take the plane into Merida that he 
should pay the charge because you had confidence that you would get the matter 
rectified with the proper authorities, or did you instruct him to pay whatever 
he thought he ought to pay?—A. I don’t recall what the specific instructions were 
there, until he called on the phone, and he was told to pay the price that was 
demanded. The presumption was that whatever the charges were they would 
be rendered in a bill to Aerovias Braniff at the end of a month, as was cus- 
tomary between air lines, and as was done by CMA with Braniff Airways at 
Nuevo [Tr. 3561] Laredo. 

Q. Just a minute, Mr. Braniff. You say he was instructed to pay whatever 
was demanded?—A. No, I didn’t say that. I don’t recall what instructions, 
if any, were given him as to paying a fee when he landed the airplane on the 
airport. That is not a customary thing. 

Q. Well, let us just get the facts straight now. You know that he tendered 
30 pesos, don’t you?—A. I don’t recall that. 

Q. You don’t recall that?—A. No, I don’t recall that. 
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Q. You know he tendered something different from the 85 pesos, don’t you?— 
A. Well, I think that would be a natural thing to do, because I don’t know 
what all the circumstances of that incident were, as far as the price to be paid 
for making the landing is concerned. Undoubtedly, I had the facts at the time, 
but they are vague in my recollection now. 

Q. Were you in Mexico at the time?—A, Are you talking about the time of the 
operation to Merida? 

Q. That is right.—A. I was there at the time of the inauguration of the 
service to Nuevo Laredo. Whether I was there at the time of inauguration 
of service to Merida, I can’t say definitely, but that, too, I will be very glad to 
check on and let you know. 

Q. Well, I don’t think that would serve any purpose, [Tr. 3562] because I 
only asked it for the purpose of asking a further question. It is not important 
enought to report back on. 

Now, on this incident that occurred at Veracruz, on the return flight from 
Merida, about the lights, you recall, do you not, that CMA took the position 
that the incident had occurred because of the failure of the pilot to file his 
flight plan and estimated arrival time?—A. Yes, I recall reading that, in that 
letter of Mr. Silliman. How could a pilot 

Q. I am asking the questions, Mr. Braniff.—A. All right. 

Q. Did you find his flight plan?—A. I don’t recall about that. But it would 
be impossible for our pilot to file a flight plan with your officials in charge 
when they wouldn’t permit our employees to come in to the terminal building or 
to any portion of the airport, other than the plane itself, and in that area im- 
mediately surrounding the plane. 

Q. Didn’t you look at the log of the plane to find whether it had sent an 
arrival message to Veracruz?—A. No, that would not have been naturally my 
responsibility. That would have been—— 

Q. Well, you were broadcasting these charges, weren’t you, quite frequently 
at that time? That was your responsibility. —A. Well, “broadcasting,” I think, 
is a very good word. I wanted it to have just as much publicity as we could 
give it. 

Q. But you didn’t regard it as your responsibility to check as to whether the 
pilot had sent the estimated time of ['Tr. 3563] arrival?—A, No. 

Q. Just answer that.—A. No, that was not a natural function for me to 
perform. Pan American had its radio at Merida, and it had its radio and its 
employees at Veracruz, and it was in a position to pass on any information that 
was important in connection with the safety of a trip of that sort, but I do 
know as a matter of fact that our employees were not permitted access to the 
terminal building or any portion of the airport, except that immediate area 
where the plane came to rest, and whence it took off, so that I can’t conceive 
of how any plan or how any other information could have been conveyed to 
Pan American employees under those circumstances. 

Q. Your plane was equipped with radio, was it not?—A. Oh yes, and our 
operator at Veracruz knew of the approximate time of arrival of this airplane. 

Q. In the subsequent operations of Aerovias Braniff, was there ever any other 
incident of failure to light an airport when one of your planes was about to 
arrive?—A. No, that is the only one. I think perhaps the very publicity which 
we gave that matter had a great deal to do with the fact that it didn’t occur 
again. Furthermore, the General in charge of the training school, the Mexican 
training school, at Puebla, was a passenger on this plane, and I think perhaps 
his influence had something to do with the correction of that situation. 

Q. Mr. Braniff, there are some portions of Public Counsel’s exhibits which refer 
to something that occurred [Tr. 3564] between CMA and one or both of your 
enterprises with regard to the fee to be charged for the use of the airport at 
Nuevo Laredo. If you will be good enough to look at Public Counsel Exhibit 
450, page 6, I call your attention to the fact that this is a letter addressed to 
Mr. Stockdale in the capacity of traffic manager of Braniff Airways. Do you 
notice that?—A. Yes, sir. 

Q. At the time that letter was written, Aerovias Braniff had only recently been 
organized, and was not engaged in operations, isn’t that correct?—A. That is 
right. 

{Tr. 3565] Q. Then, later on, as we have developed, Aerovias Braniff went 
into operation in April of 1945, I believe it was, and Braniff Airways naturally 
made Aerovias Braniff its preferred connection ; is that right?—A. Well, it made 
available to CMA, at all times, the facilities of Braniff Airways for connecting 
passengers. 
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Q. Now, did you receive a letter from Mr. Silliman in the summer of 1945 on 
the subject of these charges at the Nuevo Laredo airport?—A. I don’t recall. 

Q. You do recall receiving this bill—which is reproduced on page 9 of exhibit 
PC-450—for 70 pesos for landing. You recall that, do you not?—A. Yes. 

Q. And do you remember writing to Mr. Messersmith complaining about that— 
which is exhibit PC-450, page 1, the next-to-last paragraph?—A. I didn’t get your 
last question. 

Examiner WRENN. Read it back, please. 

(Question read.) 

The WITNEsSs. That’s right. 

Mr. FRrrenpty. I would like to have marked for identification, Mr. Examiner, 
a letter dated July 27, 1945, from Mr. B. R. Silliman, general manager, CMA, 
to Mr. Braniff. 

Examiner WRENN, It will be marked as PA-610. 

(The document referred to was marked Pan American Airways Exhibit PA-— 
610 for identification.) 

Mr. FRIENDLY. I suggest that Mr. Braniff read it. 

Examiner WRENN. Read it to yourself, Mr. Braniff. 


(Tr. 3566] By Mr. FRIENDLY: 

Q. Do you remember receiving such a letter, Mr. Braniff?—A. Well, it is a 
long time ago, but I understand its contents now. 

Q. My question is whether you recall receiving such a letter?—A. No. But 
I admit that it probably was received. 

Q. It is true, as stated in Mr. Sillman’s letter, is it not, that between the date 
of the letter of February 7, 1944, and July 27, 1945, a new airport had been built 
by CMA at Nuevo Laredo?—A. Yes, sir; that is correct. But we never received 
any letter from Mr. Silliman withdrawing the conditions of his letter of February 
7, 1944, and substituting any other conditions. Therefore, resting upon that 
letter of February 7, 1944, we felt that the conditions still obtained. It wasn’t 
until his letter of July 27, 1945, that he altered those conditions, in the next-to-last 
paragraph. 

Q. Well, you are aware that he takes the position that the letter of February 
7, 1944, applied to a particular airport and that no alteration was required. You 
disagree with that, I take it?—A. I would consider that if he wanted to change 
the conditions of his letter of February 7, 1944, he should have written us a 
letter to that effect. 

Q. You say that in spite of the fact that the letter of February 7, 1944, spe- 
cifically referred to the Nuevo Laredo Airport?—A. Yes. I still think he should 
have notified us of [Tr. 3567] the conditions which, in his estimation, justified 
a change in the conditions contained in his letter of February 7, 1944. That 
would be good business practice. 

Q. You made some reference this morning to all these things with which Pan 
American supplied CMA. When did Pan American found CMA?—When did 
they what? 

Q. When did they establish CMA ?—A. I don’t know. 

Q. You don’t know when Pan American established that subsidiary ?—A. Well, 
Pan American does, and I would prefer their records would show that. 

Q. Well, you have been in Mexico a long time, Mr. Braniff. Can’t you help 
us on that at all?—A. No; I can’t give you any information on that. 

Q. You don’t know that CMA was a functioning airline long before it was pur- 
chased by Pan American?—A. I have heard something of the original history of 
CMA, but as far as the details of it are concerned, or as far as the dates of it 
are concerned, I have no recollection of it. 

Mr. FRIENDLY. That is all. 

txaminer WRENN. Mr. Highsaw, do you have any redirect? 

Mr. Hieusaw. I just want to clear up a few things for the record, Mr. Examiner. 

Mr. Friendly, is this Advisory Technical Commission report a public document? 

Mr. FRIENDLY. I presume so. I don’t know. 


(Tr. 3568] By Mr. Higusaw: 


Q. As I understand, this report was not served on you, Mr. Braniff, as far as 
you know?—A. I don’t know. I can’t say whether it was or not. All I can say 
is that I never saw it before and certainly I did not have the information con- 
tained in that report when I received the notice from the Minister of Communica- 
tions of the cancellation of our permits on the Saturday night. 





2994 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


Mr. Frrenpty. I am not saying that it was available at that time. I assume 
that like any governmental record—— 

The Witness. Frankly, I don’t think there is any significance to the date of 
that technical committee's report. 

Mr. Hiensaw. Could you check, Mr. Friendly, and see if it is a public docu- 
ment? 

Mr. FRIENDLY. I will; yes. 

Mr. Hicusaw. With respect to exhibit PA-611, I expect those are just excerpts 
of the law, as I read it. I am not making any point of it. I presume Mr. Friendly 
has excerpted the proper portions of the law that are applicable. 

Mr. FRIENDLY, We would be glad to agree that any counsel can refer to any 
provision of the Mexican communications law that he deems relevant. We have 
endeavored to excerpt the proper passages. 

Mr. WEstwoop. We will be glad to join in that agreement. 

Mr. Hieusaw. Mr, Examiner, I just make that observation in connection with a 
point that has been made about some of the exhibits proposed by Eastern con- 
taining excerpts. I think that should be taken into consideration. 

(Tr. 3569] Mr. Frrenpiy. Well, now I don’t want any inference of that sort. 
I think the circumstances are not parallel at all, and if Mr. Highsaw wants the 
whole law brought in, we will bring it in. 

Examiner Wrenn. Do you want the whole law? 

Mr. Hicusaw. No; I don’t think it is necessary. 

Mr. Frienpty. I think the analogy between this kind of situation and one 
where a party goes through the record and takes a direct examination of a 
witness, without the cross-examination, and takes an exhibit of one party without 
the counterexhibit of the other party or parties, should be apparent to public 
counsel, 

Examiner Wrenn. All right, the position of the parties is clear on the record. 

Go ahead with your questions, Mr. Highsaw. 

Mr. Frienpty. We have the law right here, Mr. Examiner. We will be glad 
to have it in. 


By Mr. Hiensaw: 


Q. During the interval between this February 7, 1944, letter, which is on page 
8 of PC-450 and the date of this letter of July 27, 1945, which is exhibit PA-610, 
did Aerovias Braniff begin its operations?—A. Yes. 

(Tr. 3570] Examiner Wrenn. I would like to put one thing on the record 
with respect to this communications law. I find it isin Spanish. If any counsel 
wants to translate it and put it in, he can. 


By Mr. Hicusaw: 

Q. Mr. Braniff, how long have you been in the air transport business?—A., 
Since 1928. 

Q. In those over 20 years of experience in the air transportation business, do 
you know of any other situation in which a carrier has blocked the planes of 
another carrier at an airport, for any reason?—A. No, sir; I do not. 

Mr. Hicusaw. I believe that is all. 


CROSS-EXAMINATION 
By Mr. FRIEnvDLy: 


Q. Do you know of any other case in which a carrier has refused to pay law- 
fully established charges and has taken the law into its own hands and told the 
owner of an airport what it is going to pay? 

Mr. Hicusaw. That isn’t a true characterization of the situation. 

Mr. Frrenpiy. I am asking the question. 

Examiner WRENN. Well, Mr. Braniff may answer, regardless of the character- 
ization. Answer as to the facts. 

The Wirness. I don’t consider that to be the circumstance of the Merida 
incident. 


By Mr. FRIENDLY: 


Q. You knew what the established charge was. You told us [Tr. 3571] that; 
didn’t you?—A. I didn’t regard it as an established charge. I don’t know that 
it was ever charged to anybody else. 
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Q. But you knew that it had been filed?—A. I regarded it as a means by 
which Pan American Airways and its subsidiary, CMA, was undertaking to 
destroy Aerovias Braniff, S. A. 

Q. You knew that it had been filed?—A. I knew it had been filed, but there 
was no evidence of it having been approved, and therefore there was no indica- 
tion that it was the law or that it was the proper charge, or that such a charge 
would be enforced against Aerovias Braniff in a public airport. 

Now, this is quite different from the Nuevo Laredo Airport. Let me get this 
into the record. The Nuevo Laredo Airport was owned and constructed by 
CMA at its own expense. The airport at Merida was a so-called public or 
international airport, a very large part of the expense of which was borne by 
United States taxpayers through the airport development program. And, 
while we objected to the charges made at Nuevo Laredo, we did feel that our 
objection less standing than our objection to such charges of a discriminatory 
tariff being made in an international public airport which was constructed 
very largely with money provided by United States taxpayers. 


. * * * * « o 


Q. You do know that the Merida airport was what you called “interna- 
tional” ?—A. Yes. 

Q. Where did you get the information that they had received some different 
designation in Mexico?—A. Well, because it was a matter of general impression 
or knowledge that I had at the time. 

Q. That it had some different status?—A. Oh, yes—quite a different status. 
Under the Mexican law, for instance, no foreigner can own a piece of land 
within 50 miles of the seacoast, and Merida is within 50 miles of the seacoast. 
Nuevo Laredo is not. 

Q. That is what makes an airport an international airport?—A. Not neces- 
sarily. 

Q. What does? What I am trying to get at is, as far as its being an interna- 
tional airport is concerned, just what are the differences between Nuevo 
Laredo and Merida?—A. Well, the differences are primarily that Nuevo Laredo is 
neither within 50 miles of the seacoast, nor was the airport owned by either 
the Government or was it built by [Tr. 3573] United States funds. 

Q. All right. Now, neither airport was owned by the Government—by the 
Mexican Government. We can agree on that, can’t we?—A. Well, I don’t know 
that we can. The Mexican Government has taken the position, from time to 
time, that all so-called public airports, as I believe they expressed it, are under 
the control of the Government. 


+ * * t * * + 


Bxaminer WRENN. As I understand the situation, then, you asked your attor- 
ney for advice, and he studied the law and advised you on the basis of the law 
what would happen, and you proceeded on that, and the opinion of the Technical 
Advisory Commission is something else, and also the action of the Minister of 
Communications which was subsequently upheld by the courts? 

The Witness. That is right. 

Examiner WRENN. All right. 

The Witness. That same position was subsequently taken by the equivalent 
of what we call the Attorney General of [Tr. 3578] Mexico, who signs himself 
as the auxiliary agent, Licenziado y Matas, who made a recommendation to the 
Supreme Court of Mexico on September 17, 1947, in which he gave his opinion 
with respect to our rights, and set out exactly those conditions under which our 
permit couldn’t be terminated. 

Examiner WRENN. But the supreme court didn’t agree with what the attorney 
general said? 

The Witness. The supreme court didn’t take his advice. 

Examiner WRENN. Anything further, Mr. Friendly? 

Mr. Frienpiy. Just one question, 


By Mr. FRIENDLY 


Q. You speak of your permit being terminated. You only had an experimental 
permit, didn’t you?—A. Yes, sir. 
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Q. And the law requires that during the term of that permit you must apply 
for the concession: is that right?—A. That is right. 

Q. There is nothing in the law which in any way limits the powers of the 
Secretary of Communications and Public Works as to what he is to do when 
such an application is made; is that right?—A. Well, as far as we had any 
knowledge, it was a perfunctory thing to issue certificates in lieu of permits, 
unless there had been a violation of the terms of the permit, and in our opinion 
we had not violated the terms of the permit, but had complied fully with the 
Mexican law, and we felt that was merely a perfunctory thing for the Minister 
to issue the franchises. 

Q. You realize, do you not, that article 347 of the law [Tr. 3579] provides 
“that the only requisites for an experimental permit shall be proof of the sol- 
vency of the applicant and the obligation to fulfill the rulings relative to flights, 
passenger, insurance, aviation personnel, and other precepts of this law and its 
regulations.” 

You are familiar with that; are you not?—A. Yes. 

Q. And your position is that that should be the only requisite for translating 
that experimental permit into a permanent permit; is that right?—A. That is 
substantially correct, if there has been no violation. As a matter of fact, Mr. 
Examiner, I would like to introduce in evidence this—is it proper for me to do 
it—this opinion of the Attorney General? 

Mr. Hicusaw. We will offer that for identification as PC-441. 

Examiner WrENN. Very well, it may be so marked. 

(Whereupon, the document referred to was marked “Public Counsel Exhibit 
PC—441” for identification. ) 

The Witness. I am doing this because it constitutes an opinion from a Mexi- 
can legal official of the Supreme Court of Mexico, to the court, which corre- 
sponds exactly with the theory upon which we had been operating in Mexico, 
based upon the advice of our attorneys. 

Examiner Wrenn. Well, I think we have gotten down to the argument now. 
You have the law in here, and I understand you have the statement of what your 
counsel advised you, and you proceeded on and you have the advice of the supreme 
court. I don’t see that there is any further need of going into it. 

[Tr. 3580] Mr. HianHsaw. We will have the exhibit reproduced and dis- 
tributed, Mr. Examiner. 

Examiner WRENN. Very well 

Mr. Hicusaw. That is all of Mr. Braniff. 


SUBCOMMITTEE INSERT R 
Boru Srpes or CMA-ArErovias BRANIFF Ficut Toip 


Through their affiliates, Pan American Airways, and Braniff Airways are 
waging a bitter struggle in old Mexico for a place of preeminence in the Republic’s 
plans for a greatly expanded postwar air transport system. The two companies— 
Compania Mexicana de Aviacion, S. A. and Aerovias Braniff, 8. A.— have crossed 
swords several times during the past year in procedures before Mexican Govern- 
ment agencies but it was only a few weeks ago that physical force was resorted 
to with the result that the battle today is being waged in the Mexican courts. 
Two incidents, one involving CMA’s use of oil trucks, cars, and other mobile 
equipment to block departure of a Aerovias Braniff plane until CMA had. been 
paid what Aerovias Braniff officials regarded as an exorbitant landing fee, hit the 
newspapers and the aviation section of Time magazine to focus attention on a 
fight that will have far-reaching repercussions in both the United States and 
Mexico. As this was written, Aerovias Braniff was operating its Mexico City- 
Merida route under authority of a temporary injunction which restrained the 
Department of Communications and Public Works from enforcing an order which 
suspended Braniff’s temporary permit to operate the route. Because the’ fight 
involves use of airports which were built under the hemispheric defense program 
with United States funds, and because both the Mexican and the United States 
Governments will be compelled to formulate some definite policies relating to 
plans for expanding air service in Mexico, American Aviation magazine wired 
the heads of both of the affiliate companies for the story behind the Merida and 
Veracruz incidents. From CMA, it received a 9-page telegram. From Tom 
Braniff, president of Aerovias Braniff, a personal visit and an explanation backed 
by considerable documentary evidence. The explanations follow: 

“Since 1924,” wired Elton Ross Silliman, CMA general manager, “CMA has 
been operating in Mexico installing its own facilities, constructing airports, and 
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in general pioneering the civil aviation field in order to establish a Mexican 
flag line service comparable to the best in the Western Hemisphere. 

“Its investments total many millions of pesos and its expansion has been 
gradual, geared to its ability to render adequate service on the routes covered by 
its concessions. It has no desire to become nor is it monopolistic in any sense. 
Even today, after 21 years, it flies less than 15 percent of the total route miles 
covered in concessions and permits granted to all operators in Mexico.” 


CMA WANTS TO COOPERATE 


“CMA’s policy has been and is now one of cooperation with other airlines. 
CMA has used and will use the legal means at its disposal for the correct 
interpretation and application of the spirit of the Mexican communications law, 
particularly that portion designed to prevent uneconomic duplication of estab- 
lished operating routes. This policy is not directed at any particular airline 
but is founded upon the belief that effective control of duplication must be 
maintained in order to protect all civil aviation in Mexico. 

“The present contention with Aerovias Braniff over its paralleling certain CMA 
routes is merely incidental to the policy at issue. Aerovias Braniff in late 1943 
and early 1944 obtained experimental permits covering more route miles than 
those being operated by CMA. Since that time Aerovias Braniff has made no 
attempt to install airports and allied facilities for the operations of its services. 
On the contrary it elected to commence its operations in the spring of 1945 over 
only that small portion of its routes which directly duplicated those of CMA 
between Laredo and Mexico City and in July between Mexico City and Merida, 
Yucatan. 

“These routes had long since been pioneered, developed, and established by 
CMA. Aerovias Braniff operations over its nonparallel routes which involved 
substantial investment have strangely enough not been commenced to date. 
Braniff’s contention that it has not commenced flying other sections of its routes 
because of unavailability of planes does not account for its failure to have long 
since installed the airports and facilities which it will need now that planes are 
available. 

“Braniff complains that CMA has refused use of the airports and facilities at 
Veracruz and Merida. Braniff would make it appear that this policy was con- 
ceived after Braniff inaugurated its Mexico City-Merida service. As far back as 
February 1945 Braniff was informed that CMA would not enter into any definite 
agreement covering the use of CMA’s ground facilities at the airports in Vera- 
cruz and Merida. 

“Under articles 360 and 363 of the Mexican communications law privately 
owned airports are obligated to permit landings and extend meteorological serv- 
ice to other airlines upon the payment of the nominal fees authorized by the De- 
partment of Communications. CMA has at no time denied Braniff these services 
and the incident of blocking Braniff’s takeoff from Merida arose from Braniff’s at- 
tempt to escape payment of the authorized landing fee. Incidentally the plane 
could not be held up without approval of government commandant. Time maga- 
zine reports CMA fieldmen at Veracruz refused to switch on landing lights for a 
Braniff landing after dark. This is untrue. The field was lighted promptly up- 
on request from the ship. If there was any delay or if the lights had not been 
turned on prior to the plane’s arrival, it was because Aerovias Braniff deliberately 
refused to file its flight plan or estimated time of arrival in contravention of regu- 
lations requirements and contrary to the most elementary safety precautions 
and despite the hazard involved in flying congested area without notifying posi- 
tion or other vital information. 

“Time magazine quotes Stockdale, vice president of Aerovias Braniff, as saying 
These airports were built under lend-lease laws of the United States.’ This 
statement is puerile. There are no lend-lease built airports in Mexico. Time re- 
ports that Mexican Minister of Communications ruled that fields should be 
considered public property exclusive to no one. This is incorrect. The Minister 
referred to the fields as belonging to CMA but open to public service subject to 
CMA’s legal right to charge fees for landings and services. 

“Braniff, without risking investment, has been continuously enjoying such 
services. The referred to ruling in no way amplifies the services to which 
Braniff is entitled. Must remember that Mexico for almost 20 years has been 
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an adult in aviation. Airline operators are held to strict compliance with well- 
defined communications law and no current legislation makes it possible for a 
simple ruling to make airfields ‘public property.’” 


NEVER SPENT A NICKEL 


“Tt would seem though that Braniff, balked in its attempt to operate on some- 
one elses investment, is now trying to bring about the federalization of private 
airports in development of which it has never spent a nickel. CMA maintains that 
Braniff’s activities in duplicating long-established routes are contrary to Mexican 
law and constitute unwarranted, unfair, and improper speculative competition 
and CMA is willing to abide by decisions of Mexican courts. CMA considered 
it has been upheld in this contention in that on August 2 (unreported by Time) 
the Ministry of Communications canceled Braniff’s experimental permit be 
tween Mexico City and Merida.” 

‘Tom Braniff, president of Aerovias Braniff and also president of Braniff Air- 
ways, told a representative of American Aviation that his company had obtained, 
through regular and established procedures, the temporary permits to operate 
various air services in Mexico, that the routes it is now operating were selected by 
the Mexican Government as being the most urgent from the point of the need of 
the service, that all of its efforts to enter into contract with CMA for use of cer- 
tain airfields were blocked by CMA which refused to enter into negotiations for 
their use. 

In support of Aerovias Braniff’s efforts to negotiate a contract with CMA for 
the use of certain airports, Mr. Braniff exhibited a copy of a letter which read as 
follows: 


CoMPANIA MEXICANA DE AVIACION, S. A. 
Boliver, Mexico, D. F., February 16, 1945. 
Mr. F. C. DYEr, 
Operations Manager, Aerovias Braniff, 8. A., 
Apartado Postal No. 1441, Ciudad. 


Dear Mr. Dyer: In reply to your letter of February 12 I advise that in view of 
the competitive aspect of your proposed operations ,we are not now prepared to 
enter into any definite agreement covering the use of ground facilities at our 
airports. 

Very truly yours, 
BE. R. SInirMan. 

On June 16, Mr. Braniff stated, Dyer sent CMA a contract identical to the one 
by which both CMA and Aerovias Braniff are permitted to use the airport at 
Monterrey, Mexico. This airport was built by American Airlines, Ine. Here 
the fee was 30 pesos a landing and the contract included the use of all of the air- 
port facilities except actual space for ticket offices in the terminal building. 

Silliman, according to another copy of a letter produced by Mr. Braniff, wrote 
in part to Dyer on June 19 as follows: 

“As regards the proposed contract as prepared by you for the foregoing pur- 
poses (use of airports and facilities at Veracruz and Merida) we wish to advise 
that it is absolutely inacceptable. Should we enter into a contract, the terms and 
eonditions of which will be studied by us as early as possible, such contract will 
only cover the authorization to Aerovias Braniff’s aircraft to land in the men- 
tioned airports, and our furnishing of meteorological information. As soon as 
we have completed our study of a contract covering landings and meteorological 
information, we will contact you further to arrive at the definite conditions and 
terms thereof. Very truly yours, Compania Mexicana de Aviacion, B. R. Silli- 
man, general manager.” 

Mr. Braniff stated that up to the time that they started their operations on the 
Mexico City-Merida route, they heard nothing further from Silliman as to the 
eontract which CMA said would be submitted in the letter of June 19. 

Braniff then produced a letter which purported to be CMA’s instructions to its 
airport managers at Veracruz and Merida regarding the treatment they were to 
accord Aerovias Braniff personnel and equipment. The copy of the letter was as 
follows: 
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CoMPANIA MEXICANA DE Avracron, §. A., 
July 3, 1945. 
AEROVIAS BRANIFF, S. A., 
Paseo de la Reforma No. 1, 
Mezico, D. F. 
(Attention: General manager.) 

Deak Sirs: As a courtesy principle, we wish to inform you of the instructions 
given today to our airport managers at Veracruz, Veracruz, and Merida, Yucatan: 

“Airport personnel will not furnish Aerovias Braniff any service, nor will it 
permit said company to use the buildings, installations, equipment, and other 
auxiliary facilities; it is expressly excepted from the foregoing the permit to 
land and take off, and the use of runways, as provided for in the regulations in 
force, as also the meteorological information necessary for the safety of flights 
and landings which Aerovias Braniff may request. In each case the runways and 
information services are used, the corresponding charges will be collected from 
said company. 

“It is forbidden for Aerovias Braniff personnel and ground equipment to enter 
the airports, and adequate measures therefore are to be taken.” 

Respectfully, 
Cra. MEXICANA DE AvIActon, S. A., 
E. R. Srm1iman, General Manager. 


Despite this threat of possible trouble, Aerovias Braniff went ahead with its 
plans to inaugurate service over the Mexico City, Veracruz, Merida route on 
July 1. 

After leaving Mexico City on schedule, the plane landed at Veracruz without 
incident. There were Mexican officials aboard, including Pedro Tornel, of the 
Ministry of Communications. Unpleasantness started when Braniff passengers 
were compelled to use the plane’s cargo boxes to unload. Passengers planning to 
board the plane had to crawl through the fence surrounding the airport. The 
toilets in the airport building were locked. Aerovias Braniff’s service truck and 
personnel were stopped at the entrance gate which was closed. 

It was then, Mr. Braniff stated, that the military commandant of the airfield 
ordered a military truck to break down the gate. This order was carried out 
and after the Mexican Army truck had pushed through the gate, Braniff’s service 
truck and service personnel came on the field and serviced the plane. 

Realizing that it could not expect such assistance from the army at Merida 
because it is not a military airport, Braniff personnel decided to reduce the load 
of passengers so that enough gasoline could be carried for the round trip, from 
Veracruz to Merida and back to Veracruz again. This would eliminate the neces- 
sity of trying to refuel at Merida. 

The trip to Merida, although delayed for a considerable time at Veracruz, was 
negotiated without serious incident although the official welcoming party at 
Merida got a chilly reception and welcoming ceremonies generally were called 
off. But according to Mr. Braniff, some 500 Mexicans outside the field took up 
the chant, “Vive Braniff, vive Braniff”’ to give encouragement to Aerovias Braniff 
personnel who were inaugurating the new service. Upon payment of an 85 pesos 
landing fee, which Mr. Braniff pointed out is 544 times the charge at Chicago 
Municipal Airport and 214 times that proposed at the new Idlewild Airport, the 
plane started the return trip to Veracruz. 

Because of the delays, it was dark when Veracruz was reached. The airport 
was dark. Mr. Braniff says that from pilot personnel he was informed that a 
request was made to the airport personnel to turn on the landing lights. There 
was some delay but later the lightscame on. Braniff said that his employees were 
later told by some Veracruz airport personnel that the operator going off duty 
had been told not to turn the lights on for the returning plane. The relief operator 
later turned them on and, according to Mr. Braniff, was fired by CMA. Later 
he was given a job with Aerovias Braniff. 


77632—57—-pt. 1, vol. 416 
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Trucks and other mobile equipment of Compania Mexicana de Aviacion 8. A. 
are shown blocking the prospective takeoff of an Aerovias Braniff plane at Merida, 
Mexico, when officials of the latter company refused to continue payment of 85 
pesos landing-fee charges which it considered excessive. Takeoff was later 
accomplished when Aerovias Braniff paid the charges. 


The plane then took off for Mexico City, landed there sometime later having 
completed its first roundtrip, as scheduled, although several hours late. 

On July 17 when Aerovias Braniff refused to continue payment of 85 pesos per 
landing at Merida, CMA personnel drove oil trucks, cars and other mobile equip- 
ment around the Braniff plane to prevent its departure. Aerovias Braniff finally 
paid the fee and has been operating under this arrangement since. Unable to 
service its plane at Merida, it is still carrying enough gas for the roundtrip 
between Vera Cruz and Merida at greatly reduced payloads. 

Since the inauguration of the service, CMA filed with the Minister of Communi- 
cations a lengthy report in which it charged that Aerovias Braniff was operating 
in violation of safety regulations. But Mr. Braniff exhibited copies of the re- 
ports of Technical Inspector Louis Lopez Malo and Air Services Inspector Raul 
Gomez Trejo in which they gave Braniff Aerovias a clean bill of health after 
having inspected all phases of Braniff’s operations. 

On August 2, Pedro M. Tornel, secretary of the Department of Communications 
and Public Works, on petition of CMA, issued an order suspending Aerovias 
Braniff’s temporary permit to operate the Mexico City-Merida route. He con- 
tended in general that Aerovias Braniff had not complied with the obligation 
of law pertaining to radiotelephone and other communication services, that it 
had not conformed to the requirements relative to aeronautical personnel, land- 
ing flelds, flight plans, and in addition stated that the company “exploits the 
Mexico City-Merida line without the Department of Communications having 
first authorized its operation.” 

Braniff immediately filed a petition in the Mexican courts for a temporary in- 
junction restraining the Minister of Communications from carrying out the pur- 
poses of the order. The temporary injunction was granted and a hearing for 
the purpose of making the injunction permanent was scheduled for August 20. 

In partial proof of his company’s authority to operate, Mr. Braniff produced 
the following letter : 


MINISTRY OF COMMUNICATIONS AND PusBLIC Works, 
Crvi. AERONAUTICS DEPARTMENT HEADQUARTERS, 
24.-1 33421 92908 
Mewico, D. F., June 2, 1945. 

Subject: Mexico-Habana Route 
ArroviAs Branirr, 8S, A. 

Paseo de la Reforma No. 1, 

Mewico, D. F.: 


It has come to the attention of this Ministry that the Republic of Cuba, through 
the Ministry of Communications of that country, has granted you a concession to 
operate public air transport service between that country and Mexico, and in view 
of the fact that this Department of Federal Executive has authorized you to 
conduct air service between Mexico, Veracruz, Merida and Habana, it has de- 
cided, on account of the foregoing reasons, that in the shortest time possible 
you should initiate the service mentioned, filing immediately for their study and 
approval, if forthcoming, the respective schedules and fares. 


Prepro MARTINEZ ToORNEL. 





Sk>> 
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The fares and schedules were accordingly filed, Mr. Braniff stated. He then 
produced a copy of a letter signed by Col. Rafael Avila Camacho, Under Secre- 
tary of Communications, dated Mexico City June 25, 1945, addressed to Aerovias 
Braniff which read as follows: 

“Weare pleased to attach a temporarily approved copy of each one of the 
schedules that you sent to cover the Mexico-Ciudad Victoria-Nuevo Laredo and 
Mexico-Puebla-Veracruz-Merida routes that will be in effect beginning July 1.” 

Mr. Braniff said he had written a full report of the situation to both the 
President of Mexico and to George S. Messersmith, the United States Ambassador 
to Mexico, asking for relief. He said it was his impression that the State De- 
partment is greatly concerned over CMA’s attitude and action. 

“I feel this is a test case,” Mr. Braniff stated. “Either Pan American is 
going to dominate our relations in aviation matters in the foreign field or the 
United States Government is going to take a firm hand and get the relief which 
will permit us the use of airport facilities in Mexico built with United States 
funds.” 

Mr. Braniff pointed out that many of the airports in question were built by 
Pan American Airways with United States funds under the hemispheric defense 
plan. Pan American organized the Airport Development Corp. for the purpose 
of building these airports under War Department contracts, he stated. Under 
the agreements by which these airports were built in foreign countries, public 
use was guaranteed, Mr. Braniff said. One proviso in the agreements, however, 
limits the use of these airports as far as the United States is concerned to air- 
lines licensed by the Civil Aeronautics Board. Technically Aerovias Braniff 
does not enjoy this distinction. At present there is a proceeding before CAB 
wherein Braniff Airways seeks approval of its acquisition of control of Aerovias 
Braniff. A CAB examiner has recommended against approval of the acquisition. 

Meanwhile Aerovias Braniff is going ahead with its efforts to have its tem- 
porary concessions made permanent. Its 237 Mexican employees have filed a 
petition.in support of this move. They point out that their company has spent 
4 million pesos in the training of employees in skilled and technical phases of 
the industry and in building communication systems and in providing equipment. 

“Air transportation in this Republic in the past has been largely controlled by 
a single company. Such a situation is abhorrent to the Mexican sense of free- 
dom, It promotes inefficiency and retards progress. It breeds arrogance both 
toward employees and the public. It maintains its position through power 

and influence instead of through improvement of service and proper considera- 
See the needs of the public,” this petition of the Aerovias Braniff employees 
recites, 

Mr. Braniff stated his company will build airports and install the necessary 
navigational equipment where necessary as soon as franchises are made 
permanent. In his letter to the President of Mexico, he said his company already 
had made a tremendous investment based solely on temporary concessions, that 
he felt that Aerovias Braniff had proved its competency to operate the routes 
on the basis of the record made and that the company was therefore entitled 
to permanent franchises. 

With reference to CMA’s charge of 85 pesos for landing fees, Mr. Braniff 
recalled that when CMA was ordered to discontinue use of the old airport at 
Monterrey because it was unsafe, and ordered to use the American Airlines 
airport,.CMA objected strenuously over a long period of time to the proposed 
landing fee of 30 pesos which included use of all airport facilities, except ticket 
office space. 

Mr. Braniff said that in connection with all of his negotiations with the Mexican 
Government for temporary operating permits, he had kept the United States 
Government fully advised. He told of conferences with Department of Commerce, 
State Department, and CAB officials in which he explained what his company 
was doing in Mexico. 

“At no time was I told that what we were doing in Mexico was inimical to the 
best interests of the United States,” he said. 

He said that his company had been seriously handicapped in constructing 
navigation facilities at some airports where they were now operating because 
CMA refused to permit them to erect these facilities on CMA operated fields, and 
because CMA ‘controlled the land adjacent to some of the airports on which 
such facilities might be installed. 

“We're losing money on the operations as we are compelled to conduct them 
today but we're going to see this thing through because we believe there is a 
fundamental principle of justice and fair play involved in which the public has 
a deep and lasting interest,” he declared. 
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SuBcOMMITTEE INSERT S 


Excerpts From THE Sworn Testimony oF Mr. Sipney A. STEWART, PRESIDENT OF 
Cuicaco & SouTHERN AIRLINES, BEFrorE THE CAB rn ExecurTive SESSION IN 
Docket 3500 BEGINNING AT PAGE 6168 of THE TRANSCRIPT ( DECLASSIFIED AT THE 
SUBCOMMITTEE’S REQUEST) 


[6168] 

» * * + e o 

Q. Mr. Stewart, does C. & S. ever use Vernon Field, in Jamaica?—A. We used 
to use it, as an alternate. 

Q. Do you still use it?—A. We do not. 

Q. Why not?—A. It was closed up by the Army, I guess, about 6 months ago. 

Q. And you only used it as alternate?—A. That is correct. 

Q. What happened when it closed? What field did you use in lieu thereof ?— 
A. We are using Habana. 

Q. Did you ever desire to use the Agromonte Field, at Camaguey, Cuba?— 
A. Yes; we had some correspondence on that with Pan American, but we were 
unable to arrive at satisfactory terms for the use of it, so that we are still using 
Habana as an alternate. 

{6169] Q. How often was it contemplated you would need to use the Camaguey 
field?—A. We have only used Vernon once in a year and a half of operation. 
And we estimated about once in about that time, every one and a half or 2 years. 
Due to weather conditions, it was practically a paper alternate. 

Q. Well, you requested Pan American for authorization to use that Camaguey 
field?—A. That is correct. 

Q. Why was it necessary to ask Pan American?—A. Because they operate 
Camaguey Field. 

Q. Did Pan American give you an answer to your request?—A. They did. 

Q. What did Pan American say?—A. They agreed to have us use it, but the 
terms were unsatisfactory. They were too high. So we couldn’t afford to utilize 
the facility. 

Q. What were the terms?—A. They ran about $104 a day, which, I think, came 
out to $36,000 a year, which we thought was a little high. 

Q. $104 a day? Is that per trip?—A. That is per round trip. You see, we 
would be covered in both directions. 

; Q. ce round trip between where and where?—A. Between Habana and 
amaica. 

Q. Even though you weren’t even going to land at the field at Camaguey?— 
A. That is correct. 

[6170] Q. Just so that, because you had a round trip between those two points 
you named, and it might arise that you needed to use Camaguey, you would have 
to pay $104 a day just to have the field standing by there?—A. That was the 
standby charge. We wrote back to Pan American and questioned it but they 
said that was it. 

Q. What do you mean, you wrote back and said you might only need it once 
or twice a year?—A. We explained that we would only use it perhaps once a 
year or once in 2 years and they said that was a standby charge, and that that 
was the price. 

Q. In other words, they said, despite the fact that you might only use it 
once or twice a year, the charge was still $36,000 a year?—A. That is correct. 

Q. And then what did you say to that?—A. We have said nothing more on it. 
We are still using Habana as an alternate which penalizes about 1,800 pounds 
of payload, which is not too serious at the present time. Occasionally, it may 
get us in difficulties. 

Q. Did you try to get any other field that might be a more suitable alternate 
than Habana?—-A. Yes, we have tried for a long time to get one at Guantanamo 
which is a better alternate because it is closer to Jamaica, but the Navy has 
refused to do it for security reasons. 

Q. That is a United States Navy field?—A. Yes. 

[6171] Q. You use the Rancho Boyeros Airport in Habana?—A. We do. 

Q. That is owned by Pan American?—A. It is owned by Cubana. I believe that 
is right. Or Pan American? 


Q. By Pan American; is it not not?—A. I am not sure of that, wh 
Pan American or Cubana. . t, whether it is 
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Q. Well, who did you make your contact with for the use of the Rancho Boyeros 
Airport?—A, As I recall, it was Pan American. 

Q. Are your fees there reasonable?—A. No. 

Q. Are they high?—A. Yes. 

Q. Too high?—A. We think so. 

Q. Are they exorbitant?—A. We consider them exorbitant. 

Q. And I presume Pan American doesn’t agree with that view?—A. I will say 
this, in defense of Pan American. It is a very difficult operation, laborwise and 
everything else. The rates are completely out of line with anything in this 
country. I will put it that way. 

Mr. Harpy. That is all, Mr. Examiner. 

Mr. Sconewer. Mr. Examiner, on that question, may I ask a question or two? 

Examiner Brown. Yes. 


[6172] FURTHER CROSS-EXAMINATION 


By Mr. ScHNEIDER : 

Q. You say as a result of not being able to arrive at an agreement with Pan 
American for the use of Camaguey, you are now operating out of Habana with 
a load limit of 1,800 pounds?—A. No, we lose that much payload because of the 
additional gas we have to carry, using Habana as an alternate instead of 
Camaguey. 

Q. That is a CAA requirement?—A. That is correct. 

Q. Is it true, Mr. Stewart, that if you could write into your operating specifica- 
tions Camaguey as an alternate, that then you wouldn’t be penalized with this 
load limitation?—A. That is right. 

Q. Is it also true that the CAA will not permit you to write Camaguey into your 
operating specifications as an alternate, unless you can demonstrate that you have 
an agreement with the operator of that field for that use?—-A. That is my under- 
standing, yes. 

Q. You don’t mean that, in case an emergency arises, you can’t land at 
Camaguey ?—A. No. 

Q. But as a daily scheduled operation, out of Habana, to eliminate this 1,800 
pounds load limitation, you would have to be able to demonstrate to the CAA that 
you had an agreement with Pan American for the use of Camaguey field?—A. 
That is right. 

Q. And the only way you can get that agreement is to [6173] pay $36,000 a 
year?—A. That is correct. 

Mr. ScHneIper. Thank you. 

[6174] Examiner Brown. Mr. Hamstra. 


CROSS EXAMINATION 


By Mr. HAMSTRA: 

Q. Mr. Stewart, what period of the day did you want Camaguey available as a 
standby?—-A. It would be embraced by about a 10-hour period, I should say, 
from around 5 o’clock in the afternoon to midnight, I believe, or 1 o’clock in the 
morning, something of that sort. I guess 4 p. m. to 2 a. m. would probably 
cover it. 

Q. That $104 includes what, landing fees?—A. The privilege of using it as an 
alternate when we had a need for it. 

Q. What I want to get clear is what services were included.—A. The privilege 
of landing there. 

Q. The use of the ramp?—aA. It wasn’t indicated in the letter that there was 
any service besides the ability to list it as an alternate as I recall the letter. 

Q. What communications facilities?—-A. The communications facilities to per- 
mit you to land. In other words, to call in; someone watching the frequency. 

Q. Air-ground, including installation of your en route frequency?—A. Air- 
ground, yes. 

Q. Point to point?—A. Point to point, I don’t know. 

[6175] Q, Navigational aids?—A. Navigational aids at the field, yes. 

Q. Meteorological service?—A. A report as to what the weather was if we 
decided to land there, yes. 

Q. Servicing of the aircraft?—A. No; that wasn’t included, I am sure. 

Q. Use of the terminal facilities?—A. On the time we landed, yes; I would 
assume So. 

Q. Did Pan American tell you that this was their standard charge for the 
services that you had requested to all operators, regardless of who they were?— 
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A. They said they used a formula in connection with it, which I assume would 
apply to all the operators ; yes. 

Q. Wasn’t that the same formula which applies in the case of Rancho Boyeros, 
and which you are paying there, on the basis of ?—A. The big distinction was that 
we land at Rancho Boyeros a couple of times a day, but we don’t land at Cama- 
guey more than once a year, let’s say. That was our objection to it. 

Q. You do recognize that you were requesting services to be available here 
in an off hour, when it would be necessary to staff the field especially for your 
operations, and that even if you went in there only twice a year, you would 
have to have all of those facilities and personnel available 365 days a year?— 
A. The personnel sounds a lot bigger than having somebody watching the radio 
that can push a ramp out. That is about all that would be required. 

[6176] Q. You would have to have a dispatcher there. You would have to 
have an air-ground communicator. You would have to have somebody operating 
the point-to-point facilities. You would need your agents on the ramp to handle 
the airplane. Wouldn’t you need all those things?—A. May I ask a question? 

Examiner Brown. Surely. 

The Wirness. Are you familiar with the fact that Pan American needs those 
facilities at those hours as well? 


By Mr. HAMSTRA: 

Q. Iam not. I am asking you.—A. I am sure they do. They fly across there 
on the way to Caracas in the middle of the night. During the day, there are a 
number of flights of Cubana through there. I have been through there at 6 
o’clock at night, so I don’t see where there would be any additional personnel 
involved. 

Q. Aren’t all of the Cubana flights into Camaguey daylight contact operations? 
—aA. We took off out of there at 7 o’clock at night one night; I remember that. 
And they come in there at 4 in the morning from Miami. 

Mr. RussetL. Mr. Examiner—— 

Mr. Hamstra. I am cross-examining. 

Examiner Brown. Let him finish his cross-examination. You can take your 
turn. 

The Witness. I have gone out of there at 4 in the morning on a flight to 
San Juan, and I have come out of there at 7 o’clock. 


By Mr. HAMsTRA: 


[6177] Q. That was several years ago, wasn’t it?—A. We can get the sched- 
ule and check it if you wish. But I am very much of the impression that they 
operate at the same hours that we are talking about—4:15 in the morning— 
here is one—— 

Q. Now, you made reference to the situation at Habana. 

Mr. Harpy. It seems to me the witness is still trying to answer his question, 
Mr. Examiner. 

Mr. ScHNEIDER. He doesn’t like his question. 

The WiTNeEss. We have one here at 1810, which is about the hour I was talk- 
pes Renan We have another one at 1620; we have another one at 4: 15, getting 
n there. 

So presumably they would be in there prior to that time. 

Mr. FitzGreravp. 4:15 p. m. or a. m.? 

The WirTness. These are all on a 24-hour basis. 

Mr. Sc NEIDER. What page of the Guide are you looking at, Mr. Stewart? 

The WITNESS. 218. 

Mr. ScHNeteER. Did you list the one at 2230? 

The Witness. Oh, yes; that is a good one. That is 10:30. So you are brack- 
eted all the way through. 


By Mr. HaAMsTRA: 


Q. Is it your testimony that those flights were being operated at the time you 
requested this service?—-A. I can’t answer that specifically, but I would be 
willing to—— 

Q. What was the date of this correspondence that you have been talking 
about?—A. November of 1949. 

Q. November of 19497—[6178] A. That is right. If these flights weren’t 
operated there were probably similar ones, somewhat at the same general hours. 
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Q. What is your payload between Havana and Kingston?—A. Our overall 
payload—do you mean our load factor? 

Q. Your overall load, yes.—A. Our overall load factor on the system is run- 
ning around 33 percent at the present time. 

Q. I asked you between Havana and Kingston.—A. I don’t have that figure. 

Q. It is lower there, isn’t it?—A. It is lower than that, I should say. 

Q. So you are not suffering any loss of revenue as a result of this restriction 
that you are talking about?—A. We are carrying a substantial amount of the 
freight, which sometimes penalizes, and we have varying loads. We have 
had ground movements, where we have had to drop passengers Havana and off- 
load cargo, which is very difficult to do, as you probably know. 

Q. Do you think you could have staffed Camaguey as an alternate airport for 
your operation and use it anywhere near as cheaply as this?—A. $36,000, yes. 

Q. Put in the facilities, and maintain the facilities, put in the personnel and 
operate it?—-A. That is a misleading question, because obviously you don’t staff 
a field for use once a year. 

Q. What would you do if Pan American didn’t have an airport at Camaguey ?— 
[6179] A. We would do what we are doing now. 

Q. That is what I thought. Now, let’s go to Habana. 

Your experience has been that the cost of doing business is considerably 
higher than in the United States?—A. That is right. 

Q. Can you give us some index on that?—A. Oh, I would say 50 percent, 
perhaps. 

Q. That is a conservative estimate, is it?—A. I am making a guess at it. I 
don’t know. It is more difficult, certainly. 

Q. You are aware, are you not, that the formula which is applied there dis- 
tributes the cost to Pan American and to Cubana just the same as it does to you, 
and that it is a uniform formula applying to all carriers?—A. Well, that is not 
very impressive to me, because you can take it out of one pocket and put it in 
the other. You could triple your fare and still be a lot better off. 

Q. Can you answer my question? 

Examiner Brown. I assume that the answer is “‘Yes.” 

The Witness. The answer is “Yes.” 

Examiner Brown. And this is an explanation. 

Mr. Hamstra. That is all. 

Examiner Brown. Are there any further questions, Mr. Black? 

Mr. Russet. I have a few, sir. 


FURTHER CROSS-EXAMINATION 
By Mr. RUSSELL: 


Q. Mr. Stewart, do you know Cubana operates into Guantanamo?—[6180] A. 
I don’t know. 

Q. The guide shows that they do. Do you know what airport they use there ?— 
A. I don’t know. If it isn’t a Navy field, it is not adequate, I am sure. 

Examiner Brown. I think we had better strike that, because he said he doesn’t 
know. And I don’t want answers on the record if he doesn’t know, and there is 
no use going into the thing. 

Mr. Russe... I didn’t go into it. 

Examiner Brown. I realize that, but it was a followup there that you did 
go into. 

Mr. ScHNEIDER. I wonder if we could get into the record what airport they 
actually do go into. Would you object to supplying that, Mr. Hamstra? 

Mr. Hamstra. What is the relevance of it? We don’t control the airport down 
there. 

Mr. ScHNEIDER. It would be very interesting to be able to demonstrate to the 
Board that a Cuban air carrier can go into a United States Navy base airport 
and a United States carrier cannot. 

Mr. HaMstra. What is the relevance of it? 

Examiner Brown. Go on, Mr. Russell. 

Mr. SCHNEIDER. Does Mr. Hamstra refuse to provide the information? 

Examiner Brown. I will let Mr. Hamstra answer that. What airport does he 
go into there? 

Mr. HamstTRA. I don’t know. 

Examiner Brown. Well, supply the information. 
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SurncoMMITTEE INSERT T 
[Strictly Confidential] 


BUENOS AIRES, ARGENTINA, May 10, 1948. 
Col. Jess B. BENNETT, 
Assistant to the President, Braniff International Airways, 
Washington, D. C. 


Dear Jess: In answer to your letter of April 19, which has been delayed due 
to our trying to find something more about FAMA’s routes into the United 
States, I am sorry to say that we have been unable to find out what their plans 
are, and we believe that none have been settled as to the western route. The 
Atlantic coast route, we understand, will be similar to the PAA long-range 
DC-4 flight; that is, Buenos Aires, Rio, Belém, Trinidad, Caracas, Nassau, 
New York. Of course, due to internal trouble, FAMA has made no official state- 
ment yet, but we have reasonable grounds to believe that this will be so. 

We are extremely happy to hear that you are starting your line down to 
Lima on June 1, and that your battle with other carriers has been satisfac- 
torily solved. In reference to this, PAA’s Humphrey Toomey was down here 
trying to shift their battleground from the States to Argentina, and put diffi- 
culties in Braniff’s way. Oddly enough, he approached us to see if we could 
exercise our influence in order to get the Argentine Government to support his 
views, asking the American Government to consider both Pan American and 
Panagra as two independent lines coming into Argentina, therefore excluding 
Braniff from the Argentine picture. Needless to say, we flatly refused. 

I am sorry there is no more news to give you for the time being, but trust 
things will start soon; when they do, we will have LADAR ready to handle 
your business down here to your entire satisfaction. 

In the meantime, my best wishes to your wife, Mrs. Braniff, and yourself, 
and all our Braniff friends. 

Sincerely yours, 
PEpRO DopDEROo. 


EXcerPTS FROM THE SworRN TESTIMONY OF CHARLES BEARD IN THE NoRTH 
ATLANTIC Route TRANSFER Case, CAB Docket No. 3589 eT aL. 


[Tr. 3403] Q. Mr. Beard, I would like to get you to identify a couple of matters 
for the record. Would you state to the examiner who Mr. Jess Bennett is?— 
A. Yes. He is assistant to the president of Braniff Airways. 

Q. How long has he held that position?—A. Since late in 1945 or early in 
1946. I don’t recall exactly. 

Q. Would you tell the examiner who Mr. Pedro Dodero is?—A. Yes. He is 
the managing director of an airline agency commonly known as LaDar, located 
in Buenos Aires. 

Q. Would you explain to the examiner the relationship of Braniff to Mr. 
Dodero in the enterprise you just mentioned?—A. Yes. At the moment they 
are general agents for Braniff Airways in Buenos Aires. The general agency 
contract [Tr. 3404] establishing that relationship is a new one, executed in 
the month of May of this year. 

Q. Well, what was their relationship during 1948, to you?—A. We had no 
relationship other than, I would say, friendship. There was no official rela- 
tionship of any kind prior to the execution of the general agency agreement 
which I have just described. 

Q. Have the Doderos disposed of their business?—A. I don’t know. Accord- 
ing to news stories, they have disposed of their activities there with the excep- 
tion of LaDar. Formerly they were operators of steamships and airlines and 
the loading and unloading of steamboats and that type of activity generally. 

Q. Would you say that they are a wealthy and influential family in Argentina ?— 
A. Yes; I would say they were both. 

Q. Would you say from your knowledge that generally you could regard 
Pedro Dodero as a reliable person?—A. I think the fact that we were willing to 
enter into a general agency agreement speaks for itself. We do regard him 
as such; yes. 

Q. Mr. Beard, as the executive vice president of Braniff Airways, in the 
course of your official duties in that position, did you receive, during the month 
of May 1948, a letter from Mr. Pedro Dodero addressed to Mr. Bennett, the second 
paragraph of which reads as follows—— 
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Mr. FrrenDty. Mr. Examiner, I am going to object to any letters from Mr. 
Pedro Dodero to Mr. Bennett being permitted [Tr. 3405] to get into this record. 
How we are getting a statement of some gentleman in Argentina which we are 
apparently supposed to rebut. It is obviously incompetent. The fact that Mr. 
Beard regards him as reliable or anything else does not make his statement 
in any way competent evidence. 

Mr. HieHsaw. The letter is going to be offered in evidence, Mr. Examiner, and 
I can quote Mr. Friendly and legal authorities, as you wish. 


* . * * * * s 


[Tr. 3424] Examiner WRENN. At any rate, I have heard enough argument. I 
have no objection to letting Mr. Beard identify the letter, but my feeling is that 
on the present status of [Tr. 3425] the record I can’t admit it in evidence. 

Mr. HicHsaw. I am going to make this offer of proof and have you send this 
letter along with the record to the Board. 

Examiner WRENN. You may do that. 

Mr. HicHsaw. Very well. I will give it to you as part of the record and sub- 
ject to your ruling, Mr. Examiner, and have it marked as PC—475. 

Examiner WRENN. It will be so marked. 


* * * * « * 


[Tr. 3426] By Mr. Hiensaw: 


Q. Subject to the examiner’s ruling, Mr. Beard, do you identify this letter as 
the letter you received in the course of your official duties as executive vice presi- 
dent of Braniff Airways?—A. May I see the letter? 

Q. Surely.—A. Yes; the original of this letter was transmitted to me by Mr. 
Bennett and was the subject of a discussion between 

Mr. Frienpiy. Just a minute. I think the witness has answered the question. 
He hasn’t been answered anything else. 

By Mr. HicHsaw: 

Q. Mr. Beard, is that original letter a part of Braniff’s official files?—A. Yes. 

Q. Mr. Beard, the examiner has ruled that you may testify as to anything 
that you know about this letter other than the letter itself. 

Can you tell the examiner—— 

Examiner WRENN. Now, let’s be clear. Mr. Beard can testify to any per- 
sonal knowledge he has as to Pan American activities in Argentina. 

Mr. FRIENDLY. Is there a question? 

Mr. HicHsaw. Let’s go back to where we were. 


By Mr. Hicusaw : 


Q. Have you discussed this letter with officers of Braniff Airways and em- 
ployees of Braniff Airways?—[Tr. 3427] A. I have discussed it with Mr. 
Braniff, the president of our corporation ; yes. 

Q. Did you regard it as reliable evidence and as a serious matter for Braniff 
Airways?—A. So much so that I investigated further. 

Mr. FRIENDLY. Just a minute. I think we ought to have “Yes” or “No” an- 
swers to these questions. 

Mr. HieHsaw. We are not going into the contents of the letter, Mr. Examiner. 

Mr. FRIENDLY. We don’t want a lot of talk as to other things. I think we are 
obviously on a matter where we have to observe the rules. He can answer 
whether he regarded it as serious or not by saying “Yes” or “No.” 

Mr. HicHsaw. He doesn’t have to answer it “Yes.” 

Examiner Wrenn. Answer the question, Mr. Beard. 

The Wirness. Yes; I regarded it to be of sufficient importanc~ that I looked 
into the matter further. 


By Mr. Hicusaw : 


Q. What did you do in the way of looking into the matter further?—A. I had 
a discussion as to the contents of the letter with Mr. Pedro Dodero during the 
course of his visit here in May of that year. 

Q. What were the results of that discussion? 

Mr. Frrenpty. I object to that, Mr. Examiner. What Mr. Dodero said to Mr. 
Beard is of no more competence than what he said in the letter to Mr. Bennett. 
It is the same type of hearsay, except that it doesn’t even have the merit of 
being written down. 


= J * ” e . = 
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{[Tr. 3429] The Wrrness. Well, our conversation on the subject was very lim- 
ited. I recalled the letter, I got it out of my files, and I was concerned about his 
use of the word “us.” The letter said “he approached us,” and I asked Pedro 
specifically if “us” meant that he himself had participated in the conversations, 
and he told me he had. 

That was the extent of my discussion of that matter with Mr. Dodero. 


By Mr. HicHsaw: 
Q. Could you identify for the examiner about when that discussion took 
place—not the precise date, but about the time?—A. In the early part of May of 
this year. 


SUBCOMMITTEE INSERT U 


[Confidential] 


Civin AERONAUTICS BOARD, 
Washington, July 10, 1942. 
Memorandum to: Members of the Board. 
Through: Mr. Neal. 
From: Howard B. Railey. 

I am attaching for your information copies of two confidential letters from 
Mr. George Rihl, vice president of Pan American Airways, to Mr. Thomas Burke 
of the State Department. Both letters concern the proposed creation within 
Colombia of a new airfreight line called Pan American Aviation Co. 

I would suggest that these two letters be read in connection with the copy 
of a letter from Mr. Ribl to Mr. Gonzalo Mejia, vice president of UMCA, which 
was intercepted by the Office of National Censorship and which I circulated to 
the Board on April 25. By so doing, you will note that apparently Pan American 
is laying groundwork for at least a part of the same route proposed by Pan 
Colombian—in paragraph 4 of Mr. Rihl’s letter to Mr. Burke, dated June 25, 
he mentions that Martin (Corral) points out that Avianca will have to extend 
its services to Leticia in order to forestall Pan Colombian; paragraph 2 of the 
intercepted communication instructs Mr. Mejia to attempt to get rights for 
UMCA (subject to transfer to PAA) to operate a service to Leticia. 

I point this out because it would seem to indicate an interest on the part of 
Pan American greater than the mere prevention of the reinstatement of former 
SCADTA personne! in the air-transport business. However, I do not mean to 
disparage Pan American’s motives—I merely think they might get more support 
by a more forthright approach. 

I have checked with the Department of Commerce, Latin American Division, 
and find that the persons mentioned as promoting Pan Colombian have no con- 
nections with any United States Government agency, and that the few Govern- 
ment officials from whom they have sought support have turned them down. 
This same information was given me by Mr. Burden and I have so reported to 
the Department of State. 

(Initialed) HBR 
Howakrp B. RAILey. 
Attachments. 
[Confidential] 


PAN AMERICAN AIRWAYS SYSTEM, 
New York, N. Y., June 25, 1942. 
THOMAS Bourke, Dsq., 
Chief, Division of International Communications, 
State Department, Washington, D. C. 


Dear Tom: For your confidential information I am enclosing copy of a com- 
mercial report just received on a Mr. Padawer, which I think you will find 
interesting. 

This report was asked for because on Monday of this week we heard a rumor 
to the effect that a lawyer named Padawer was promoting a Colombian airfreight 
project. The same day I received a letter from Martin Corral, enclosing a copy 
of a resolution of Minister of War Restrepo, addressed to Hernando Lopez 
Holguin, which was the result of a petition by him for the right to operate a line 
within Colombia. The resolution simply stated the conditions that had to be 
fulfilled under Colombian law before a new airline project could be considered 
by the War Department. 
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Apparently the project that Hernando Lopez has in mind is directly connected 
with the one that Padawer is promoting. The Rabinovitch family mentioned is 
fairly well known in Colombia due to the marriage of one of the brothers, and 
their name has appeared before in a project that was supposed to be undertaken 
by an American company called Pan Colombian Aviation Co., which was formed 
last fall and apparently backed by a Mr. Jergenson. While Martin heard about 
the Pan Colombian Co. and knows of the rumored connection of Rabinovitch 
with same, he does not know as yet that they are supposed to be backing the 
project of Lopez. 

Very possibly you know Eduardo Lopez, the father of Hernando, as he was 
at one time Colombian Ambassador in Washington during the regime of Al- 
fonso Lopez. Naturally, Martin knows the family connection but does not 
seem to think that it necessarily follows that the proposed company will re- 
ceive support from the Government, unless of course Washington is inclined 
to sanction the proposal. However, Martin does point out that it is necessary 
for Avianca to extend its service to Leticia in order to avoid reasonable grounds 
for the new administration to take the attitude that the public welfare requires 
more service than Avianca is giving. 

Frankly, I have never worried particularly about competition in Colombia 
because of the option held by the Government on our stock, but the application 
of a member of the Lopez family for an operating concession is quite different 
from one made by ordinary commercial interests. It takes no great stretch 
of the imagination to realize that the new administration might find it con- 
venient to reverse the policy of the present regime and advocate a second com- 
pany. Because of your great familiarity with the Colombian picture you are 
peculiarly fitted to understand this possibility. While there is a certain guar- 
anty that our Government’s interests would not be harmed by the introduction 
of a new company into Colombia from the fact that the majority stock of avia- 
tion enterprises must be owned by Colombian nationals, I am inclined to feel 
that you, would be rather doubtful of such a proposal at the present time. We 
all know that there are still a lot of ex-Scadta personnel in Colombia who could 
very easily become the controlling operating factor in a new company, particularly 
in view of the fact that most of these men are Colombian citizens. If my sup- 
position is in any way correct, I am sure you will agree that Avianca must be 
able to furnish a service that is above criticism. 

I don’t want you to think that I am taking this opportunity to enlist your 
aid in obtaining additional equipment for the Colombian operation. I under- 
stand perfectly that the new President has had certain differences with his 
brother, and it might be that the application will receive anything but favorable 
attention. Certainly—Martin did not seem to be unduly worried, but when he 
wrote me he did not know as much as I do about the backing that is supposed to 
be behind the project. Naturally, I am giving him all the information I have 
and unquestionably he will follow the matter very closely, and you will be kept 
advised of any developments. 

For your information I am telling Martin that I am sending you a copy of the 
report on Mr. Padawer. 

With kindest regards, I am, 

Yours faithfully, 
Geo. L. Rrat, Vice President. 

Enclosures. 

JUNE 24, 1942. 

Jacob Padawer of 123 William Street, New York City, about whom you in- 
quired, makes his offices with F. B Singer Co., Inc., insurance brokers at that 
address. He is 33 years of age, married, and resides at 1750 Grand Concourse, 
New York City. 

Padawer was born in Memphis, Tenn., and was brought to New York City when 
he was 8 years of age. He graduated from Brooklyn Law School and was ad- 
mitted to the New York bar in 1932, since which time he has been practicing 
on his own account. He has been located at the present address for the past 
2 years and previously had an office at 50 East 42d Street for about 5 years. In 
addition to his law practice, Padawer is a licensed insurance broker. He is 
not particularly prominent as a lawyer or insurance broker; and, as a young 
lawyer, his:activities have been limited, though he appears to be well regarded 
and of good reputation. 

Currently, Padawer is interested in the formation of an air freight service in 
Colombia, South America, and is leaving for Miami today in connection with 
its affairs. He is handling the legal details. 
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Last October, Pan-Colombian Aviation Co., Inc., was brought into existence 
as a New York corporation to act as an American holding company for a cor- 
poration to be established in the Republic of Panama, which intends to operate 
an air freight service for such commodities as rubber, quinine, hides, gutta 
percha, etc., from the interior of Colombia to its coast and to the Canal Zone, 
if possible As these materials are urgently needed by us and as, under present 
transportation conditions, 4 to 6 months are required to move them from the 
interior to the coast of Colombia, it is contemplated that an air freight service 
will cut the time to 2 or 3 days. 

One Miguel Rabinovitch is the moving spirit. He is a Russian by birth, a 
Colombian citizen, and has been in Colombia since 1924. His wife is said to be 
wealthy and owns a coffee plantation near Medellin, Colombia. It is claimed 
that his family has subscribed approximately 1,120,000 pesos (58¢) of the con- 
templated 10 million pesos and an additional 2 million pesos will be available as 
soon as the company is formed and a franchise received from the Republic of 
Panama. There is a tinge of politics surrounding the venture and one Helidon 
Angel Echeverria, ex-President of the Colombian Congress and currently a 
member of that body, is acting for the venture in Colombia; he has received a 
decree from the Minister of War of Colombia, Gonzalo Restrepo, in support of 
the proposed air service. Another Colombian interested is Eduardo Lopez, a 
brother of the incoming President of Colombia who takes office in August. 

Interested locally is J. I. Padawer of 24 Stone Street, New York City, a cousin 
of Jacob Padawer. The former is the owner of Padawer & Co., dealers in raw 
cotton, cotton linters, cotton waste, and sisal. He is well regarded; his com- 
pany has been successful; and interested banks and trade houses speak well of 
him. Another is V. 8. Zavoico, who was European representative of the Bethle- 
hem Steel Co. for many years, and Dunford Austermel, a mining man of Hunt- 
ington Park, Calif. 3 

It is understood that four secondhand freight planes are available in Colombia 
which will be purchased as soon as the company is formed and a franchise re- 
ceived, which they expect will materialize by August 1. In the meanwhile, repre- 
sentatives of the company are meeting in Miami, Fla., and, until all details are 
completed, specific information as to costs of transportation, dates and schedules 
of operations, ete., is not available. 

On the surface, the venture appears to be a feasible one but, at the same time, 
it would be prudent to wait until the company is actually functioning, as we 
understand that Colombia is pretty well supplied with established and entrenched 
airlines and facilities similar to those proposed. Too, there are other unpre- 
dictable factors surrounding the venture—war conditions, international rela- 
tions and other potentialities, which preclude an opinion as to the success of 
the proposition. So far as the subject himself is concerned, we are not in a posi- 
tion to make a credit recommendation without financial details. 


[Confidential] 


Pan AMERICAN AIRWAYS SYSTEM, 
New York, N. Y., June 30, 1942. 
THOMAS BURKE, Esq., 
Chief, Division of International Communications, 
State Department, Washington, D.C. 


Dear Tom: With further reference to my letter of June 25, Messrs. Miguel 
Rabinovitch and D. M. Austermell, vice president and treasurer, respectively, 
of the Pan Colombian Aviation Co., suite 2201-2203, 50 East 42d Street, New 
York City, called on our public-relations representative Curtiss at Miami. They 
stated that, with the cooperation of the United States Department of Commerce, 
they are starting an interior freight line in Colombia to bring out rubber, quinine, 
mica, and other products. Mr. Rabinovitch, we are advised, expects to be in 
Washington for a month, and then will proceed to the Douglas factory where, 
we understand, he has been employed for the last year and a half. This gentleman 
is one of the men mentioned in my recent letter to you, and is married to a 
Colombian woman of a very well-known and wealthy Medellin family. We did 
not know before that he had become an officer of the Pan Colombian Aviation 
Co., but we had heard of the Mr. Austermell, as apparently he was one of the 
original founders here in New York. 

It might be interesting if the Department of Commerce could be contacted 
in order to ascertain just what assistance they are giving the project. There is 
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a possibility that the Department could unknowingly be assisting a project that 
would not be to the best interests of our Government as, of course, they would 
not know anything about the former Scadta personne! still in Colombia who 
could very readily be used in an operation such as the Pan Colombian Aviation 
Co. evidently has in mind. 
With kindest regards, I am, 
Yours faithfully, 
Geo. L. Rim. 


Civm AERONAUTICS BOARD, 
Washington, May 15, 1944. 
Memorandum to: Members of the Board. 
Copy to: Mr. Neal. 
From.: Howard B. Railey. 
Subject : Pan American Airways’ negotiations in Colombia. 


On “April 19, I called to the Board’s attention a State Department dispatch 
to the effect that Pan American through Avianca was negotiating for rights 
at Leticia. 

A dispatch dated April 22, forwarded by ONI, is more positive on this point, 
stating that on April 12 the Foreign Minister informed the Ambassador that 
Pan American, through Avianca, had made official application for an air route 
from Bogota to Leticia and thence to Rio de Janeiro, The Foreign Minister said 
that he would be grateful if the United States would approve Pan American’s 
application, since it would serve to open up economically the Leticia region. At 
present Leticia is virtually isolated except for a monthly call by a Colombian 
Government plane. There has been no important development of natwial re- 
sources in that area. The significance of Liticia lies in its geographical p: sition 
on the most direct air route from Panama to Rio de Janeiro. 

Nore.—On May 8 the Board wrote Mr. Trippe calling his attention to the 
joint statement of the Board and the Department of State and asking for a 
full explanation of his operations in Colombia. No answer has as yet been 


received. 
(Initialed) H. B. R. 
Howarp B. RAILey. 


Crv1t AERONAUTICS Boarp, 
Washington, April 19, 1944. 
Memorandum to: Members of the Board. 
Copy to: Mr. Neal. 
From: Howard B. Railey. 


I am attaching, hereto, for your information a copy of the secret telegram 
from the American Embassy, Bogota. I think it is particularly worthy of atten- 
tion in view of the joint statement of the Board and the Department of State 
last October. You will note that the Acting President of Colombia has expressed 
the hope that Pan American’s application would be approved by our Government. 
Leticia is at the southernmost point of Colombia where Colombia, Peru, and 
Brazil meet. It is an area that has long been the subject of a border dispute 
and.it is probably to this that Ambassador Lane refers in speaking of the effect 
of the proposed new service on Peru. 

I rave discussed this matter over the telephone with Mr. Walstrom in light 
of the joint statement and he is very desirous of learning the Board’s views. 


(Initialed) H. B. R. 
Howarpv B. Rarey. 


PARAPHRASE OF TELEGRAM RECEIVED 


From: AMEMBASSY, Bogota. 

To: Secretary of State, Washington. 
Dated: April 12, 1944, 7 p. m. 
Number: 688. 


Today the Minister of Foreign Affairs told me that Pan American Airways, 
‘through the President of Avianca, Martin del Corral, has applied officially for an 
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air route from Bogota to Leticia, and from there to Rio de Janeiro, Brazil. The 
Foreign Minister said that his Government would view with the greatest satis- 
faction the extension of this new line since it would serve to open up the Leticia 
region economically. From the earnestness with which Lozano spoke I assume 
he likewise has in mind the effect which the route would have on Peru and the 
international importance which it would give to Leticia. The Foreign Minister 
said that if our Government would approve Pan American’s application he would 
be very grateful. 

In a subsequent discussion on this matter with Acting President Echandia, he 
also expressed the hope that the application would be approved by our Govern- 
ment. The preject is one of the greatest importance for Colombia, Echandia said. 

LANE. 
SUBCOMMITTEE INSERT V 


CIVIL AERONAUTICS BOARD 
Docket No. 544 


Pan AMERICAN AIRWAYS, INC., ET AL.—PAN AMERICAN-MATSON-INTER-ISLAND 
CONTRACT 


In the matter of an agreement, C. A. B. No. 152, between Pan American Air- 
ways, Ine., Matson Navigation Company and Inter-Island Steam Navigation 
Company, Ltd., relating to joint operations and agency and traffic arrangements. 


Decided July 29, 1942 


Agreement between Pan American Airways, Inc., Matson Navigation Compaay, 
and Inter-Island Steam Navigation Company, Ltd., found to be adverse to the 
public interest. Agreement disapproved. 

APPEARANCES : 

Herman Phleger and Richard D. Daniels for Matson Navigation Company, and 

Inter-Island Steam Navigation Company, Ltd. 

Richard E. Manning and Leo Gottlieb for Pan American Airways, Inc. 
John H. Wanner and James A. McKenna, Jr., Public Counsel. 


OPINION 
By THE BoarD: 

This proceeding involves an agreement dated June 20, 1935, as amended, be- 
tween Pan American Airways, Inc., Matson Navigation Company and Inter- 
Island Steam Navigation Company, Ltd., hereinafter referred to as Pan Ameri- 
can, Matson, and Inter-Island, relating to a proposed joint operation of local 
air service between the United States and Hawaii, and certain agency and traffic 
matters, filed with the Board pursuant to section 412 of the Act, and designated 
as C, A. B. No. 152. In order to obtain additional facts to enable the Board to 
determine whether the agreement is adverse to the public interest or in violation 
of the Act, the matters involved were assigned for public hearing. 

After notice a public hearing was held before Examiner Berdon M. Bell, and 
briefs were filed. The examiner’s report was duly filed and served, recommend- 
ing that the Board find that the provisions of the agreement relating to metéor- 
ological data and agency and traffic matters are not adverse to the public inter- 
est; that the provisions providing for the formation of a joint company are 
adverse to the public interest; and that, as the benefits to the public do not 
offset the disadvantages, the entire agreement should be disapproved as being 
adverse to the public interest. Public Counsel filed exceptions to the recom- 
mendation relating to the exclusive traffic agency powers, but waived the filing 
of a brief and oral argument in support of these exceptions. No exceptions were 
filed to the report by the other parties to the proceeding. 

Pan American is the only United States air carrier certificated by the Board 
to conduct trans-Pacific operations. At the time of the hearing in this proceed- 
ing it operated weekly trips from the West Coast of the United States to Manila 
and Singapore and Hong Kong, and fortnightly trips to Auckland, New Zealand, 
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via Honolulu. Between August and November 1941, it also operated a local 
service between the West Coast and Hawaii. Due to the war, there has been 
a disruption of scheduled transportation service, both surface and air, throughout 
the entire Pacific area. 

At the time of the hearing Matson, the principal United States flag steamship 
company operating in the Pacific, was conducting local service between the West 
Coast and Hawaii, and a through service to Australasia via the Hawaiian 
Islands. It owns the principal hotel facilities in Hawaii. Hawaiian residents 
own 49.87 percent of the Matson stock, and 48.57 percent is held by residents of 
California. Of the 1,650,640 shares of stock outstanding, over 99 percent is held 
by United States citizens, and all officers and directors are citizens of the United 
States. Eight of the 12 directors reside in California and 4 in Hawaii. 

Inter-Island, a Hawaiian corporation, with its principal office in Honolulu, 
provided the only local steamer service among the Hawaiian Islands. It has 
11 directors, all of whom reside in Hawaii, and its officers and directors are 
citizens of the United States. Of the 325,000 shares of stock outstanding, more 
than 74 percent is owned by residents of Hawaii, and more than 97 percent by 
United States citizens. Approximately 23 percent of the stock is owned by resi- 
dents of California, which includes 18 percent owned by Matson. Inter-Island 
owns 88 percent of the stock of Hawaiian Airlines, Ltd. (formerly known as 
Inter-Island Airways, Ltd.), which operates the only certificated air transporta- 
tion service among the Hawaiian Islands. The remaining 12 percent of that 
earrier’s stock is owned by residents of the Islands. Inter-Island owns the Kona 
Inn on the Island of Hawaii and has made loans to other hotels in the territory. 
It has expended approximately $1,000,000 in drydock and repair facilities on the 
Island. 

For the purpose of simplifying the discussion of the contract under considera- 
tion, it will be treated in two parts, as follows: 

1. The formation of a jointly owned air transport company to conduct local 
service between the West Coast and Hawaii by Pan American, which will own 
50 percent of the stock, and Matson and Inter-Island, each of which will own 
25 percent of the stock. (All provisions for the formation of this joint company 
are contained in Paragraph Nine of the contract.) 

2. Meteorological data and other assistance to be furnished as between the 
parties; and agency service to Pan American by Inter-Island in Hawaii and by 
Matson in Australasia. 


HISTORY OF CONTRACT 


In 1932 Pan American began preparation for the establishment of its trans- 
Pacific service by placing orders for three Martin-130 four-engined aircraft for 
delivery in 1935. During 1933-1934 Pan American continued to experiment with 
this operation, and on November 22, 1935, began carrying mail between San 
Francisco and Manila. In 1936 passenger service was inaugurated as far as 
Manila. The service was extended to Hong Kong in 1937 and to New Zealand 
in July 1940. The local service between the West Coast and Honolulu, which 
was not operating at the time of the hearing, was inaugurated in August 1941. 

Inter-Island and Matson had been contemplating inauguration of air trans- 
portation between the West Coast and Hawaii since 1929, and in 1984 made 
studies and surveys preparatory to beginning such service. In this year the 
president of Inter-Island appeared before the Federal Aviation Commission in 
support of air transportation across the Pacific. On October 15, 1934, the Post 
Office Department made public certain correspondence with Pan American con- 
cerning bids to carry mail from the West Coast to the Orient. In November 
of that year Matson and Inter-Island started negotiations with Pan American 
regarding the inauguration of a West Coast-Hawaii service. Asa result of these 
negotiations, Matson and Inter-Island agreed to supply Pan American with addi- 
tional capital necessary to inaugurate a trans-Pacific service and to render 
certain other services which would aid Pan American in its Pacific operations 
upon condition that they be given a guarantee of a 50-percent interest in an air 
transport company to be formed for the purpose of conducting a local service 
between the West Coast and Hawaii. The contract here under consideration 
was executed on June 25, 1935. On the same date an option was given Matson 
and Inter-Island each to purchase 13,750 shares of Pan American Airways 
Corporation stock at $37 a share, which option was exercised by Inter-Island 
in March 1936, and by Matson in August 1936. When Inter-Island and Matson 
consummated their purchases the market price of this stock was $57.25 and 
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$54.50 per share, respectively. The 27,500 shares purchased by the two com- 
panies have since increased by stock dividend to 55,000 shares of the present 
stock, which represents approximately 3.4 percent of the shares of stock of Pan 
American Airways Corporation. 

The contract is to remain in full force and effect for 10 years from its execu- 
tion date and thereafter until terminated by either party, on 12 months’ notice 
to the other, with provision for earlier termination in the event of default. 


JOINT COMPANY 


Paragraph nine relates to the establishment of a joint company, 50 percent of 
the stock to be issued to Pan American and 25 percent each to Matson and to 
Inter-Island, for the purpose of conducting air transportation between the West 
Coast and the Hawaiian Islands. Pan American’s local service between these 
points is to be segregated from its through service, and the local service is to be 
conducted by the joint company. Presumably, Pan American may continue to 
carry local traffic on flights operated in its through transportation service. The 
contract provides that Pan American shall elect three directors and two officers, 
and Matson and Inter-Island jointly shall do likewise, while the president shall 
be elected by all of the directors. A further provision is made for the election 
of a seventh director by a two-thirds vote of all the directors if they are unable 
to agree on any proposals, and for the designation of the seventh director by the 
president of the United States Chamber of Commerce in the event the directors 
cannot obtain a two-thirds vote. The seventh director shall act only to settle 
the particular deadlock which caused his election. Pan American is required to 
subscribe for Class A stock in an amount not to exceed $750,000, and Matson 
and Inter-Island jointly are to subscribe for an equal amount of Class B stock. 
The rights and privileges of the two classes of stock are identical except for 
certain specified matters, which are concerned principally with the election of 
officers and contribution of capital heretofore explained. The formation of the 
joint company and the segregation of the local service rest upon an option given 
Matson and Inter-Island to be exercised by notification to Pan American at any 
time prior to June 20, 1941, which notice was duly given on June 20, 1940. 

Should the joint company fail to begin operations within this time,’ or should 
it fail to render efficient and adequate service, Pan American will be free to pro- 
vide such service as the needs of the situation may require, Should such failure 
to begin operations or to provide adequate service continue for a period of more 
than 6 months from the giving of notice thereof by Pan American to the joint 
company, Pan American will be relieved of its covenant not to operate a local 
service in competition with that of the joint company. The joint company is not 
to engage in any business other than scheduled air service between the West Coast 
and Hawaii. There is to be joint use of equipment and facilities and interchange 
of certain services between Pan American and the joint company. Neither of 
the parties may practice any discrimination between flights of Pan American 
and the joint company in the sale of transportation between Hawaii and the 
West Coast. 

Sections (K), (P), (R), and part of (M) of paragraph nine relating to ‘“con- 
tracts for the transportation of mail” and “subsidy contracts” were eliminated 
from the contract by letter filed with the Board on August 12, 1941. This letter 
of amendment also eliminated that part of section (J) restricting the size of air- 
craft to be used by Pan American between the West Coast and Hawaii. During 
the hearing, by express consent of the parties, Matson and Inter-Island further 
agreed to waive the restriction contained in section (J) against the operation by 
Pan American of more planes between the West Coast and Hawaii than beyond, 
insofar as such operation was necessary for adequate through service, 


METEOROLOGICAL DATA, ETC., AND AGENCY SERVICE 


Under the provisions relating to interchange of meteorological data and other 
services Matson has supplied Pan American with more than 6,000 messages con- 
cerning weather conditions and position data direct from its ships, Frequent 
communications are conducted between planes in flight and ships at sea. Advice 
has been rendered with respect to harbors, terminal facilities, and immigration 
procedure. Under the agency provision, which is contained in Paragraph Six of 
the basic contract, Inter-Island becomes the exclusive general traffic agent for 


1This period, which commenced June 20, 1940, was extended by agreement of the parties 
during the hearing t» include the time required for these proceedings, in addition to the 
time otherwise provided. 
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Pan American in Hawaii and Matson the exclusive general traffic agent in Ameri- 
can Samoa, the Fiji Islands, New Zealand, and Australia. This service includes 
solicitation of traffic and sale of tickets, assistance in custom clearances, and 
action as local contact for general matters. The agreement does not contemplate 
the development of traffic offices by Pan American in these sectors. 


JURISDICTION 


The jurisdiction of the Board over the subject matter of this proceeding is de- 

pendent upon whether the contract of June 20, 1935, as amended, comes within the 
purview of section 412 (a) of the Act, which provides : 
“Every air carrier shall file with the * * * (Board) * * * a true copy, or, if 
oral, a true and complete memorandum, of every contract or agreement (whether 
enforceable by provisions for liquidated damages, penalties, bonds, or otherwise) 
affecting air transportation and in force on the effective date of this section or 
hereafter entered into, or any modification or cancellation thereof, between such 
air carrier and any other air carrier, foreign air carrier, or other carrier for 
pooling or apportioning earnings, losses, traffic, service, or equipment, or relating 
to the establishment of transportation rates, fares, charges, or classifications, 
or for preserving and improving safety, economy, and efficiency of operation, or 
for controlling, regulating, preventing, or otherwise eliminating destructive, op- 
pressive, or wasteful competition, or for regulating stops, schedules, and charac- 
ter of service, or for other couperative working arrangements.” 

The evidence conclusively establishes that Pan American is an “air carrier” 
and Matson and Inter-Island are “other carriers” within the meaning of this 
section. Also, it is clear that the contract is one “affecting air transportation,” 
and was entered into for at least one, if not all, of the specific purposes enum- 
erated in the section. It follows, therefore, that the Board has jurisdiction 
over the subject matter of this proceeding. 


The decision in this case is governed by the terms of section 412 (b) of the 
Act, which provides : 

“The * * * (Board) shall by order disapprove any such contract or agreement, 
whether or not previously approved by it, that it finds te be adverse to the public 
interest, or in violation of this Act, and shall by order approve any such contract 
or agreement, or any modification or cancelation thereof, that it does not find 
to be adverse to the public interest, or in violation of this Act.” 

The Board has previously pointed out that the term “public interest” as used 
in the Act “is not a mere general reference to public welfare, but has a direct 
relation to fixed statutory objectives.”* Thus, section 2 of the Act directs the 
Board to consider certain specific objectives as being in the public interest. This 
section provides: 

“In the exercise and performance of its powers and duties under this Act, 
the * * * (Board) * * * shall consider the following, among other things, as 
being in the public interest, and in accordance with the public convenience and 
necessity— 

“(a) The encouragement and development of an air-transportation system 
properly adapted to the present and future needs of the foreign and domestic 
commerce of the United States, of the Postal Service, and of the national 
defense ; 

“(b) The regulation of air transportation in such manner as to recognize and 
preserve the inherent advantages of, assure the highest degree of safety in, and 
foster sound economic conditions in, such transportation, and to improve the 
relations between, and coordinate transportation by, air carriers; 

“(c) The promotion of adequate, economical, and efficient service by air car- 
riers at reasonable charges, without unjust discriminations, undue preferences or 
advantages, or unfair or destructive competitive practices ; 

“(d) Competition to the extent necessary to assure the sound development of 
an air-transportation system properly adapted to the needs of the foreign and 
domestic commerce of the United States, of the Postal Service, and of the 
national defense ; 

“(e) The regulation of air commerce in such manner as to best promo.e its 
development and safety; and 

“(f) The encouragement and development of civil aeronautics.” 


2 Acquisition of Western A. E. by United A. L., 1 C. A. A. 739, 741 (1940) ; and Acquisi- 
tion of Marquette by TWA, 2 C. A. B..1, 4 (1940), 
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The evidence in this case must be examined, therefore, in the light of the 
criteria of public interest thus provided by the Act. If any provision of the 
contract under consideration is found to be in contravention of all or any one 
of the above-enumerated factors, such provision must be held to be adverse to the 
public interest. 

In considering the proposed combining of resources to create this joint com- 
pany, it must be remembered that it will bring together three of the most power- 
ful transportation companies operating in the Pacific area. At present Pan 
American is the only airline certiticated to operate between the United States 
and Hawaii, the Orient and Australasia. Inter-Island is the only steamship com- 
pany in the Hawaiian Islands and controls the only airline in that area. Matson 
operates practically all steamship service between the West Coast and Hawaii, 
and in 1937 and 1938, transported 38,845 passengers, or 85.6 percent of a total 
of 45,445, and 43,618, or 88.7 percent of a total of 49,208, respectively, between 
these points. The predominant position enjoyed by these companies would place 
them, if associated, in a strong position to stifle any outside competition. With 
practically all landing rights, ground installations, and traffic facilities owned 
or controlled by these three carriers, an outside air carrier would find it difficult 
to inaugurate a service between these points. 

By the terms of the agreement a further restraint on competition is created. 
Sections (I) and (J) of paragraph nine, as amended, contain provisions that 
the proposed joint company is to conduct only a local service between the West 
Coast. and Hawaii, and Pan American agrees not to operate more flights between 
the West Coast and Hawaii than it does between Hawaii and points beyond, 
except where such operation is necessary for adequate through service. Such 
apportioning of territory tends to restrain competition. As the Board has pointed 
out previously, such restraint is adverse to the public interest if it would retard 
or prevent the development of an air transportation system properly adapted 
to the present and future needs of the nation.® 

Presumably it was intended, although the point was not specifically covered 
under the agreement, that neither Matson nor Inter-Island should apply to the 
Board for a certificate of public convenience and necessity authorizing air trans- 
portation between Hawaii and the West Coast. Moreover, as pointed out previ- 
ously, Pan American agreed not to operate a local service between Hawaii and 
the West Coast. Agreements of this nature, whereby a'carrier operating in a 
particular territory obtains from a prospective competitor an undertaking, ex- 
press or implied, not to attempt competitive operations, are likely to tend to 
impede the development of competition to the extent required by the present 
and future needs of the nation. Accordingly, we are of the opinion that such 
agreements thwart the purposes of the Act, and that their formation should in 
general be discouraged. 

In considering the matter of competition in its relation to the instant pro- 
ceeding, it must be borne in mind that air transportation between the West Coast 
and Hawaii is “overseas air transportation” and not “foreign air transportation” 
as those terms are defined in the Civil Aeronautics Act. Under the Act overseas 
air transportation is reserved exclusively to American-flag enterprise. Certain 
of the arguments most frequently made against competition between American- 
flag airlines in foreign air transportation, particularly with respect to competi- 
tion with foreign-controlled airlines and the negotiation of rights with foreign 
governments, are therefore not applicable in this case and need be given no consid- 
eration in determining the issues herein. 

It is believed that the pooling of resources and interests by these three com- 
panies would result in stifling competition in air transportation between the West 
Coast and Hawaii not only for the present but for years to come. It will be 
remembered that Matson and Inter-Island were contemplating inauguration of a 
Pacific air service prior to the commencement of discussions which led to the 
formation and execution of this agreement. In fact the evidence indicates that 
the elimination of Pan American’s most likely competition in that part of the 
Pacific area was one of the principal reasons Pan American entered into the 
agreement. This agreement might be termed a compromise and concession by 
Pan American, designed to forestall outside competition in this area by Matson 
and Inter-Island, and to assure Pan American a half interest in the earnings of, 
and joint control over, a local operation between Hawaii and the West Coast 
which would supplant its own. The operations by the new company to be formed 
under the agreement would nominally result in competition between Hawaii and 
the mainland between its flights and the space in flights in Pan American's 





3 Acquisition of Western A. EB. by United A. L., p. 745, supra, 
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through operations which might be available to such local traffic. However, Pan 
American would be permitted to participate by joint control in the operations of 
this newly created competitor. Any competition which might naturally be ex- 
pected to result between the two operations would therefore be restricted by 
that fact. 

Furthermore, under the terms of paragraph nine of the agreement, Matson and 
Inter-Island will own 50 percent of the stock of the proposed joint company and 
Pan American will own 50 percent, with equal voting rights shared between Pan 
American on the one hand and Matson and Inter-Island on the other. There is 
inherent in this arrangement the possibility, where the interests of air and steam- 
ship transportation come into conflict, that an impasse may be reached concerning 
the policies of the joint company which might obstruct or retard its activities and 
the development of air transportation. The provision in the agreement for the 
election of a seventh director under certain conditions indicates that the parties 
to the agreement recognize the possibility of such stalemates. We also take notice 
that the difficulties inherent in an equally divided control of an air carrier are 
illustrated by the fact that in the only existing case where such control is present 
a complaint has been filed by one of the parties controlling a half interest request- 
ing that the Board require divéstmeént of interest by the other party.* 

In view of the foregoing considerations, we find that the provisions contained 
in paragraph nine of this agreemen are adverse to the public interest. 

By the provisions of paragraph six of the agreement Matson is appointed exclu- 
sive general traffic agent in American Samoa, the Fiji Islands, New Zealand, and 
Australia, and Inter-Island the exclusive general traffic agent for Pan American 
in the Hawaiian Islands. Under this arrangement Pan American will not main- 
tain traffic offices in these regions, but will be entirely dependent upon Matson and 
Inter-Island for the solicitation of passenger and express business over its trans- 
Pacific route. Under the circumstances it appears that the great influence which 
the agent would have in the development of air transportation is objectionable. 
Especially is this true since the agent conducts a rival form of transportation 
throughout the same area. The development of air transportation over so large 
an area should not be entrusted to the exclusive agency of a steamship company 
whose interests now conflict to a certain extent, and are likely to conflict increas- 
ingly, with the interests of the air carrier. It is therefore concluded that the 
exclusive general traffic agency provision of the agreement is adverse to the 
public interest. 

The provision relating to meteorological service contains no condition or cove- 
nant which in any way appears to operate adersely to the public interest. On the 
contrary, the performance of these services has been shown to have accrued to the 
benefit of Pan American in conducting its operations. It is therefore concluded 
that this provision of the agreement is not adverse to the public interest. 


CONCLUSION 


It has been concluded that the provisions contained in paragraph nine of the 
agreement and the provision relating to the exclusive general traffic agency are 
adverse to the public interest, and that certain meteorological data and other 
assistance provided Pan American by Matson and Inter-Island have been benefi- 
cial and that such provision of the agreement is not adverse to the public interest. 
The evidence indicates that it is the intention of the parties that paragraph nine 
should be inseparable from the remainder of the agreement, and that if this 
paragraph should not be approved by the Board the entire argeement must fail. 
Since we have found that the provisions of paragraph nine are adverse to the 
public interest, and since these provisions are inseparable from the remainder of 
the agreement, it follows that the entire agreement must be disapproved. On the 
basis of the foregoing considerations, we find that the agreement under considera- 
tion is adverse to the public interest, and it is disapproved. 

An appropriate order will be entered. 


ORDER 


Pogue, Chairman, Branch, Ryan, and Warner, Members of the Board, concurred 
in the above opinion. Baker, Member, did not take part in the decision. 

A public hearing having been held in the above-entitled proceeding and the 
Board, upon consideration of the record, having issued its opinion containing its 


*Complaint of W. R. Grace and Company v. Pan American Airways Corp., concerning 
control of Pan American-Grace Airways, Inc., Docket No. 744. 
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findings, conclusions, and decision, which is attached hereto and made a part 
hereof ; 
Ir Is Onperep, That the said agreement, C. A. B. No. 152, be, and the same is, 
disapproved. 
SUBCOMMITTEE INSERT W 
Serial No. 31 
THE UNITED STATES OF AMERICA 


Crvitu AERONAUTICS AUTHORITY 
WASHINGTON, D. C. 


At A SESSION OF THE CIVIL AERONAUTICS AUTHORITY HELD IN THE CITY OF WASH- 
INGTON, D. C., ON THE 7TH DAY OF APRIL 19389. IN THE MATTER OF THE AGREE- 
MENT DATED SEPTEMBER 22, 1938, BETWEEN PAN AMERICAN AIRWAYS COMPANY 
(DELAWARE), AMERICAN Export AIRLINES, INC., PAN AMERICAN AIRWAYS Cor- 
PORATION, AND AMERICAN HExPorT LiINzEs, INcC., FILED WITH THE AUTHORITY 
UNbDER SecTION 412 (A) OF THE CIVIL AERONAUTICS ACT OF 1938 


Oxpgr No, 412-B-1 


The Authority having considered the terms of the above-mentioned agree- 
ment and it appearing: 

1. That said agreement has been filed with the authority pursuant to the pro- 
visions of Section 412 (a) of the Civil Aeronautics Act of 1938. 

2. That Pan American Airways Company (Delaware) and American Export 
Airlines, Inc., through their respective attorneys, have requested that this matter 
be disposed of without a hearing. 

3. That there is pending before the Authority an application by Pan American 
Airways Company (Delaware) (Docket No. 163) for a Certificate of Public Con- 
venience and Necessity authorizing said carrier to engage in trans-Atlantic air 
transportation, and that it is expected that American Export Airlines, Inc., will 
file with the Authority an application for a Certificate of Public Convenience and 
Necessity authorizing it to engage in trans-Atlantic air transportation. 

4. That said agreement purports to prohibit the respective parties thereto from 
making application for a Certificate of Public Convenience and Necessity for or 
from conducting trans-Atlantic or other operations to certain countries in Europe, 
as follows: 

(a). American Export Airlines, Inc., shall not operate in or to the follow- 
ing countries on trans-Atlantic flights or otherwise : 
Great Britain 
Ireland 
Bermuda 
Holland 
Denmark & Iceland 
Norway 
Sweden 
Finland 
Estonia 
Latvia 
Lithuania 
Czechoslovakia (as it existed Sept. 22, 1988) 
Hungary. 
(b). Pan American Airways Company (Delaware) shall not operate in 
or to the following countries on trans-Atlantic flights or otherwise: 
Italy 
Jugoslavia 
Roumania 
Albania 
Bulgaria 
Greece 
Turkey-in-Europe 
Turkey-in-Asia 
Western Asia to Persian Gulf 
Mediterranean Islands 
North Africa 
(c). Operations to Russia by Pan American Airways Company (Dela- 
ware) shall be over or through Poland or a country north of Poland; opera- 
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tions to Russia by American Export Airlines, Inc., shall be over or through 
a country south of Poland. 

5. That the Authority is unable to determine, and believes that it cannot de- 
termine otherwise than at a public hearing upon an application for a Certificate 
of Public Convenience and Necessity, to what extent, if any, the public interest 
will require or permit the above-described division of territory or limitation of 
service. 

6. That the approval at this time of an agreement purporting to divide, as 
between the parties to such agreement, the territory which each may serve would 
be adverse to the public interest. 

7. That the agreement contains a provision under which the parties are to 
endeavor to secure the granting of applications for commercial landing and flying 
rights in France and Germany on the basis of the same number of round trips, 
to be divided equally between the two parties, provided that the respective party 
is willing and, within a reasonable time, able to avail itself of any permission 
granted. That if either party is not willing or, within a reasonable time, able to 
avail itself of any permission offered, such permission is to be accorded to the 
other party and thereafter the party which shall fail to avail itself of such per- 
mission shall be entitled only to one-half of the additional frequencies which may 
subsequently be permitted. 

8. That it is not known to the Authority whether either or both of the parties 
to the agreement will be able to avail itself or themselves of any such permission 
offered. That in the event that such party is not willing or able to avail itself 
of such permission, the enforcement of this provision of the agreement might 
result in the exclusion of such party from trans-Atlantic operations for an in- 
definite time and lead to a monopoly of such transportation by the other party, 
and that, therefore, such provision is adverse to the public interest. 

9. That the terms of such agreement are such as to fix in advance territorial 
operating rights which should be reserved for future determination in the light 
of the development of the services of the respective contracting parties: that, 
therefore, such contract might discourage the development of an air transporta- 
tion system properly adapted to present and future needs of the foreign and do- 
mestic commerce of the United States, of the Postal Service, and of the national 
defense ; that it might impair sound economic conditions in such transportation, 
might prevent the coordination of transportation by air carriers, and might 
prevent competition. 

Now, THEREFORE, the Authority, acting pursuant to the authority vested in it 
by Section 416 of the Civil Aeronautics Act of 1938, and finding that the contract 
dated September 22, 1938, between Pan American Airways Company (Delaware), 
American Export Airlines, Inc., Pan American Airways Corporation, and Ameri- 
can Export Lines, Inc., filed with the Authority under the terms of section 412 
(a) of said Act, is adverse to the public interest, hereby disapproves such contract. 

By the Authority : 
[SEAL] Pavut J. Frizzetx, Secretary. 
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OPINION 
By THE Boarp: 

This proceeding involves an agreement between Pan American Airways, Inc. 
(Pan American), and the United States Lines Company (U. S. Lines), identified 
as Agreement C. A. B. No. 157, relating to general agency representation in 
Europe and the British Isles for Pan American and other services. The agree- 
ment was filed with the Board by Pan American pursuant to section 412 (a) 
of the Civil Aeronautics Act on September 30, 1938, but consideration was 
deferred during the war because U. S. Lines was operating steamships only as 
agent for the Government. By letter dated September 11, 1945, Pan American 
informed the Board that the agreement was still in operation. By letter dated 
August 8, 1946, Pan American was advised that on the available facts the Board 
was unable to find that the agreement was not adverse to the public interest, but 
the parties were given an opportunity to request a hearing before final action 
by the Board. By petition filed on September 5, 1946, U. S. Lines requested a 
hearing on the questions of (1) whether or not the Board had jurisdiction of 
the said agreement, and (2) whether the said agreement should be continued 
in effect. After due notice to the public and all interested parties a public 
hearing was held before Examiner Warren E. Baker. An examiner’s report 
was duly served, and exceptions to the report and briefs in support thereof were 
filed with the Board. 

The contract involved was executed on February 26, 1935, between Pan 
American Airways Company, predecessor of Pan American, and International 
Mercantile Marine Company, predecessor of U. S. Lines. On July 1, 1937, United 
States Lines Company of Nevada was substituted for the International Merecan- 
tile Marine Company as a party to the contract. On August 22, 1940, Pan 
American Airways Company transferred its rights and obligations under the 
contract to Pan American. On May 29, 1943, United States Lines Company of 
Nevada was merged with the International Mercantile Marine Company and the 
latter changed its name to U. S. Lines and adopted the contract. 

The agreement has been amended on several occasions and, as amended, con- 
tains a number of provisions under which U. S. Lines is to provide various serv- 
ices for Pan American in the latter’s transatlantic operations. The most impor- 
tant of these is the provision in article 5 (a) whereby Pan American appoints 
U. S. Lines, its subsidiaries and agents, as exclusive general traffic agents for 
Pan American in Great Britain, France, Denmark, Belgium, Latvia, Lithuania, 
Norway, Sweden, Finland, Russia, Poland, Rumania, Portugal (excluding the 
Azores and other islands), Czechoslovakia, Switzerland, Bulgaria, Austria, 
Irish Free State, Germany, Holland, and Estonia. Provision is also made that 
other European countries may be added from time to time by Pan American. 

The agreement also contains provisions for the furnishing by U. S. Lines to 
Pan American of meteorological data and information with respect to harbors, 
airports, and terminal facilities, and clearance, customs, and immigration pro- 
cedure in Europe (article 1) ; for establishment of air-water tariffs (article 2) ; 
for the acceptance and transportation by U. S. Lines of the baggage of passengers 
holding Pan American tickets or exchange orders (article 3); for the shipment 
of company freight and the booking of company passenger water transportation 
via U. S. Lines (article 4) ; and for the handling of Pan American passengers and 
baggage in Europe by U. S. Lines (article 5 (e)). 

Under the contract U. S. Lines receives a commission for its general agency 
functions on all Pan American passenger transportation sold by its branch offices, 
general agents, or subagents within the designated territory. The commission 
amounts to 10 percent of the sales, out of which U. S. Lines pays agents making 
the sale a commission amounting to 7144 percent. According to a letter-amend- 
ment to the contract shown as a nexhibit, where a subagent of a general agent 
received 71% percent commission, U. S. Lines will receive an additional 214 per- 
cent overriding commission in order to be able to pay its general agent 2% percent 
and still retain 24%, percent commission. 

In addition to the commission on passenger tickets sold, U. S. Lines was to 
receive 10 percent commission for the solicitation and handling of air express in 
the event that no coordinated system for such activity is established, and 2 per- 
cent if no such system is established (article 6). Except for agency services in 
relation to passengers, mail, and express, and except for the furnishing of 
meteorological data obtained prior to the execution of the agreement, Pan Ameri- 
can was to pay U. S. Lines an amount equal to the additional cost incurred in 
providing services. 
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Pan American also guaranteed to U. S. Lines a minimum of $1,000 a montn 
compensation during the period in which Pan American was operating one round 
trip per week across the Atlantic, and a minimum of $2,000 per month when Pan 
American was operating two or more round trips a week. This guarantee had a 
maximum coverage of 24 months (article 6) of which 14 months have been used. 

This agreement was filed with the Board pursuant to section 412 of the Act. 
Section 412 (a) of the Act provides: 


Every air carrier shall file * * * every contract or agreement * * * affecting 
air transportation * * * between such air carrier and any * * * other 
carrier * * * relating to the establishment of transportation rates, fares, 
charges * * * for preserving and improving safety, economy, and efficiency 
of operation * * * or for other cooperative working arrangements. 


Pan American Airways is an air carrier and U. 8S. Lines is a common carrier 
by water, and the parties to the agreement therefore are clearly covered by this 
section. U. S. Lines, however, contends that the contract does not affect air 
transportation within the meaning of the Act but relates only to ground services 
incidental to the operation by Pan American of its air transport services. The 
business and principal activity of Pan American is “air transportation” and the 
question raised by U. S. Lines is whether the agreement here under considera- 
tion “affects” that business within the meaning of the statute. The dictionary 
meaning of ‘affect’ is “to act upon, operate upon, concern or relate to a subject.” 
The conclusion is inescapable that the present agreement is one which falls within 
this definition. It cannot be seriously contended that the solicitation and sale 
of tickets for air transportation, the handling of excess baggage of air passengers, 
and the assisting of clearance of customs for air passengers in and out of Europe 
do not “affect air transportation.” 

Article 2 of the agreement relates to the establishment of transportation rates 
and fares. In fact, several air-water tariffs have been established and filed from 
time to time with the Board. The second and third preliminary paragraphs, or 
“whereas” clauses, in the preamble of the contract show that one of the purposes 
of the contract is to improve the safety of the operating of transatlantic flights of 
Pan American. The provisions of article 1 of the agreement are in furtherance 
of this purpose. In addition the principal argument advanced by the parties in 
favor of the contract is the improved economy in solicitation which would result 
in a reduced cost of operation. Furthermore, the agreement is replete with in- 
stances in which U. 8. Lines is to cooperate with Pan American in performing 
various services, such as meeting passengers and arranging for forwarding and 
transshipment of excess baggage, and many other matters. Thus in any case 
it must be considered a cooperative working agreement. 

The foregoing analysis demonstrates clearly that this agreement is one between 
parties covered by section 412 of the Act, is one affecting air transportation within 
the meaning of that section, and is one which comes within one or more of the 
classifications set forth in that section. Therefore we conclude that it is an 
agreement over which we have jurisdiction under section 412 of the Act. 

Under this section we are called upon to disapprove the agreement if found to 
be adverse to the public interest. We have pointed out in previous cases that 
the term “public interest” as used in section 412 is not a mere general expression 
but has a direct relationship to the different statutory objectives as set forth in 
section 2 of the Act.* The adjudication of the issue of public interest is a 
balancing process in which no single factor is controlling but must be determined 
by weighing all the considerations disclosed by the evidence relating to the 
provisions of section 2 of the Act in order to calculate the probable effect of 
the agreement on the public interest.’ 

U. S. Lines contends that this agreement is consistent with, rather than adverse, 
to the public interest. It asserts that Pan American is receiving solicitation and 
traffic representation in Europe of a quality at least as good as, if not better 
than, Pan American could obtain through any other method, at far less cost to 
Pan American. The European traffic organization of U. S. Lines has been in 
operation for more than 25 years and it is argued that the experience, trained 
personnel, organization, and good will which has been built up over this time has 
resulted in economies which could be attained by a new organization only through 
experience and time in the locality. U.S. Lines asserts that it is a well-accepted 
theory that substantial economies in overhead and supervision may be obtained 


1 Acquisition of Marquette by TWA,2C. A. B. 1 (1940). 
2 American Air., Control of Mid-Continent Air., 7 C. A. B. 365 (1946). 
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through increasing the volume of business. They contend that the solicitation 
of airline passengers is similar to the solicitation of passengers for other forms 
of transportation and that they can be combined to obtained a great volume. 

Nowhere in the record is there any evidence which tends to refute the conten- 
tion that Pan American is obtaining adequate representation at substantial 
economies. Nevertheless, there is no evidence as to the actual extent of these 
economies. While witnesses for both Pan American and U. 8S. Lines expressed 
the opinion that it would cost Pan American more to perform the solicitation 
itself, no witness made an estimate as to the amount of the additional cost. 

There is nothing unusual in the use of an agent by an airline. The difference 
here from the usual situation is in the size of the territory covered by an exclusive 
agency and the fact that the agent is a competitor. In its other divisions Pan 
American has kept the territory covered by an exclusive agency down to a rela- 
tively small size. It has set up its own branch offices in the important cities and 
has had them supervise the agents utilized. In the instant case, however, it has 
appointed U. S. Lines to perform the function usually allotted to its branch 
offices. Thus the offices of U. S. Lines in London, Paris, and other important 
points supervise the network of general agents and subagents throughout Europe. 
The size of the job which Pan American has turned over to U. 8. Lines is readily 
apparent from an examination of the exhibit of U. S. Lines which shows that in 
the first 7 months of 1946 more than 18,000 air passengers to the United States 
from Europe were sold passage totaling over $3,000,000. Thus it can be assumed 
that Pan American passenger revenues of about $6,000,000 in 1946 dependent to 
some extent upon the efficiency and vigor of the solicitation by the traffic organiza- 
tion of U. S. Lines in Europe. 

In a previous case we have had occasion to discuss a similar agreement which 
was executed between Pan American, Matson Navigation Company, and Inter- 
Island Steamship Company,’ wherein Matson was appointed exclusive general 
traffic agent in American Samoa, the Fiji Islands, New Zealand, and Australia, 
and Inter-Island the exclusive general traffic agent for Pan American in the 
Hawaiian Islands. In that case we stated as follows: 

“Tnder the circumstances it appears that the great influence which the agent 
would have in the development of air transportation is objectionable. Es- 
pecially is this true since the agent conducts a rival form of transportation 
throughout the same area. The development of air transportation over so large 
an area should not be entrusted to the exclusive agency of a steamship company 
whose interests now conflict to a certain extent, and are likely to conflict in- 
creasingly, with the interests of the air carrier.” 

The contracts in these two cases were drawn contemporaneously and except for 
minor differences were almost exact duplicates. 

While there are some differences between the two cases, the principles above 
set forth are applicable to both. The use of an independent agent rather than 
an employee to perform traffic solicitation generally results in the principal hav- 
ing less control over that function. When the agency is made exclusive it further 
reduces the control of the carrier since it frees the agent from the threat of com- 
petition during the life of the contract. When, in addition, the size of the area 
covered by the exclusive agency is so great as to account for a substantial part 
of the carrier’s income the influence of the agent is magnified. 

This contract first became important when Pan American inaugurated its 
transatlantic services in 1939. At that time this route accounted for 4 relatively 
small portion of the traffic and revenue of the carrier. The cost of obtaining a 
sales coverage throughout Europe other than by means of an agency agreement 
of this nature might have been prohibitive in view of the small amount of traffic 
involved. Furthermore the dangers inherent in such an agreement were rela- 
tively small since it involved only a small portion of Pan American’s revenue. 
However, since the war the increase in long overwater air travel has been sub- 
stantial. At the present time the traffic across the Atlantic contributes a large 
portion of the revenue to each of our international carriers there involved. This 
agency agreement covers 10 of the 14 countries of Europe which Pan American 
is authorized to serve, includes the major traffic centers of London, Paris, and 
Brussels, and accounted for about $6,000,000 in revenue for Pan American dur- 
ing 1946. The increase in transatlantic traffic carried by Pan American and the 
extent of Pan American’s territory in Europe covered by this exclusive agree- 
ment intrusts to an agent too great a share of the responsibility for the welfare 
of the air carrier and the development of air transportation. In addition, in the 


3 Pan American-Matson-Inter-Island Contract, 3 C. A. B. 540 (1942). 
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present instance the agent is also a competitor of its principal. U. 8. Lines is 
the principal American steamship operator between the northern portion of the 
east coast of the United States and Europe. 

U. S. Lines contends that the speed of the airplane as compared with that 
of the steamship automatically eliminates any competition between the two as 
to passengers desiring speed. The trip by air with Pan American takes about 
18 hours with departures twice daily. The trip by steamship with U. S. Lines 
takes about a week with a departure once every 20 days. U. S. Lines further 
contends that this field of competition is actually narrower than it seems because 
most persons have definite views on whether they desire to travel by air or by 
steamship. They say that even those passengers without definite convictions in 
this matter generally decide on the mode of travel before entering the office to 
purchase a ticket. Furthermore subagents receive a 714-percent commission on 
airline tickets and only 6 percent on steamship tickets. Data submitted by U. 8S. 
Lines and Pan American indicate that approximately 75 percent of the tickets 
actually are sold by subagents. Thus U. 8. Lines contends that the self-interest 
of the subagents would prevent them from attempting to divert sales from air 
to sea transportation even if it were desired by U. S. Lines. 

Nevertheless U. S. Lines is engaged in a rival form of transportation over 
routes substantially paralleling those of its principal. Prior to the war the pas- 
senger traffic carried by U. S. Lines represented about one-third of its revenue. 
It had accommodations for about 4,000 passengers. At present it owns no pas- 
senger ships but operates for its own account under charter one of its former 
liners, the S. S. America, which has accommodations for 1,050 passengers, 450 
of whom are first class. The future passenger accommodations of U. 8. Lines 
is uncertain. 

The arguments as to the nonexistence of competition are not persuasive. Com- 
petition exists even though the advantages offered by air travel differ from those 
offered by sea. Each company involved in either form of transportation is 
seeking customers from the same market, i. e., persons having reasons to travel. 
The assumption that when a potential passenger enters the ticket office all that 
remains is to exchange a ticket for cash would suggest that a sales agent actually 
performs no real service. Frequently the potential passenger may be influenced 
in his choice of transportation through the sales effort of the agent. Whether 
the different commissions paid subagents on air- and sea-travel sales is of 
importance depends on many matters not made clear in the record, such as 
cost of selling each ticket and total price. Furthermore, the agent always has 
a certain amount of control over subagents which is denied his principal. 

It is contended that any adverse effects of the conflict of interest which may 
be present because of competition is eliminated by remedies and controls in the 
contract. The direct advertising originates with Pan American and is merely 
placed by U. S. Lines. To this extent Pan American can always be sure of some 
solicitation effort. Nevertheless the subsequent steps whereby actual sales 
are consummated are entirely in the hands of U. S. Lines and its agents. Pan 
American can suggest various sales efforts but they are suggestions and not 
orders and depend upon cooperation for their effectiveness. 

Under the contract certain remedies are set up whereby Pan American can 
to some extent supervise the activities of the agent. Pan American can cancel 
the contract on 1 years’ notice, but such a step would probably not be taken 
except as a last resort. Further Pan American can notify U. 8. Lines any time 
it has an complaints about the quality of the solicitation and in the event of 
disagreement the matter will be arbitrated. If the arbitration award is to 
Pan American and U. S. Lines does not correct the situation Pan American may 
either cancel the contract or remove the area involved in the complaint from 
the agreement. In effect the remedy is cancellation of the agreement in whole or 
in part. Pan American has a similar recourse in case of attempts by U. S. Lines 
to divert passengers from air to sea travel. While U. S. Lines has agreed not to 
attempt to divert traffic from air to sea, it is in no way financially responsible 
for inadequate air-travel solicitation and the only financial loss for poor solici- 
tation would be lower total commissions received. The protective provisions 
of the contract appear to be too unwieldy to eliminate the dangers inherent 
in the traffic solicitation by a competitor. We do not question the integrity of 
the personnel of that competitor but are convinced that solicitation of traffic 
and ticket sales is a function which requires a vigorous active effort stemming 
from the undivided loyalty of the personnel involved. In the present situation 
the agents and personnel must be necessity be continually confronted with 
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divided loyalty in sales efforts which would seem to be inconsistent with the 
fiduciary relationship of agency. This would not seem to be in the best interests 
of either form of transportation. 

The discussion thus far has primarily concerned the agency provisions of the 
eontract. The issues relative to provisions for other services under this agree- 
ment are substantially the same. These services are ancillary to the agency 
provision and are performed at cost. Moreover, it was not contended that these 
services were peculiarly important and little evidence was provided to show the 
real benefits received from such services. Neither Pan American nor U. 8S. Lines 
contemplates their continuance if the agency provisions are disapproved, and 
there is no serious contention that the miscellaneous services provide sufficient 
benefits to require approval of this contract without the agency provisions. 

While the reasons set forth above require a finding that the continuance of 
the present arrangements between U. 8S. Lines and Pan American would not be 
in the public interests, it is evident that the immediate cancellation of this con- 
tract might have an adverse effect on the parties. There is no indication in the 
record that the contract was not a sound exercise of managerial discretion when 
executed and no fraud or restraint of trade has been shown. In order to provide 
a reasonable period for these necessary arrangements to be consummated, we 
will not make our disapproval effective immediately. We will disapprove this 
contract effective 90 days from the date of this decision. 

Therefore upon consideration of the entire record and for reasons set forth 
we find that the agreement (C. A. B. No. 157) between U. S. Lines Company and 
Pan American Airways, Inc., filed pursuant to section 412 (a) of the Act is ad- 
verse to the public interest and that the said agreement should be disapproved 
effective 90 days from the date of this decision. 

An appropriate order will be entered. 

Landis, Chairman, Ryan, Branch, and Lee, Members of the Board, concurred 
in the above opinion. 

ORDER 


There having been filed with the Board pursuant to section 412 (a) of the 
Civil Aeronautics Act of 1938, as amended, Agreement C. A. B. No. 157 between 
the above-named air carrier and common carrier; and the Board having, after 
due consideration of said agreement and after a public hearing with respect 
thereto, issued its opinion containing its findings, conclusions, and decision, 
which is attached hereto and made a part hereof; 

It Is OrpeRED, That Agreement C. A. B. No, 157 be and it is disapproved, ef- 
fective 90 days from the date of this order. 


SUBCOMMITTEE INSERT Y 


Excerpts From THE Sworn TESTIMONY or Apotr A. Bere, JR., FORMER ASSIST- 
ANT SECRETARY OF STATE, IN THE NorRTH ATLANTIC RouTE TRANSFER CASE, 
CAB Docket No. 3589 et AL. 


(Tr. 3691] DIRECT EXAMINATION 


By Mr. Hiensaw : 


Q. Mr. Berle, would you stave your full name for the [Tr. 3692] record?—A. 
Adolf A. Berle, Jr., 70 Pine Street, New York City. 

Q. What is your present position, Mr. Berle?—A. Professor of law, Columbia 
University. I am also practicing law in New York City. 

Q. Would you briefly describe your background to the examiner?—A. Where 
do you want me to begin, Mr. Highsaw? I have had quite a lot. 

Q. I think for this purpose we would simply say, did you occupy positions in 
the State Department?—A. I was Assistant Secretary of State from 19388 to the 
end of 1944. During that time, and particularly during 1944, I was in charge of 
aviation and communications. 

Q. Around March 1, did public counsel call your office on the telephone and 
ask for an interview with you?—A. March 1 of this year? 

Q. Yes—A. Yes. 

Q. As a result of that phone call, public counsel interviewed you in your office 
at 70 Pine Street, New York, around March 4 or 5 of this year; is that right?— 
A. Yes. 

Q. At that interview, did public counsel advise you that they had come into 
possession of information relating to negotiations between Mr. Trippe and 
Mr. Critchley of BOAC, or an agreement between these gentlemen with respect 
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to a cartel arrangement governing world traffic, and did we ask you that we 
wished to find out the accuracy and confirm the [Tr. 3693] information which 
we had?—A. Yes, 

Q. Did we subsequently discuss this subject with you at our office in New 
York, around April 25 or 26 of this year?—A. Yes. 

Q. Did we advise you at that time that we would request the examiner to issue 
a subpena for your appearance as a witness in this case?—A. You did. 

Q. In your official capacity as Assistant Secretary of State, with responsiblity 
for aviation matters, was it necessary for you to go to England in the spring 
of 1944?—A. Yes, specifically in the early part of April 1944. A preparatory 
conference was held between American officials and the British officials in 
London, for the purpose of discussing possible arrangements for a civil aero- 
nautics international conference later that year. And I went with the American 
group for those discussions. 

Q. And in your capacity as Assistant Secretary of State, did you have various 
discussions relating to aviation matters with responsible British officials ?— 
A. Yes. 

Q. Before you left for these conferences in London, Mr. Berle, did there come 
to your attention, in your official capacity as Assistant Secretary of State for 
aviation matters, reports indicating that certain interests were trying to work 
up blocks under cartel arrangements to exclude the United States from the 
European and Mediterranean routes?—A. Substantially, yes. You used the word 
“cartel.” [Tr. 3694] I don’t know that the word “cartel” appeared in those 
reports. The State Department had received a number of reports indicating 
that an attempt, or more accurately, that conversations had been going on 
endeavoring to set up a postwar pattern by which the air would be split into 
areas or blocks, assigning to various countries and the companies of those 
countries, primacy in those areas. 

Q. Did you in your official capacity consider that a matter of sufficient 
concern that you should take it up with the officials of the British Government ?— 
A. Yes, for at that time we were governed by the Civil Aeronautics Act of 
1938, which contemplated a competitive system in aviation, at least so far as the 
United States was concerened. Likewise, as Americans, we hoped to get the 
widest range of activity, of course, for American aircraft, consistent with 
proper consideration of the interests of other countries. 

Q. As a result, therefore, did you take up with the officials of the British 
Aviation Ministry the question of the existence of any such arrangements, or 
negotiations for such arrangements, and discuss these with such officials ?— 
A. I inquired whether the British delegation were aware of any such conversa- 
tions and if they had any information and whether any conversations, if they 
did exist, represented determined British policy. 

Q. Did you, during the course of these discussions, learn of the existence of 
negotiations between Mr. Trippe and General Critchley for an arrangement 
governing world traffic, providing that Pan American Airways was to have 
the bulk [Tr. 3695] of the North Atlantic traffic, BOAC to have substantially 
all of the European traffic, that Pan American would not invade the Continent 
of Europe and that BOAC would operate in South America, at least partly, 
under Pan American franchise or agreement, but at certain places was to be 
entitled to use its own name for prestige purposes; that Pan American was 
to see that BOAC got the Hawaiian stop, making possible a connection between 
Canada and Australia, and thereby making it possible for BOAC to have in 
conjunction with the Canadian and possibly the Australian Airways, by 
arrangements to be worked out between them, around the world route? 

Mr. FrienpLy. Mr. Examiner, I object to that question. It calls for a state- 
ment by this witness as to what some unnamed official told him that someone 
else had told him. This is about thirdhand hearsay, and I request that con- 
sideration be given to the memorandum which we have submitted on that sub- 
ject, which shows that in matters of this sort, where the inquiry is as to al- 
leged specific facts, of a serious character, that people are entitled to the pro- 
tection of the hearsay rule and are not to be exposed to this kind of thirdhand 
gossip. 

Mr. HiegHsaw. Mr. Examiner. 

Examiner WrENN. Mr. Highsaw. 

Mr. HieHsaw. In the first place, the record does not show that this is third- 
hand gossip. Secondly, I would like to point out to you that the testimony 
Mr. Berle is about to give was acquired by him in the course of his official ca- 
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pacity as an Assistant Secretary of State charged, among other things, with 
responsibility for aviation matters. 

It is quite plain that the circumstances under which Mr. Berle acquired this 
information are such as to lead him, or any other responsible official of the 
United States Government, to acquire the information and to rely thereon. How 
could anyone in a position such as that occupied by Mr. Berle completely ignore 
or treat as of no account the information which he received from responsible 
officials of another Government. 

Not only is it true, in this instance, that the evidence is of the sort that prac- 
tical men would rely on, but it is also clear that it would be extremely difficult, 
if not impossible, to obtain evidence on this subject from any other source. 

It is submitted that under the tests laid down, and the decisions of the court, 
the fact that the evidence such as that admitted here would be relied upon by 
a man who gained it in the conduct of important political affairs and in the conduct 
of official duties as an official of the United States Government, and that more 
is not readily available, is enough to render it admissible in an administrative 
proceeding. 

Moreover, the fact that the testimony to be given by Mr. Berle was acquired 
in the course of his official duties is [Tr. 3697] peculiarly significant here. The 
situation is analogous to the exception to the hearsay rule under which even in 
jury trials official documents are admissible in evidence. 

It should be borne in mind, finally, that the rule relating to exclusion of hear- 
say grew up in jury trials of common law; that the triers of fact were inex- 
perienced laymen not accustomed to sift and weigh evidence. Here the trier 
of the facts, in the first instance, is an examiner of the Board who is a trained 
lawyer fully competent to weigh the probative value of the evidence submitted 
to him. The trier of the fact, in the final analysis. is a trainy body of five men 
whose function is to weigh the value of evidence in dozens of cases and who 
are fully equipped to sift and weigh the evidence adduced in administrative 
proceedings. 

Examiner WreNN. Are you trying to prove the existence of any such agree- 
ment by Mr. Berle? You have the testimony of Mr. Trippe, who is supposed 
to be one of the parties to it, that he doesn’t know anything about it. Does Mr. 
Berle have a eopy of the agreement here? 

Mr. HieHsaw. No. 

Examiner Wrenn. Are you having Mr. Berle simply testify as to a course 
of conduct that he, as Assistant Secretary of the United States, follows? 

Mr. HieHsaw. That is right. 

Examiner WreEnN. If it is just a course of conduct that he follows, I am going 
to permit him to testify. 

Mr. HieHsaw. That is what we are having him testify to. 

Examiner Wrenn. But I don’t think Mr. Berle is willing to establish the 
existence of such an argument. 

(Tr. 3698] Mr. Highsaw. We are offering it for the probative value of the 
evidence acquired by Mr. Berle during his official duties as an Assistant Sec- 
retary of State, and he will testify only as to what he was officially advised 
during the course of those official duties and what he did about it as a respon- 
sible official of the American Government. 

& + * a * * o 


(Tr. 3704] Examiner Wrenn. I will permit Mr. Berle to testify as to anything 
that he was advised of by the British Government on their attitude and what 
was the attitude of te State Department that he took. 

Mr. FRIENDLY. I wish that would be made very clear to the witness, that he is 
to testify only on advice he received from the British Government as to the atti- 
tude they were going to take. 

Mr. Hicusaw. I understand by that that he can testify as to what the British 
Government told him when he broached this question to them, on the basis of 
these reports which had come to him when, as a responsible official of the Ameri- 
can Government, he asked them what the situation was, and they advised him. 
That is what I have asked him. And that is what I understand the examiner 
says he can answer. 

Mr. FRizNDLY. I wish the examiner would tell Mr. Berle in so many words, so 
that he will clearly understand it, whether Mr. Berle is or is not permitted to 
testify as to things that were told him as to the terms or nature of an agree- 
ment. 
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Examiner WRENN. No; I am not going to let him testify as to the terms of 
that agreement, Mr. Friendly. I don’t think he has been shown competent. 

Mr. FRIENDLY. Or as to the existence of an agreement. As I understand your 
ruling, he is to testify as to what the British Government officials told him their 
attitude was toward matters of international policy, but that he is not to testify 
as to statements by a British Government official as to what the terms of any 

h alleged agreement were. 
arr. 3705] Examiner WrENN. He is not to testify as to the terms of the 
agreement. That is right. 
Our. Hicusaw. Mr. Examiner, we asked him what they advised him of the 
negotiations. We didn’t ask him as to the terms of the agreement. 

Examiner WRENN. All right. 


By Mr. HicHsaw: 

Q. Did they advise you, Mr. Berle, as to negotiations on the subject matter 
along the lines indicated?—A. Yes; they did. 

Examiner WRENN. Would you care to indicate for the record who specifically 
you talked with, Mr. Berle? 

The WrtNEss. We were dealing with a group of men. The head of the British 
group, 6f course, was Lord Beaverbrook; with him was Mr. Richard Law and. 
Mr. Crippett, and a group of civil-service officials. I don’t know that you can 
isolate the information as coming from any individual. These were collective 
conversations. 

Examiner WRENN. Thank you. 


By Mr. HieHsaw : 

Q. Mr. Berle, did you return to the United Sattes some time early in May?— 
A. Earlier than that. Iwas back by mid-April. 

Q. Upon your return to the United States, did you make an official report to 
the State Department on these discussions and this subject matter, about which 
you testified?—A. I made an official report and the usual memoranda which 
accompany them. 

Q. Why did you make that official report to the State [Tr. 3706] Department, 
Mr. Berle?—A. Because that was my job, Mr. Highsaw. I had been sent by 
the State Department, as representing the Government, and this was conven- 
tional practice. 

Q. What was the official policy of the United States Government at that time 
with respect to international air transportation?—A, Perhaps I could clarify 
this discussion a little, Mr. Examiner. 

Examiner WRENN. All right, Mr. Berle, go ahead. 

The WitnsEss. The British Government, in response to the inquiry to which I 
have just testified, stated that there was no agreement representing or binding 
the British Government policy, that the negotiations which had been made 
could not have any binding effect in view of the fact that there was a govern- 
ment-to-government negotiation going forward, and by consequence that the 
field was clear for government-to-government negotiations without being hamp- 
ered by any agreement, if I may be permitted to say so, because over my subpenaed 
body, questions have gone on about an agreement. At no time was it stated that 
sueh an agreement was in effect. To the contrary, the British Government made 
it clear that while they were negotiating in good faith with the United States 
Government, no such agreement could exist, and any negotiations would, there- 
fore, have to be conversations. [Tr. 3707] I think that gives the exact facts, 
and I venture this slight explanation because I am not here to testify to an 
agreement, but merely to the fact that, in the course of official conduct, we 
inquired whether the field was free for negotiation. We were advised that 
although negotiations—the British understood that although negotiations had 
taken place, they did not bind the British Government, which was still de- 
termining its own policy. And we, of course, pointed out that no negotiations of 
that kind could bind the American Government. 


Excerpts From THE Sworn Testimony or J. T. Trrppe In THE NorTH ATLANTIC 
Route TRANSFER Case, CAB Docket No. 3589, ET AL. 


[Tr. 1607] By Mr. KENNEDY: 


Q. Mr. Tripe, do you know a man named Critchley, who was at one time the 
head of British Overseas Airways Corp.?—A. I do. 
Q. Did he call you in the summer of 1943?7—A. He may have. I can’t recall. 
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Q. Do you recall making an agreement with Mr. Critchley for the division of 
transatlantic and European traffic and for a division of territories then?—A. None 
at all. 

Q. Mr. Trippe, I ask you whether or not in the summer of 1943 you didn’t make 
an agreement with Mr. Critchley, the terms of which were in general terms as 
follows: 

(Tr. 1608] Examiner Wrenn. Are you asking him that now? 

Mr. Kennepy. Yes. 

Ixxaminer WRENN. Allright. Go ahead. 


By Mr. KENNEDY: 

Q. Providing (1) that Pan American would get the bulk of the trans-Atlantic 
traffic and BOAC would get the bulk of the traffic beyond the European gate- 
ways. 

Provision (2): That the British were not to have anything more than a token 
operation in South America and that that operation would be under the auspices 
of Pan American. 

Provision (3): That Pan American agreed to use its good offices with the 
United States Government to assist BOAC or another British Commonwealth 
airline to gain entry into Hawaii. 

Provision (4): That both you and Mr. Critchley agreed that if you were ever to 
be asked about this agreement, you would deny its existence. 

(Tr. 1609] Examiner Wrenn. What is the use of asking him the question, 
then, in view of the last provision, Mr. Kennedy? 

Mr. KeNNepy. Mr. Examiner, this matter is not comical. We are talking 
about a cartel arrangement between the largest American-flag airline and a 
British monopoly. We are talking about activities which are contrary to the 
policies of the United States. 

I think the President of the United States and the Civil Aeronautics. Board 
would be interested in knowing if there was such an agreement. 

I just want to be clear that this is not a laughing matter. 

Examiner WRENN. I have asked one question. In view of the last provision, 
what is the point in asking him? 

Mr. KEnNeEpY. My point in asking is I hope Mr. Trippe will give use a factual 
and truthful answer. What is your answer, Mr. Trippe? 

The Witness. I never heard of such a memorandum or agreement or whatever 
else you term it, and such an agreement was never discussed, agreed to, or in 
fact never before came to my attention. 


By Mr. KENNEDY: 


Q. In any particulars, Mr. Trippe?—A. In any particulars. 

Q. You deny that you made any agreement in any of the respects I have 
mentioned to you?—A. That is correct. 

Q. With Mr. Critchley?—A. Never to my knowledge. 

Q. You have never had any discussions with Mr. Critchley? 

{Tr. 1610] Mr. Frtenpty. Wasn’t that just answered? 

Examiner WRENN. I think he has answered it. I think he has gone over it, 
Mr. Kennedy. 

Mr. KEnNeEpY. Mr. Examiner, I think we ought to be clear as to the importance 
of this particular issue. I cannot imagine the President of the United States 
not being interested in such an arrangement between Pan American and BOAO, 
and it is the President of the United States. who will decide this case. 

Mr. Frienpiy. But he does not need to read it three times. He is probably 
pretty busy. 

Examiner Wrenn. I think he has answered it. I think you have gotten unduly. 
perturbed, Mr. Kennedy. 

Mr. KeNNeEpy. I am not perturbed, Mr. Examiner, IT am a little bit shocked 
that there is not appreciation of the tremendous importance of this. 

The Wirness. Of what, Mr. Public Counsel? I say I have never heard of such 
a document. I would like to ask you where you got it or heard about it, if I may. 

Mr. KENNEDY: I am asking the questions, Mr. Trippe. 

Examiner WrEnNN. And he has answered it. Go ahead to your next one. 

Mr. Kennepy. That is all I have, Mr. Examiner, 

Excerets From THE Sworn TESTIMONY OF GEN. ALBERT C. CRITCHLEY, IN THE 
North ATLANTIC Route’ PRANSFER Case, CAB Docker No. 3589 er At. 


[Tr. 8783] Q. Would you give your full name to the reporter, please, General 
Critchley ?—A. Albert Cecil Critchley. 
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Q. Did you become managing director of the British Overseas Airways Corp. in 
the spring of 1943 ?—A, I did. 

Q. Did you make a trip to the United States in the summer of that year?—A. I 
did. 

Q. What was the purpose of the trip?—A. To inspect the Western Division of 
BOAC. It was the start of a tour of all BOAC bases and stations. 

Q. Were you entertained by Mr. Trippe while you were in this country ?—A. 
Yes—and several other heads of the civil aviation unit. 

Q. Could you name some of those other gentlemen?—A. Mr, ©. R. Smith, Gen- 
eral Wilson, I think, Mr. Frye, and Mr. Damon. 

Q. Did you, during this trip in the summer of 1943, have any negotiations witu 
Mr. Lrippe as to the division of air traffic or air routes?—-[Tr. 3784] A, None. 

Q. General Critchley, I would like to show you an extract, from the transcript, 
of a question that was propounded by Mr. Kennedy te Mr. Trippe when he was 
onthe stand. It starts on page 1607 of the transcript: 

“Question. Mr. Trippe, I ask you whether or not in the summer of 1943 you 
didn’t make an agreement with Mr. Critchley, the terms of which were in general 
terms as follows:’’—and there was some colloquy between the examiner and 
Mr. Kennedy— 

“Providing (1) that Pan American would get the bulk of the trans-Atlantic traf- 
fic and BOAC would get the bulk of the traffic beyond the Buropean gateways. 

“Provision (2), that the British were not to have anything more than a 
token operation in South America and that that operation would be under the 
auspices of Pan American. 

“Provision (3), that Pan American agreed to use its good offices with the 
United States Government to assist BOAC or another British Commonwealth 
airline to gain entry into Hawaii. 

“Provision (4), that both you and Mr. Critchley agreed that if you were ever 
to be asked about this agreement, you would deny its existence.” 

I now ask you whether you ever made any such agreement with Mr. Trippe.— 
A. I certainly did not. I think if I had done, I ought to have my head examined. 
It is a more ridiculous agreement to have put forth than I would have desired. 

Q. Now, Mr. Berle was asked this question—after reference to a trip that 
he had made to London, in the spring [Tr. 3785] of 1944, and discussions that 
he had had with British officials—in the transcript of yesterday, page 3694: 

“Question. Did you, during the course of these discussions, learn of the 
existence of negotiations between Mr. Trippe and General Critchley for an 
arrangement governing world trafiic, providing that Pan American Airways was 
to have the bulk of the North Atlantic traffic, BOAC to have substantially all 
of the European traffic; that Pan American would not invade the continent of 
Europe and that BOAC would operate in South America, at least partly, under 
Pan American franchise or agreement, but at certain places was to be entitled 
to use its own name for prestige purposes; that Pan American was to see that 
BOAC got the Hawaiian stop, making possible a connection between Canada and 
Australia, and thereby making it possible for BOAC to have, in conjunction with 
the Canadian and possibly the Australian Airways, by arrangements to be worked 
out between them, an around-the-world route?’ 

Did you have any negotiations with Mr. Trippe looking toward any such an 
arrangement?—A. None. I might point out here, since the Hawaii situation has 
been mentioned twice in these things, that there is no need. to ask for permission 
for BOAC to land in Australia; if it would only require a two-way agreement 
There never has been, in my mind, the slightest difficulty in going into Hawaii 
at all. 

Q. Did you ever have any discussions with Mr. Trippe in the summer of 1943 or 
any other time in regard to the handling of BOAC planes in the United States 
and BOAC’s handling of Pan American planes in England? 

[Tr. 3786] Examiner WrenN. Read the question. 

(Question read. ) 

The Witness. It will be recalled that we, BOAC, had rented from Pan Ameri- 
can the Baltimore flying base, and, as we were about to cease the utilization of 
fiying boats and go to land craft, we discussed certain arrangements as to whether, 
as and when BOAC operated land aircraft, we could make some arrangement with 
Pan American to handle our affairs on this side—which, in fact, takes place 
today. 
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By Mr. FRIENDLY: 

Q. I ask you, General Critchley, whether at any time you had any negotiations 
with Mr. Trippe for division of air traffic or air routes between Pan American 
and BOAC?—A. Never. I might say here that I would certainly not have the 
power to do so; and I think the members will realize that BOAC is a wholly owned 
Government company and that any such negotiations would have to be between 
Government and Government and not between company and company ; and there- 
fore I could not have made any negotiations with Mr. Trippe. 

Q. And you did not do so?—A. I did not do so. 

Q. General Critchley, when did you first discuss the subject of your testimony 
with anyone connected with Pan American?—A. Could you repeat that? 

Q. Let me rephrase it: When did you first see anyone from Pan American with 
respect to the possibility of your testifying here today?—[Tr. 3787] A. The day 
when I saw your Mr. Arps down in Austin, 2 days ago. 

Q. That was Tuesday afternoon?—A. Yes, sir. 

Q. And you got into Washington late last night?—A. I did. 

Q. And you saw me last night and again very briefly this morning ?—A. I did, sir. 
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Dividend record 
PAN AMERICAN AIRWAYS CORP. 





Date | | 
Dividend No. bald 


| 
Declared | Record Paid 


| Parity | Amount 
of stock paid 


| June 26,1934 | July 24,1934 | Aug. 1, 1934 .25} $10. $157, 910 
Sept. 25,1934.) Oct. 20,1934 | Nov. 1, 1934 | 254 .00 | 157,910 
Jan.: 8, 1935 | Jan. 1935 | Feb. 1, 1935 | 157.910 
Mar, 26,1935 | Apr. 20,1935 | May 1, 1935 159, 764 
June 25,1935 | July 20,1985 | Aug. 1,1935 159, 764 
Sept. 24,1935 | Oct. 19,1935 | Nov. 1, 1935 | 160, 489 
Dec. 23,1935 | Jan. 20,1986) Feb. 1, 1936 | 161, 002 
| Mar, 17,1936 | Apr. 20, 1936 | May 1, 1936 | 167, 878 
| Juné 30,1936 | July 20,1936 | Aug. 1, 1936 | 168, 038 
Sept, 29,1936 | Oct. , 1936 | Nov. 2, 1936 | 171, 475 
| Dee. 8, 1936 | Dec. , 1936 | Dec. 24, 1936 | 411, 588 
| Dec. 29,1936 | Jan. 20,1937 | Feb. 1,1937 171, 551 
Mar. 10, 1937 | Apr. 20,1987 | May 1, 1987 171, 631 
June 29,1937°; July 20,1937 |} Aug. 2, 1937 171, 911 
.| Sept. 28, 1937 | Oct. 20,1937 | Nov. 1, 1937 | 345, 467 
| ‘Dee. 20,1937 | Jan. 20,1938 | Feb. 1, 1938 | 347, 632 
Mar. 29,1938 | Apr. 20,1938 | May 2, 1938 349, 614 
June 28,1938 | July 20,1938; Aug. 1,1938 350, 718 
Sept. 27,1938 | Oct. 20,1938 | Nov. 1, 1938 | 351, 362 
Nov. 7,1941 | Dee. 8, 1941 | Dec. 19, 1941 1, 937, 352 
| Dee. 15,1942 | Dec. 23,1942 | Dec, 29, 1942 1, 937, 352 
| Nov. 23,1943 | Dec. 3,1943 | Dec. 10, 1943 1, 993, 258 
Dec. 5,1944 | Dec. 16,1944} Dec. 23, 1944 | 1, 993, 258 
| June 65,1945 June 16,1945 | June 25, 1945 | 996, 630 
Dee. 4.1945 | Dec. 21, 1945 | Jan. 4,1946 1, 534, 627 
Aug. 6,1946 | Aug. 16,1946 | Aug. 30, 1946 | | 1, 536, 244 
Nov.‘ 11, 1947 | Nov. 24,1947 | Dec. 10, 1947 1, 532, 898 
June 1,1948 | June 11,1948 | June 21,1948 | 1, 531, 943 
Dec, 6,1949 | Dec. 15,1949 | Dec. 28, 1949 | | 1,531, 024 
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PAN AMERICAN WORLD AIRWAYS, INC. 


. 14,1950 | Nov. 24,1950 | Dec. 12,1950 | $0. 4 
10,1951 | | July 20,1951 | Aug. 6,1951 | .25 | 

. 20, 1951 Nov. 30,1951 | Dee. 15, 1951 "35 
1,1952 | July 11,1952 | July 31,1952 . 26 
8, 1952 | Dec. 18,1952 | Dec. 27, 1952 25 
8, 1953 | July 17,1953 | July 31,1953 . 25 | 
1, 1953 
2, 1954 | 

4, 1954 | May 28,1954 | June 18, 1954 2 

3, 1954 | Aug. 20,1954 | Sept. 10, 1954 


$3, 061, 308 
1, 582, 761 
| 1, 532, 761 
| 1, 585, 503 
1, 536, 271 
| 1, 586, 271 
2, 448, 031 
| 1, 216, 844 
1, 216, 844 
1, 216, 844 
1, 218, 264 
1, 218, 384 
1, 218, 384 
1, 224, 488 
1, 225, 898 
1, 233, 242 
1, 231, 692 


| 
Dec. 10,1953 | Dec. 26,1953 |  . 40 | 
Feb. 25, 1954 | Mar. 10,1954 | 20 | 


9, 1954 | Nov. 26,1954 | Dec. 17, 1954 | £-; } 

. 1,1955 | Feb. 18,1955 | Mar. 11,1955 -20 | 

May 3,1955 | May 27,1955 | June 17, 1955 - 20.) 
. 2,1955 | Aug. 19,1955 | Sept. 9, 1955 . 20 | 
| Nov. 1,1955 | Nov. 25,1955 | Dec. 16, 1955 | - 20 | 

| Feb. 7,1956 | Feb. 17,1956 | Mar. 10, 1956 

| Apr. 3, 1956 | Apr. 13,1956 | May 16, 1956 20 


Dek ek eee pet et eet et et et peat et et et pet et bet 








1 No dividend i in 1939 and 1940. 
Nortse.—Parity changes: No par to $10, July 7, 1932; to $5, Sept. 25, 1937; to $2,50, Feb. 3, 1945. 


Dues paid by Pan American World Airways, Inc., to Air Transport Association 
of America 





| 
Year paid Period of service Dues | Year paid | Period of service Dues 


2d half 1948. - - 2d half 1953. ; 51, 381 

Ist half 1949 2d half 1952- (10, 489) 
2d half 1949. _-........ ist half 1963... (6, 856) 
| 2d half 1948 1906... ccncncccnl Seo 50, 502 

| Ist half 1950 2d half 1954..__-___- 59, 493 
2d half 1950. __ 7 2d half 1953 (2, 483) 
2d half 1949 , 378 : Ist balf 1955 | 60,817 
1st half 1951 | ae | 2d half 1955 64, 932 
2d half 1951. .........- 35, 4 | Ist half 1954-__- (3, 889) 
Ist half 1952 , 97 2d half 1954-___. -| (2, 831) 
2d half 1952... .......| 7, 6 5 2d half 1955..........--) (5, 779) 
ist half 1951.......-..-| 3, 57 | | 

| 2d half 2951. _ 2-2 _--] 


Ist half 1948 2 | itires>-reeise Ist half 1953 
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Dues paid by Pan American World Airways, Inc., to International Air Transport 


Association 
A 1 Traffi | a 
Year of nnua) c | Year of Annual Traffic 
member- | conference Year paid member- | conference 
service | ship dues dues | service | ship dues dues 
ae DN  destakaeienk , Seeescinnnncene 1951 WL. ontscaieas- 
1948 $60, 000 26, 810 aac $29, 677 
--| 1949 59, 500 , 682 Ee 1953 67, 800 17, 780 
1950 CGRP bd cdeen didi 1954 MEP fvctudenesaes 
ns ee ae (9, 048) | ee eee : _isnstesussececial 19, 954 
ait Mee 1... 2b. 15, 627 1955 FUME secede 
1951 CGD Lica. .icca MBER... ccditiiasia a ee 26, 353 
ind Bae. . 1cendiubaabe 14, 308 | areas 1956 Pay MP Exo cstaccancn 
1952 C6008 [esnii.. ic 
a RS ae (3, 840) 
BEOe . lecntskdiisdes 4, 642 


Crvi. AERONAUTICS Boarp OrpERS AFFECTING PAN AMERICAN’S OPERATING 


Order No, 
592. 
593. 


594. 


1727. 
1871. 
1935. 


2159. 
2189. 


2607. 
3024. 


3836. 
4116. 


4793. 


E-180. 
E-199. 
E-247. 


E-571. 
E-1039. 
E-1040. 


AUTHORITY—AUG6UST 1988 THROUGH APRIL 1956 
FAM 5—LATIN AMERICAN ROUTE 


Original certificate issued. 

Temporary exemption, Guanta, Luiz Correa, Montevideo, Cristobal- 
Turbo; rescinded by order 2607. 

Temporary exemption, Parnahyba, Barcelona ; amended by order 1316; 
rescinded by order 2607; temporary exemption, Maracaibo, Port au 
Prince, rescinded by order 1978. 


. Temporary exemption, Barreiras; rescinded by order 2607. 
. Temporary exemption, Balboa; extended by orders 839, 1017, 1121, 


1280; vacated by order 4793. 
Temporary exemption, Camaguey; amended by order 1443; rescinded 


by order 2607. 


. Temporary exemption, Ciudad Trujillo; vacated by order 2607. 


Temporary exemption, San Pedro de Macoris; vacated by order 2607. 

Temporary exemption, Portaleza; vacated by order 2607. 

Suspension of service, Camocim, Areia Branca, Aracaju, Caravellas, 
and Victoria ; rescinded by order E-569. 


. Temporary exemption, Cat Cay; rescinded by order 4332. 


Temporary exemption, Maturin ; rescinded by order 2607. 
Temporary certificate of necessity ; extended by order 4552; vacated 
by order 4793. 


. Temporary exemption, St. Lucia; releases confidential order. 


Certificate amendment. 


. Temporary exemption, Sao Paulo; rescinded by order 4793. 
. Temporary exemption, Willemstad ; vacated by order 4793. 


Temporary exemption, Santiago, Cuba ; vacated by order 47938. 
Suspension of service, Santiago, Cuba. 


. Temporary exemption, Kenner-Moisant Airport; terminated. 


Suspension of service, Pointe a Pitre, Guadaloupe, and Fort de France; 
extended by order 4393. 

Suspension of service, Cat Cay. 

Certificate amendment. 


. Certificate amendment. 


Temporary exemption, Willemstad; vacated by order E-571. 
Temporary exemption, Camaguey ; amended by orders E-573, B-658. 
Certificate amendment. 

Suspension of service, Barreiras; suspension of service extended by 
order E-1615. 

Suspension of service, Camocim, Areia Branca, Aracaju, Caravellas, 
Victoria, Sao Luiz, Fortaleza, Natal, Receife, Maceio, Sao Salvador, 
Curityba, Iguassu Falls. 

Certificate amendment. 

Suspension of service, Maturin; terminated. 

Suspension of service, Coro; Coro deleted from certificate of necessity 
by E-1981. 
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L E-1615. Extended suspension of service, Barreiras, indefinitely. 
ort E-1981. Certificate amended and reissued, Coro deleted. 
E2342. Suspension of service Tapachula, terminating January 3, 1950; service 
-— restored February 15, 1949. 
ic E-—2533. Permission to use Benedict Field, St. Croix, V. L. 
nce E-2721. Permission to use Gravatahy Field, Porto Alegre, Brazil. 
E-2892. Certificate of necessity amended ; consolidates orders 4793 and E-1981. 
— E-3769. Suspension of service, Corpus Christi, Tex., for 1 year. 
~=-- E-3797. Certificate of necessity reissued to reflect change in corporate name. 
677 E-4454. Suspension of service, David, Panama. 
E-4818. Finding and notification re nonstop Asuncion—Caracas. 
954 E-4940. Suspension of service Corpus Christi, Tex. 
353 E-5013. Certificate of necessity amended to eliminate Cat Cay, Bahama Islands. 
E-5077. Hearing re nonstop (E-4818) assigned Docket No. 2622. 
K-5226. Temporary exemption, discharge at Washington, D. C., on one flight. 
E-5360. Certificate of necessity amended to include Los Angeles. 
E-5455. Petition for reconsideration of E-5077 denied. 
E-5282. Through-flight agreement tentatively approved with Panagra. 
E-5541. Approval of agreement in order E-5282 rescinded. 


_ E-5553. Suspension at David, Panama, until July 25, 1952. 
E-6218. Denied clarification of temporary exemption order for St. Lucia, British 
West Indies. 
E-6439. Temporary exemption to nonstop, Havana-Tegucigalpa, 1 year from 
ey a” 1952; reconsideration of order E-6439 denied by order 
val- E-6452. Denied interchange with Chicago & Southern to Mexico City. 
E-6820. Temporary exemption nonstop, Habana—San Salvador. 
16 ; E-7134. Temporary exemption stop at Sio Paulo on one flight between New 
au York City and Buenos Aires. 
E-7455. Suspension of service, Barcelona, Venezuela, until July 1, 1954; see 
E-8434. 
21, E~-7687. Suspension of service, Maturin, Venezuela. 


E-7394. Temporary exemption nonstop, Havana—Tegucigalpa, extended to May 
led 19, 1954. 
E-8348. Temporary exemption extended authority in order E-6439 and tempo- 
rary nonstop, Habana—San Salvador. 


07. E-8434. Continues suspension, Barcelona, indefinitely (order E—7455). 
E-8189. Defers decision in New York-—Balboa through service proceeding. 
las, E-9110,. Approves through-flight agreement with Panagra. 


E-9396. Holds record open to August 1, 1955, for filing interchange agreements. 
E-9481. Approves interchange agreement with National and Panagra. 
E-9472, Certificate amended ; adds New York—Ciudad Trujillo nonstop. 


ted E-9514. Certificate amended; continues Los Angeles 5 years; adds San Fran- 
cisco. 
E-9796. Temporary exemption serve Houston or Brownsville cargo on Guate- 
mala route. 
B-10004. Suspension of service, Charlotte Amalie (St. Thomas), until airport 
available. 


FAM 14—TRANSPACIFIO ROUTE 


78. Original certificate issued. 
ce} 899. Order of merger with Pan American Airways, Inc. 
1021. Certificate amendment, 5-year limitation on Manila and Singapore seg- 
ment; order 4722 temporary exemption extends time limit. 
1251. Certificate reissued and transferred to Pan American Airways, Inc. 
1850. Temporary exemption, suspension of service, Honolulu-Hong Kong and 
Singapore; revoked by order E-3615. 
Confidential order, September 18, 1942. Temporary exemption; sus- 
pension of service Honolulu-San Francisco rescinded by confidential 


by order, October 26, 1942. 
Confidential order, October 26, 1942. Temporary exemption between 
las, 4 San Francisco and Honolulu; rescinded by order E-902. 
jor, 5035. Certificate amended. 


E-546. Temporary exemption, Guam-Shanghai, nonstop; amended by order 
E-742; rescinded by E-—1207. 


sity 
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77. 


E-742. 


E-1259. 
E-2048. 


E-2207. 
E-2216. 
E-2678. 


E-3615. 
E-3797. 
E4049. 
E-4652. 
E-4075. 


E4697. 
E-5214. 
E-5019. 
E-5466. 
E-5669. 


E-6284 


E-7272. 
E-7812. 
E-8416. 


E-8929. 
E-8937. 


E-9041 


E-9983. 
E-9229. 


E-9277. 
E-9415. 


E-9490. 
E-9606. 
E-9715. 
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Temporary exemption, nonstop Wake-Tokyo and Shanghai and any 
certificated point except Manila (terminated by terms of order 
E~+4697). 

Temporary exemption, Okinawa; extended by order E-1207 (termin- 
ated by terms of E-4697). 

Shanghai-Manila nonstop denied. 

Certificate amended, Seattle-Tacoma, Portland, and points in Pakis- 
tan added. 

Permission to use Portland Airport. 

Permission to use Boeing Field, serving Seattle-Tacoma. 

Temporary exemption to serve between any combination of points 
in Pacific (terminated by terms of order E-4697). 

Suspension of service, Macau, and revokes order 1850. 

Certificate of necessity reissued to reflect change in corporate name. 

Suspension of service, Shanghai, China. 

Suspension of service, Shanghai, China. 

Suspension of service, Midway Island, authorized in certificate of ne- 
cessity order E—4697. 

Certificate amended to consolidate routes FAM-14 and FAM-19. 

Suspension at Noumea, New Caledonia. 

Denies exemption from restriction, Tokyo-Okinawa. 

Denies petition for reconsideration of order E-5019. 

Temporary exemption, transport two passengers on July 14, 1951, Oki- 
nawa-Tokyo. 

Suspension of service 1 year, Okinawa, denies temporary exemption 
serve Tokyo-Okinawa same flight. 

Suspension of service, Okinawa, until 60 days after decision in docket 
No. 5031. 

Temporary exemption tourist flights Pacific Northwest-Hawaii seg- 
ment. 

Dismissed request to continue temporary exemption in order E-—7812. 

Certificate renewed, modified. 

Approved service plan. 

Temporary exemption, serve Hilo, Hawaii, and Kahului, Maui, on 
March 31, 1955. 

Stays order E—8929 until May 25, 1955, also order E-8937. 

Stays order E-8929 until June 25, 1955, also approved service pattern 
order E-8937. 

Denied reconsideration of order E-—8929. 

Temporary exemption, one flight, Honolulu-American Samoa via 
Canton Island, 

renee exemption, one flight, Honolulu to Tafuna via Canton 

sland. 

Temporary exemption, serve Tafuna from Suva for 1 year from Sep- 
tember 30, 1955. 

Temporary exemption, two round-trip flights, Honolulu to Tafuna to 
December 19, 1955. 


FAM 17——-BERMUDA ROUTE 


. Original certificate issued. 
. Temporary exemption, Baltimore; amended by order 296; terminated. 


Merger of Pan American Airways Co. (Delaware) and Pan American 
Airways, Inc. 

Suspension of service, whole route; rescinded by confidential order 
of May 9, 1944. 

Temporary exemption, filing schedules, 10 days’ notice; rescinded by 
confidential order of May 9, 1944. 


. Certificate reissued and transferred to Pan American Airways, Inc. 
. Suspension of service, whole route; rescinded by order 4357. 


Certificate amended to include Boston, Mass. 

Certificate reissued to reflect change in corporate name. 

Suspension of service Boston, Mass., except March and April of each 
year. 

Amends order E-4175. Suspension of service except from March 20 
through April 20, 1953, Boston—Bermuda. 

Amends order E-4175. 
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FAM 18—TRANSATLANTIC ROUTE 


5. Original certificate issued. 
. Suspension of service beyond Lisbon ; terminated. 
. Temporary exemption, Hamilton; extended by order 210; rescinded 
by order 836. 
. Suspension of service beyond Foynes ; rescinded by order 3770. 
. Temporary exemption, Boloma, Port of Spain, San Juan; amended 
by order 972 ; terminated. 
. Order of merger with Pan American Airways, Inc. 
. Temporary exemption, Belem ; terminated. 
. Temporary exemption, Belem ; terminated. 
. Temporary exemption, Belem ; terminated. 
. Temporary exemption, Boloma, Natal, Belem, Port of Spain, and Ham- 
ilton ; amended by order 1429; vacated by order 1487. 
. Certificate amendment. 
. Certificate reissued and transferred to Pan American Airways, Inc. ; 
temporary national defense segment added with restrictions. 
. Proceedings instituted re national defense restriction. 
Terminated by order No. E-3977. ‘ 
. Temporary exemption Hamilton ; revoked by E—778. 
Confidential order, May 5, 1942. Temporary exemption, Monrovia ; 
confidential treatment removed by order 4141; revoked by order 
E-778. 
. Temporary exemption to operate New York—Belem, New York-San 
Juan, New York-Port of Spain, New York—Natal; revoked by order 
E-778. 
. Temporary exemption; amended by order 2007, confidential order of 
October 15, 1942, December 11, 1942, confidential treatment removed 
by order 4147 ; revoked by order E-778. 
Confidential order, September 27, 1943. Temporary exemption, Dakar ; 
confidential treatment removed by order 4147; revoked by order 
E-778. 
Confidential order, October 15, 1943. Temporary exemption; amended 
by confidential order of January 5, 1944; terminated. 
Confidential order, May 9, 1944. Temporary exemption; terminated. 
. Temporary exemption from condition in certificate re national defense 
segment ; vacated by order E-863. 
Confidential order, September 27, 1944. Temporary exemption from 
condition in certificate ; terminated. 
. Certificate amended, approved service pattern authorized. 
Confidential order, October 16, 1944, Temporary exemption; termi- 
nated. 
Confidential order May 9, 1945. Temporary exemption; amended by 
order 3805 ; terminated. 
4125. Temporary exemption ; extended by orders 4165, 4622; vacated by order 
5073. 
4242. Temporary exemption; terminated. 
4307. Re landings in United Kingdom; revoked by order 4535. 
4338. Suspension of service, New York-Hamilton; rescinded by order 43857. 
4375. Certificate amended. 
4442. Temporary exemption ; extended by order 4622 (Leopoldville terminal) ; 
vacated, order 5073. 
4622. Temporary exemption; vacated by order E-5. 
4725. Temporary exemption, Santa Maria; vacated by order 4996. 
4804. Temporary exemption, Heathrow Airport; vacated by order 4996. 
4893. eg. om of service, Natal and points in Africa; revoked by order 
778. 
4996. Certificate amendment. 
4997. Temporary exemption, Naples; revoked by order E-112. 
E-5. ery exemption; amended by order E-586; revoked by order 
E-~49. Temporary exemption, Damascus. 
E-112. Temporary exemption, Naples and Athens, revoked by order E-398. 
E-251. Temporary exemption, nonstop, London. 
E-385. Suspension of service, Monrovia. 











E-4250. 


E-4610. 
E-4679. 
E4596. 
E4635. 
E-4885. 


E-4892. 
E-5191. 
E-5270. 
E-5756. 
E-6046. 
E-6119. 


E-6560. 
E-6551. 
E-6679. 


E-6775. 
E-6876. 


E-6893. 
E-7178. 


B. 7419. 


E-7663. 


E-7671. 
E-8050. 


E-8248. 


E-8341. 
E-8739. 


E-8889. 
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. Certificate amendment. 

. Temporary exemption, Bermuda, terminated. 

. Suspension of service, Ankara. 

. Certificate amendment. 

. Temporary exemption, Lisbon. 

. Amendment to service plan, Munich. 

. Amendment to service plan, Delhi. 

. Temporary exemption, Lisbon, extended. 

. Suspension of service, Washington, D. C., extended by order E-2695, 
. Change in service plan, Stuttgart, Germany. 

. Temporary exemption, Lisbon, extended 1 year. 

. Change in service plan, Basra, Iraq, 1 year. 

. Nonstop, Brussels—Stuttgart—Prague. 

. Permission to use New York International Airport. 

. Suspension of service, Washington, D. C., extended until April 8, 1950. 
. Temporary exemption, Nice, France, until March 29, 1950. 

. Extension of E-—2265, change of service pattern, Basra, Iraq, until 


December 1, 1950. 


. Airport approval, Le Var Airport, Nice, France. 


Certificate reissued to reflect change in corporate name. 

Suspension of service, Washington, D. C., extended until April 8, 1951. 

Finding and notification re nonstop, Lisbon—Nice. 

Terminates order No. 1491. 

Extends temporary exemption of Nice, France, until September 29, 
1950. 

Temporary exemption, Damascus as an alternate point to Beirut, 

Lebanon. 


. Certificate amended to include Paris and Rome and American Over- 


seas Airways points. 

Suspension of service, Marseille, France, continues so long as Pan 
American serves Nice. 

Nonstop, Beirut, Lebanon—Karachi, Pakistan. 

Temporary exemption, Nice, France. 

Suspension of service, Prague, Czechoslovakia. 

Approved service plan. 

Approved service plan; amends order L-—4635; deletes paragraph 
re Basra. 

Amended approved service plan ; amends E-4885. 

Nonstop, New York-Glasgow. 

Suspension, Washington, D. C., until July 5, 1952. 

Nonstop, New York, N. Y.—Keflavik, Iceland. 

Suspension at Philadelphia, Pa., approved. 

Suspension of service, Philadelphia, authorized in Philadelphia-Trans- 
atlantic case. 

Certificate renewed; Washington-Baltimore deleted; Nice added. 

Approved service plan pursuant to L 

Amends Order L-6561 by deleting Bremen in paragraph 4, subpara- 
graph 2. 

Suspension at Philadelphia, Pa., until April 1, 1953. 

Approved service pattern ; rescinds order E-6561 ; issues new approved 
service plan ; permits service to Glasgow, segment 1; Hanover-Berlin, 
segment 2. 

Denied suspension at Oslo, Norway. 

Approved service pattern ; adds Cologne/Dusseldorf on segment 1. 

Denied service plan; serve Rome between Frankfurt and Istanbul. 

Temporary exemption to serve between Westover Field, Mass., and 
Burtonwood, England, nine flights. 

Approved service plan; deletes Bremen, Germany. 

Temporary exemption 6 months to serve Burtonwood, England, and 
Westover Field cargo for the Air Force. 

Temporary extension; order E—8050 amended to include Frankfurt, 
Germany. 

Nonstop, Shannon—Cologne/Dusseldorf. 

Temporary exemption, Nuremberg, Germany, once a week on all-cargo 
flight. 

Certificate amended to add Syria in part IT. 
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. Temporary exemption to serve Damascus, Syria, until E-8889 is ef- 
fective. 

. Approved service plan adds Damascus, Syria. 

. Approved service plan adds Nuremberg, Germany. 

. Suspended service at Delhi, India. 

. Approved service plan, Istanbul and Ankara between Rome and Beirut. 
. Approved service plan, Basra, Iraq, deleted. 


FAM 19—UNITED STATES-AUSTRALIA ROUTE (NOW IN FAM 14) 


. Original certificate issued. 

. Merger of Pan American Airways Co. (Nevada) and Pan American 
Airways, Inc. 

. Certificate reissued and transferred to Pan American Airways, Inc. 
. Certificate amendment. 

. Suspension of service, Honolulu, rescinded by order 4890. Confiden- 
tial order, Sept. 18, 1942, suspension of service, Honolulu-San Fran- 
cisco; rescinded by confidential order Oct. 26, 1942. Confidential 
order Oct. 26, 1942, temporary exemption Navy, San Francisco- 
Honolulu ; rescinded by order E-902. 

. Certificate amendment. 

. Suspension of service, Noumea, on Auckland flights, extended by order 
E-1510. 

. Certificate amendment. 

. Suspension of service, Noumea, on Auckland flights extended; termi- 
nated by terms of order E—4697. 

. Certificate reissued to reflect change in corporate name. 

. Certificate amended; routes FAM 14 and 19 consolidated. 

Dismissed as moot application re Seattle/Portland. 


ROUTE NO. 117—-UNITED STATES OF AMERICA-HAWAII 


. Certificate issued, Seattle/Takoma, Portland-Honolulu, previously 
authorized as segment 2 of Trans-Pacific route (FAM-14). 


FAM 22— (NATIONAL DEFENSE) (MIAMI-LEOPOLDVILLE) 


. Temporary certificate for 5 years. 

. Temporary extension, Bathurst. 

. Temporary certificate reissued and transferred to Pan American Air- 

ways, Inc. 

. Temporary certificate amendment. 

. Temporary certificate amendment. 

. Temporary exemption re condition in certificate, suspension of service 
at Lagos. 

Terminated by its own conditions, 


FAIRBANKS-NOME, ALASKA 


. Original certificate issued. 

. Temporary extension, Moses Point. 

. Temporary exemption from section 238.3 and section 238.5 of regula- 
tions regarding airport notices. 

. Suspension at 6 points (terminated). 

. Temporary exemption, extension of order 2064 Moses Point (rescinded 
by order E-2843). 

. Certificate amended—transfers 7 points to Northern Consolidated. 

. Extends effective date of E-2843. 

. Further extends effective date of order E—2848. 

. Certificate reissued to reflect change in name to Pan American World 
Airways, Inc. 


FAIRBANKS-BETHEL, ALASKA (NON-MAIL ROUTE) 


. Original certificate issued. 
. Certificate reissued to reflect change in corporate name. 
(Entire route suspended since May 6, 1947.) 
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STATES-ALASKA ROUTE 


. Special order, temporary exemption Ketchikan; amended by amend- 


ment No. 1 to special order 401—A-4 ; terminated. 
\ original certificates issued. 


. Temporary exemption from rendering service until weather permits; 


terminated. 


. Order of merger. 
. Temporary exemption for suspension of service at Ketchikan; re- 


scinded by order 1880. 


. Certificate transferred to Pan American Airways, Inc. Conflidential 


2028. 


2098. 
5035. 


E-1045. 


E-1073. 
E-1417. 
E-1609. 
E-2012. 


E-2133. 
E-2241. 


E-2408. 
E-3797. 


E-4368. 


E-9247, 
E-9430. 
E-9451, 


5073. 
E-5. 
E-385. 
E-778. 
E-968, 
E-1265. 
E-1264. 
[-2423. 
E-1940. 


E-2909. 
E-2993. 
E-3653. 
E-3797. 
E-6560. 
E-8664. 


595. 
899. 
1145. 
E-3797. 


order October 26, 1942—Temporary exemption Navy revoked by 
order E-1045. 

Temporary exemption from condition in certificate re Ketchikan and 
Juneau ; rescinded by order 3820. 

Temporary exemption, Flagstop Ketchikan ; rescinded by order 2234. 

Certificate amendment, consolidation of FAM 15, 16, and 20. 

i ry temporary exemption authorizing suspensions at request of 

avy. 

Certificate amendment. 

Certificate amendment. 

Temporary exemption from restriction Ketchikan-Juneau. 

Pan American & Northwest authorized to operate through fights be- 
tween Seattle and points in Alaska, terminating November 1, 1948. 
(Alaska foot shortage emergency. ) 

Extends authority of temporary exemption (E-2012) until Novem- 
ber 30, 1948. 

Extends authority of temporary exemption until December 15, 1948, 

Certificate amended to relieve restriction as to Fairbanks. 

Certificate reissued to reflect change in corporate name. 

Temporary exemption, serve San Francisco or Seattle and points in 
Alaska. 

Certificate designates Seattle as Seattle-Tacoma. 

Stays E-9247 until August 26, 1955. 

Denied petitions for reconsideration of E-9247. 


SOUTH ATLANTIC ROUTE 


Original certificate issued. 

Temporary exemption ; revoked by order E-778. 

Suspension of Service at Monrovia denied. 

Temporary exemption Lisbon ; extended by order E—968. 

Temporary exemption Lisbon; extended by order E—1264. 

Order E-1264 re Lisbon to be withheld from public disclosure. 

Temporary exemption Lisbon extended. 

Suspension of service at Monrovia approved until February 1, 1951. 

Temporary exemption Lisbon extended one year from date of order 
E-1264. 

Temporary exemption Lisbon extended until December 38, 1949. 

Suspension of service at Monrovia; authority in order E-2423 revoked. 

Extension of temporary exemption Lisbon until 60 days after de- 
cision of the Board in docket No, 4175. 

Certificate reissued to reflect change in corporate name. 

Certificate amended to August 14, 1953, includes Casablanca and 
Lisbon. 

Certificate renewed to July 5, 1959, adds Boston, deletes Capetown. 


CRISTOBAL, C. Z.-BALBOA, ©. Z. (NON-MAIL) 


Certificate issued to Panama Airways, Inc. 

Order of merger. 

Certificate transferred to Pan American Airways, Inc. 
Certificate reissued to reflect change in corporate name, 


A za ee 2 we ea. we ee 
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PAA Exuisir 1 


EXCERPTS FROM THE CIVIL AERONAUTICS BOARD'S ECONOMIC PROGRAM FOR 1949— 
DATED FEBRUARY 21, 1949 


STATEMENT OF POLICY 


The first objective set forth in the declaration of policy in the Civil Aeronau- 
ties Act of 1988 is “the encouragement and development of an air-transportation 
system properly adapted to the present and future needs of the foreign and 
domestic commerce of the United States, of the postal service, and of the 
national defense.” A second objective stated in the declaration, and one which 
we believe essential to the first, is to foster sound economic conditions in such 
transportation. The latter specification we interpret as an obligation to foster 
the economic soundness of the individual carriers comprising the United States 
civil air-transportation system. 

Having in mind this obligation and its purpose, the Board has reviewed the 
current financial situations of the carriers and has formulated a program for 
1949 embracing certain steps which it has taken and proposes to take in the 
discharge of such obligation. It is the Board’s hope that this announcement 
of the actions taken and proposed, and their underlying considerations, will 
in itself assist in achieving the ends which such actions are intended to serve. 

The air-transport industry has undergone major adjustments since the war. 
The industry, and the external influences to which it is subject, experienced 
since 1941 a process of extraordinary and continuous change. It is felt that 
clear understanding of the broad problems to which our program is directed 
requires brief review of this process. 

During the period between passage of the Civil Aeronautics Act of 1938 and 
December 7, 1941, conditions to which the air-transport industry was subject 
permitted a degree of orderly planning and development which has not ob- 
tained since we became actively engaged in war on December 7, 1941. Prior 
growth had been rapid but reasonably consistent. The level of national pros- 
perity had increased progressively for a period of almost 10 years. In 1941, 
both our civil air transportation and our national economy reached unprece- 
dented levels. 

Beginning with our active participation in the war, all civil air-transporta- 
tion development was abruptly halted. Domestic and international services 
not deemed essential to immediate war needs were suspended. A large part 
of the civil air fleet then in use was taken by the Armed Forces for direct mili- 
tary service. All transport aircraft on order by the civil air carriers were sim- 
ilarly commandeered. The services and aircraft remaining to the carriers were 
placed under military control to insure their maximum utilization in the war 
effort. 

It is not our intention to enlarge here upon the contribution to our national 
security represented by this diversion to military purposes of civil air facili- 
ties and trained personnel; governmental financial support of the air transport 
industry is in part predicated upon the creation and maintenance of such values 
for defense purposes. We emphasize, however, that for the 4-year period from 
1942 to 1945, inclusive, civil air transportation was primarily engaged in war 
and postwar deployment activities. Not until the close of 1947 was it possible 
to obtain a reliable appraisal of the pattern of air-transportation values which 
had emerged from the war period. 

Despite the unavailability of reliable trend data for the war and postwar 
periods, it was deemed essential to the public interest that vigorous develop- 
ment and extension of both domestic and international air routes be resumed 
immediately after the cessation of hostilities. Since that time, operations 
have been inaugurated on some 37,600 miles of new domestic routes and on 
122,050 miles * of new international routes, as a result of the developmental pro- 
gram undertaken by the Board pursuant to this view. In addition, the Board 
has permitted the reactivation of routes suspended for the war’s duration. 
These additions have extended air transportation to 216 United States com- 
munities not previously served and have established air transportation be- 
tween the United States and many European, Asian, African, and oceanic coun- 


1 Operational as opposed to gross certificated mileage; excludes alternate-route mileage. 
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tries. The extension of the United States air-transport system by the addition 
of new routes has been accompanied by traffic expansion, on the previously 
established United States air routes, of several hundred percent since the war's 
close. 

The great magnitude of the developmental problem thus presented to the car- 
riers in terms of physical facilities, administrative organization, and capital 
financing, was complicated by uncertainty as to the extent to which it was wise 
and necessary to expand. During this period, most of the carriers were ap- 
plicants for new routes, a fact which added uncertainty to their program plan- 
ning. Their problem was further complicated by the necessities of acquiring 
and placing in service new types of aircraft, and of raising new capital in a 
period of rapidly changing security markets. 

That this period of postwar readjustment is drawing to a close is indi- 
cated by the large degree of equipment replacement which has occurred, 
the increasing stabilization of air traffic, and by the fact that transitional 
operating deficits are being progressively offset by operating economies of 
the carriers and by adjustments in mail pay appropriate to current sit- 
uations. 

Although the stabilization of the industry and the trend toward profit- 
able operation are encouraging, we are nevertheless concerned by the pres- 
ent financial condition of certain of the carriers. Our principal objective 
during the coming year is the complete return by the air-transport industry 
to a sound and profitable condition from which it can withstand the ordi- 
nary vicissitudes of economic fluctuations (pp. 1-4). 


ROUTES AND COMPETITION 


In addition to actions described above respecting the carrier’s operating 
revenues, expenses, and capital finances, the Board contemplates that there 
will be vigorous action by the industry itself to strengthen its operating posi- 
tions, As previously indicated, since the close of the war the Nation’s route 
pattern has grown substantially, involving an increasing amount of carrier 
competition over the principal route segments. It would be surprising if this 
expansion, which was effected in a short space of time, had proved wholly with- 
out flaw. Pursuant to recommendations of the President’s Air Policy Commis- 
sion and the Congressional Aviation Policy Board, the Civil Aeronautics 
Board is engaged in an exhaustive study of the existing route pattern. We 
anticipate that this study will be available for publication by July 1, 1949. In 
the meantime, however, it appears to us that there are certain areas where 
ean remedial action designed to correct uneconomic situations is 

esirable. 

It will be recalled that the Board has already launched investigation of the 
routes of National Airlines. This proceeding is set down for early hearing 
and will be pushed to completion as rapidly as possible. We have today issued 
orders of investigation concerning Northeast Airlines and Western Air Lines. 
We have also issued orders of investigation designed to permit the Board to 
take such action as the public interest may seem to require respecting the com- 
petitive situations between Detroit and New York, Detroit and Washington, 
Chicago and Washington, and Washington and the Twin Cities. 

During the course of the year the industry may expect other orders and 
proceedings dealing with trouble areas in the route pattern. On the other 
hand, we desire that the industry exercise its own initiative in calling to our 
attention uneconomic route-pattern situations and possible corrective actions 
which may be achieved by mergers, consolidations, interchanges, or suspen- 
sions (pp. 14-15). 


PAA Exnuistir 2 
EXPLANATION OF Status oF CASH ADVANCE TO CAPTAIN SILVA 


The cash advance in the sum of $200 to Captain Silva, of the Nicaraguan Air 
Force, was repaid to Pan American’s local office in Managua in September 1954. 
This was merely a courtesy loan made at Captain Silva’s request during his 
visit to Miami in July of 1954. Captain Silva was never put on Pan American’s 
payroll, the suggestion to that effect never having been seriously considered. 
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PAA Exutarr 3 


MISCELLANEOUS CHARGES AGAINST PAN AMERICAN WHICH ORIGINATED IN THE 
Nort ATLANTIC Routre TRANSFER CASE 


A barrage of miscellaneous attacks were endeavored to be made against 
Pan American in a vigorously contested Civil Aeronautics Board proceeding— 
the North Atlantic Route Transfer Case, CAB Docket No. 3589, et al. They 
were and are answered in full discussion in appendix III of Pan American’s brief 
to the Civil Aeronautics Board, dated February 6, 1950, in that case. Such 
brief, as well as an earlier brief by Pan American before the examiner and all 
of the evidence referred to in both thereof, are part of the same record cited 
by counsel for this committee as the source of various materials caused to be 
inserted in the instant record before this committee. Excerpts from Pan 
American’s brief to the Board, dealing particularly with the equipment situa- 
tion in Latin America in 1942, necessary for the completion of this commit- 
tee’s record, are as follows: 

APPENDIX III 


The barrage of miscellaneous attacks against Pan American 

We shall deal in this appendix with the claims made by the opponents of 
the acquisition with respect to various alleged misdeeds of Pan American 
over the past 22 years. These allegations cover a wide variety of subjects, 
ranging from whether Pan American should carry its depreciation reserve on 
the right or left hand side of its balance sheet to * * * the much publicized dis- 
pute in 1945 between two local Mexican air transport lines, Compania Mexicana 
de Aviacion (CMA) and Aerovias Braniff. 

s * s * * e om 


In our brief before the examiner we dealt with these irrelevant matters in a 
nine-page appendix which simply contrasted the extravagant claims made by the 
opponents with the meager proof adduced by them. After reviewing the testi- 
mony the examiner found (R. 155) ‘the testimony does show that there were 
two sides to most of the controversies and incidents* and it does not prove 
the charges, many of which have been made on numerous occasions.” 

We believe that the Board will find in that appendix (brief appendix II, pp. 
6a-15a) all that it needs with respect to these charges. We have deemed it 
desirable, however, to include in this brief the more extensive factual dis- 
cussion which follows * * *. 

* * s ® a ~ * 


The Balluder correspondence 

Of the miscellany of unfounded claims made by Mr. Landis and public counsel, 
Pan American resents most deeply those that reflect on its part in the war effort. 
* * * The so-called Balluder correspondence, we shall answer here. 

The method employed by the opponents is one which by this time will have 
become familiar, a method of distortion and of taking isolated bits completely 
out of context. Before going into detail, however, it will be desirable to place 
this episode in proper perspective. 

As was altogether fitting and proper in view of the international character 
of its operations, Pan American came into the war effort in 1940, long before any 
other airline. Little over a year later, President Roosevelt selected Pan Ameri- 
can to organize a transport service from the United States across the South 
Atlantic to West Africa, a transport service from West Africa to points in the 
Middle East, and a ferrying service to expedite the delivery of military aircraft 
and equipment to the Middle East and the Orient—a bundle of assignments 
which the President characterized as being of an importance that “cannot be 
overestimated.” Before our actual participation in the war was far advanced, 
three of Pan American’s then four operating divisions were turned over exclu- 
Sively to the war effort. Mr. Landis refers in his brief to the Medal for Merit 
conferred by President Truman for the company’s services during the war 
(brief, p. 114) * * *,” 


s & * * * * = 


1It will hardly surprise the Board that the existence of more than one side to any of 
these “controversies and incidents’ was not perceived by public counsel. 
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In the light of such a statement [citation by President Truman accompanying 
the Medal of Merit] from the highest possible authority, it is evident that if 
Mr. Balluder’s letters were all that Mr. Landis and public counsel say they were, 
they still could have no such effect as contended. The fact is, however, that these 
letters represented a sincere attempt by a patriotic man to preserve a transport 
service which the commanding officer of the Canal Zone, our diplomatic repre- 
sentative in Mexico and the countries of Central America all deemed essential 
for the national welfare. 

As early as March 1942, although the domestic airlines were still operating 
pretty much on a business-as-usual basis, Pan American was basing its entire pro- 
gram for the utilization of equipment on the needs of the national emergency, and 
had ceased all normal sales activity (Exs. PC 461-64, PA 608). In the western 
division, particularly in the sector between Brownsville, Mexico City, Central 
America, and the Canal Zone essential traffic was piled up and, on the two daily 
schedules operated, priority passengers were being displaced by those with eyen 
higher priorities (Exs. PC 464, PA 603-05). Ninety percent of Pan American’s 
traffic through Mexico was priority traffic, and Pan American was transporting 
large numbers of essential personnel to the Canal Zone (Exs. PA 604, 606-07, 
609). 

At this time, and under these conditions, Pan American found it necessary to 
transfer 2 DC-3 aircraft and 7 crews from the western division to Miami in order 
to increase service along the east coast of South America where demands were 
also urgent (Ex. PA 602). This necessitated cancellation of the western divi- 
sion’s second daily schedule, at first beyond Mexico City (Ex. PC 465) and, shortly 
thereafter, altogether (Ex. PC 470). General Andrews, commanding officer of 
the Canal Zone, opposed this and attempted to have the canceled schedules 
reestablished (Exs. PA 601, 609). Pan American wus concerned about the reper- 
cussions of schedule reduction in the Central American countries which, because 
of the German submarine campaign, were dependent on air transportation for 
the transport of persons and essential supplies to and from the United States 
(Ex. PC 471). See Caribbean Investigation (4 CAB 199, 204-05 (1943)). AIL 
of these countries addressed communications to the State Department requesting 
that the frequency of Pan American’s service be increased to meet the urgent 
demand (Ex. PA 609). Important officials of our own and allied governments 
were thus striving at least to retain existing frequencies in this area, at the 
same time that other officials were interested in building up frequencies on the 
east coast. No governmental plan yet existed for properly adjusting such com- 
peting demanus. 

Under these ¢ircumstances, an employee of Pan American, Mr. Jacobs, evolved 
an idea that two additional flights per week from Brownsville to Balboa might 
possibly be squeezed in if the regular route via Mexico City were abandoned and 
the flights operated by a route via Veracruz not then authorized. The head and 
front of Mr. Balluder’s offending lay in his belief that proposing this aleration 
of service not only would not improve the critical situation on the Central 
America-Canal Zone route but might even worsen it. The western division, he 
thought, would not be allowed to operate the added schedules but instead would 
be asked to turn over still further airplanes and flight crews. He believed it 
preferable that any spare aircraft or crew time be used for extra sections rather 
than as Mr. Jacobs had proposed (Ex. PC 473). Mr. Balluder considered that 
the position with respect to aircraft was already “most precarious” (Bx. PC 
464), and he feared any step that might cause the already reduced service to 
Central America and the canal to be further reduced. 

All of this correspondence took place at a time when, as stated in Mr. Balluder’s 
letter of May 18, 1942 (Ex. PC 473), “the whole air transport situation in the 
United States is very confused.” ‘he domestic lines were operating many sched- 
ules which could not compare in national defense value with the second daily 
schedule to the Canal Zone which Pan American had been forced to abandon. 
Mr. Balluder was desperately concerned lest hasty action break the remaining 
daily link between the United States and Central America and the canal. It 
seems at least possible that the judgment of a man who had spent years in this 
area and was keenly aware of its air transport needs for the war effort, might 
be as good as some of the necessarily hasty decisions that emanated from+Wash- 
ington during those hectic days betore proper controls were set up. Before very 
long Mr. Balluder’s judgment was vindicated, for the second daily schedule was 
restored in October 1942, Reasonable minds might differ as to whether Mr. 
Balluder was right or wreng in his reactions to Mr. Jacobs’ suggestion, but there 
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cannot be the slightest question that his motives were of the best. Despite the 
attempts of public counsel (brief, pp. 3-4) and Mr. Landis (brief, pp. 114-18) 
to blow this incident up into perfectly enormous proportions, the examiner prop- 
erly did not consider it worthy of comment. 


PAA Exurstr 4 


SprECH MADE BY THE HONORABLE JAMES A, FARLEY, POSTMASTER GENERAL OF THE 
UNITED STATES, UPON THE OCCASION OF INAUGURATION OF TRANS-PACIFIC AIR 
Mart Service, SAN FRANcrIsco, NOVEMBER 22, 1935 


Just before leaving Washington I received a letter from the President of the 
United States. It read: 

“My Dear Mr. PostMASTER GENERAL: Please convey to the people of the Pacifie 
coast the deep interest and heartfelt congratulations of an air-minded sailor. 
Even at this distance I thrill to the wonder of it all. 

“They tell me that the inauguration of the trans-Pacific sky mail also celebrates 
the 100th anniversary of the arrival of the first clipper ship in San Francisco. 
The years between the two events mark a century of progress that is without 
parallel, and it is our just pride that America and Americans have played no 
minor part in the blazing of new trails. There can be no higher hope than 
that this heritage of courage, daring, initiative and enterprise will be conserved 
and intensified. 

“Very sincerely yours, 
“FRANKLIN D. ROOSEVELT.” 


With the inauguration here today of the first scheduled trans-Pacific airmail 
flight a new chapter in aviation history is being written. In fact, it records the 
beginning of the greatest and most significant achievement in the marvelous and 
fascinating development of air transportation. 

More than 8,000 miles of ocean are to be spanned by this new service which 
will bring Asia within 5 days of the United States, thus reducing the period 
of travel between these two continents to less than one-third of the time now re- 
quired by the fastest steamships, which is 17 days. There will be a correspond- 
ing saving in time between the United States, the Hawaiian Islands, Guam, and 
the Philippines and all will benefit by this time-saving. The Hawaiian Islands, 
now 5 days away by the fastest steamships, will be overnight from San Francisco. 

Very soon the superplanes flying over this route will be transporting passengers 
and express. A person or letter will arrive in China within 6 days after leav- 
ing New York. This is indeed, an epoch-making achievement and one which 
rivals the vivid imagination of a Jules Verne. 

It has been the experience of the United States that when better communi- 
cations and faster transportation have been established between this and other 
eountries better understandings have resulted and an improvement in trade 
and commerce has followed. Therefore, I anticipate that our friendly relations 
and our commerce with the countries of the Orient will be strengthened and 
stimulated by the trans-Pacific airmail service. 

I wish to offer my congratulations to the officials of the Pan American Air- 
Ways, Whose vision, enterprise, and resources have pioneered this great service 
and brought new laurels to American aviation; to the American aviation engi- 
neers and manufacturers, whose research and skill have made possible the super- 
planes which will fly this route, and to the Congress of the United States for pro- 
viding the necessary appropriation. I am proud that this history-making 
service was inaugurated, during my administration of the Post Office Depart- 
ment. 

The United States easily leads the world with its airmail services and these 
services have by no means reached their peak. In the near future it will be 
afivisable to further improve the services in the United States and Alaska and I 
am confident that within a year or 18 months we will have a transatlantic service 
from the United States to Europe. 

fach year brings new triumphs in American aviation but it will be a long 
ae before any of them overshadows the achievement which we acclaim here 
today. 
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PAA Exursit 5 


Pan AMERICAN WorLp AIRWAYS, INC.—NATIONAL AIRLINES Routes TRANSFER 
INVESTIGATION CASE 


CONTRACTUAL ARRANGEMENTS WITH DEFENSE SUPPLIES CORPORATION RELATING TO 
AIRCBAFT TRANSFERRED TO PANAIR DO BRASIL REFERRED TO IN EXHIBIT PO-140 


Commencing early in 1941 representatives of the United States Government 
discussed with representatives of Pan American the problem of elimination of 
German influence in the local airlines in Brazil. Various aspects of the problem 
and methods of meeting them were discussed. An overall program was agreed 
upon in September 1941. An important part of this program was the replace- 
ment of the services operated by Sindicato Condor, Ltda. Various possible ar- 
rangements for accomplishing this had been discussed, including the possibility 
of the United States Government furnishing to Panair do Brasil, 8. A., on a 
lease basis, without cost, aircraft to be used in operating replacement services. 
The final arrangements on the point provided for the sale to Pan American of 
certain aircraft which would in turn be transferred to Panair do Brasil for 
this purpose. 

These arrangements were set forth in a contract dated October 31, 1941, 
between Defense Supplies Corporation and Pan American (annex A). This 
contract (hereinafter sometimes referred to as the “DSC Contract”) provided 
for the sale to Pan American of certain Lodestar aircraft and for the use of said 
aircraft together with other similar aircraft by Panair do Brasil in specified 
operations, including services to replace the Condor services. It also provided 
that Defense Supplies Corporation might, upon giving of a specified notice at 
any time prior to December 10, 1942, require the aircraft sold pursuant to the 
contract to be resold to Defense Supplies Corporation and that such aircraft 
would be resold to Defense Supplies Corporation on December 31, 1942, unless 
(1) Pan American gave notice during the month of November 1942 that it 
desired any or all of the aircraft to be retained by Panair and Defense Supplies 
Corporation did not, on or after December 10, 1942, give notice that other dis- 
position of the aircraft was preferable in the interest of the general Latin 
American aviation program being conducted by Defense Supplies Corporation, 
or (2) Defense Supplies Corporation gave notice, on or before December 10, 1942, 
that it desired Panair to continue to operate some or all of the replacement 
services. The contract also provided that Pan American and Panair would use 
their best efforts to effect the transfer from Brazilian registry of any aircraft 
required to be resold. 

It was recognized that the replacement services would not be self-supporting. 
And in order to reimburse Panair do Brasil for the operation of such services it 
was understood that Pan American would make arrangements for appropriate 
payments under an agreement to be submitted to the Civil Aeronautics Board 
for approval. Pan American had the option to terminate the DSC contract if 
such approval was not granted within a specified time. Such contractual ar- 
rangements between Pan American and Panair were made and submitted to the 
Civil Aeronautics Board for approval in accordance with article 8 of the DSC 
contract. In view of the fact that the Civil Aeronautics Board had not approved 
the contract within the 30-day period specified, this period was extended to 60 
days (annex B). The contract was subsequently modified to meet objections 
raised by the Civil Aeronautics Board, but thereafter, in January 1942, the 
Board notified Pan American that the contract would not be approved. However, 
the Board stated that the losses incurred by Panair in operating the replacement 
services, together with a reasonable profit, would be treated as a legitimate cost 
of Pan American for mail rate purposes. Relying upon this assurance Pan 
American did not exercise this option to cancel the DSC contract as it had the 
right to do in view of the failure of the Board to approve the contract between 
Pan American and Panair. 

Shortly after the DSC contract was signed the Defense Supplies Corporation 
notified Pan American that there was a typographical error in the resale pro- 
vision, the date December 10, 1941, having been inadvertently inserted for 
December 10, 1942 (annex C), and Pan American immediately confirmed that 
this was a typographical error. 

Condor suspended operations in December 1941 and at the request of the 
Defense Supplies Corporation, Panair do Brasil operated replacement services 
in accordance with the DSC contract. In March 1942 representatives of Defense 
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Supplies Corporation indicated that the Government’s program had been accom- 
plished and that it appeared probable that there would be no need to continue 
the arrangements provided for in the DSC contract. They stated that Thomas 
0. Hardin was acting as technical adviser to Condor. Early in April 1942 these 
representatives intimated that the aircraft which were subject to resale pro- 
visions of the contract might be reacquired and turned over to Condor. Pan 
American protested any such action as being unfair to Panair do Brasil since this 
would result in turning to the benefit of a competitor, Panair’s cooperative action 
in the de-Germanization program. The matter was thereupon dropped and the 
Defense Supplies Corporation took no steps to reacquire the aircraft pursuant 
to the DSC contract. 

Almost simultaneously with the making of the arrangements with Defense 
Supplies Corporation discussions were commenced looking toward the substitu- 
tion of Douglas DC-3 aircraft for the Lodestar aircraft originally provided for. 
These discussions continued for several months and Pan American furnished 
considerable technical information in connection with the purchase of the DC-3 
aircraft by Defense Supplies Corporation. However, no substitution of such 
aircraft for Lodestars took place. Some of the DC-3 aircraft were, however, 
allocated and turned over to Condor by Defense Supplies Corporation at a later 
date. 

Early in 1942 Defense Supplies Corporation indicated an interest in acquisition 
of two DC-2 aircraft then owned by Panair do Brasil. Defense Supplies Corpo- 
ration proposed to acquire these aircraft for resale to a Uruguayan company. 
The contract, dated July 14, 1942, was entered into providing for the sale of said 
DC-2 aircraft to Defense Supplies Corporation and also providing that on de- 
livery of such aircraft a like number of the Lodestar aircraft sold under the 
DSC contract, dated October 31, 1941, should be released from the resale com- 
mitment. The DC-2 aircraft were sold and delivered to Defense Supplies Cor- 
poration and were exported to Uruguay in accordance with said contract, dated 
July 14, 1942. 

In November 1942 Pan American gave notice to Defense Supplies Corporation 
that it desired that all of the aircraft sold pursuant to the DSC contract, dated 
October 31, 1941, be retained by Panair do Brasil (annex D). Defense Supplies 
Corporation acknowledged this notice (annex E) and under date of December 8, 
1942, notified Pan American that Defense Supplies Corporation had decided 
not to ask for continuation beyond December 31, 1942, of the services called for 
in the DSC contract and that it did not wish to require the resale to it of any 
of the aircraft purchased under the contract (annex F). 

The Civil Aeronautics Board in its decision, dated August 28, 1942, in Pan 
American’s rate case disallowed the claim for losses incurred by Panair do Brasil 
in the operation of the services referred to above. Upon petition by Pan Ameri- 
can the Board granted rehearing on this point. The matter was discussed in- 
formally with members of the Board and of its staff. Representatives of Defense 
Supplies Corporation participated in such discussions and urged that since Pan 
American had carried out its part of the DSC contract, the matter should be 
settled promptly in accordance with the commitment with regard to the losses. 
Nothing came of these discussions and no payment was received from the 
United States Government for the operation of the services pursuant to the 
DSC contract. 

The success of the de-Germanization program from the point of view of the 
United States Government is evidenced by the fact that Mr. William A. M. 
Burden, one of the officials of Defense Supplies Corporation, who was actively 
connected with the program, in his book The Struggle for Airways in Latin 
America said at page 76: “Condor’s gasoline supplies were shut off in December 
1941 and, although its fuel stocks had not been exhausted, it ceased operations 
shortly thereafter (see p. 72). All important Condor schedules were promptly 
replaced by Panair do Brasil, so as to avoid inconvenience to the Brazilian 


public.” 
ANNEX A 


AGREEMENT 


Between Defense Supplies Corporation, a United States corporation (herein- 
after called DSC) organized pursuant to section 5d (3) of the Reconstruction 
Finance Corporation Act, and Pan American Airways, Inc., a New York corpora- 
tion (hereinafter called Pan American) : 
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Whereas, an understanding as to a joint policy for the de-Germanization of 
Brazilian air transportation has been reached between the parties to this agree- 
ment in collaboration with the Department of State: 

Whereas by exchange of letters dated September 26, 1941, and October 1, 1941, 
respectively, between W. L. Clayton, Deputy Federal Loan Administrator, and 
Juan T. Trippe, president of Pan American (as supplemented by a further letter 
dated October 8, 1941, from Mr. Clayton, approved by Mr. Trippe), the general 
basis for active cooperation in this policy on the part of Pan American and the 
interested departments of the United States Government has been established; 

Whereas the aforesaid letter dated September 26, 1941, states that DSC will 
immediately provide Pan American with not less than four Lockheed Lodestar 
aircraft which Panair do Brasil (hereinafter called Panair), a Brazilian corpora- 
tion all of the stock of which is now owned by Pan American, shall operate on 
routes competitive with Servicios Aereas Condor (hereinafter called Condor) 
pending the elimination of Condor and the completion of the DSC program in 
Brazil; and that Panair will, when requested by DSC, initiate additional services 
equivalent to the Condor services eliminated upon being supplied by DSC with 
additional aircraft sufficient for the purpose, all upon the terms and conditions 
in said letter generally outlined ; and 

Whereas there are existing agreements between Pan American and Panair 
providing, among other things, for the operation and maintenance of certain 
facilities in Brazil, including some of the facilities to be used in the operation 
of the services herein referred to, and Pan American and Panair contemplate 
entering into (1) a further agreement modifying the provisions of such agree- 
ments in certain respects and (2) an additional agreement pursuant to which 
Pan American will transfer to Panair the aforementioned aircraft, together with 
spare engines and parts, and Panair will operate the services herein referred 
to; and 

Whereas DSC desires now to provide Pan American with four Lockheed 
Lodestar aircraft and may hereafter provide Pan American with three addi- 
tional aircraft, all for the purposes stated ; 

Whereas it is contemplated that two of the four Lockheed Lodestar aircraft 
are to be sold outright to Pan American under a separate arrangement not to be 
covered by the present agreement ; 

Whereas it is desired to enter into a definitive agreement with respect to 
the terms upon which the remaining 2 or 5 aircraft are to be provided to Pan 
American: 

Now, therefore, in consideration of the foregoing and of the mutual covenants 
herein contained, it is agreed as follows: 


1. Utilization of aircraft in particular services 


A. Pool of equipment.—During the term of this agreement, Pan American shall 
cause— 
(1) The Lodestars to be sold to it hereunder, 
(2) The two Lodestars which it contemplates purchasing outright, as 
recited in the preamble to this agreement, and 
(3) Panair’s present complement of Lodestar equipment to be used inter- 
changeably as a single pool of equipment in carrying out this agreement, as 
hereinafter provided. 

B. Competitive routes.—Attached hereto and marked exhibit A is a list of the 
routes now operated by Panair in competition with Condor, showing mileages 
and number of schedules of both companies now in effect. Panair shall not, 
without the consent of DSC, curtail any of its existing frequencies of service 
on these routes except to the extent reasonabiy resulting from loss of or damage 
to aircraft operated in such services. Panair shall not, without the consent of 
DSC, substitute Lodestar schedules for any schedules theretofore operated with 
other equipment, unless all requirements of this article 1 in respect of services 
to be rendered have been met. After two or more Lodestars have been sold and 
delivered to Pan American hereunder, Pan American shall, when so requested 
by DSC, cause Panair to establish and maintain, so long as this agreement shall 
remain in effect, such number of additional Lodestar schedules as shall from 
time to time be designated by DSC on these routes; provided that Panair shall 
not be required to institute on any route net additional schedules exceeding 
the number of schedules now operated on such route by Condor. 

C. Noncompetitive routes.—Attached hereto and marked “Exhibit B” is a list 
of routes now operated or to be operated by Panair with Lodestars not in com- 
petition with Condor, showing mileages and number of schedules. Panair shall 
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not be required to curtail such Lodestar services on the routes listed in exhibit 
B, unless a loss of or damage to Lodestar equipment occurs in the operation of 
services on such routes, in which event the services required to be rendered on 
the routes listed in exhibits A and C shall not, without the consent of DSC, be 
diminished in order to provide replacement service for these routes. 

D. Condor routes—Attached hereto and marked “Exhibit C” is a list of the 
routes now operated (except as to temporary curtailment of services) by Con- 
dor net in competition with Panair, showing mileages and number of schedules 
now in effect. If three Lodestars, in addition to those referred to in paragraph 
B of this article, are sold to Pan American hereunder, Pan American shall, 
when so requested by DSC, cause Panair to establish and maintain, so long 
as this agreement shall remain in effect, such Lodestar service as shall from 
time to time be designated by DSC on any route or routes set forth in exhibit 
C upon which DSC may desire to enable Panair to replace Condor service; pro- 
vided that Panair shall not be required to institute on any route a greater num- 
ber of schedules than shown by exhibit C. 

E. General.—(1) The obligation to establish and maintain service as provided 
in paragraphs B and D of this article is subject to the conditions: 

(a) That any necessary official authorizations be in force; 


As to Lodestar schedules 


(b) That such service, plus the service referred to in paragraph C of this 
article 1, can currently be rendered by utilizing, at the maximum prac- 
ticable daily flight hourage, the entire pool of Lockheed Lodestar equip- 
ment above referred to and currently available to Panair ; 

(ce) That, at any new points to which service may be involved, there be 
available, or capable of construction at reasonable cost to be borne by 
Panair, such facilities as will permit of Lodestar operation ; 


As to all schedules 


(ad) That there be no loss of or damage to equipment requiring a curtail- 
ment of service. 

(2) Upon compliance by Panair with the foregoing requirements in respect 
of service to be rendered, it shall be free to use the aircraft referred to in para- 
graph A of this article to render such additional or other service as it may 
desire. 

(3) In the event that Panair shall fail to render such service as may from 
time to time be required under and in accordance with this article 1, DSC may, 
by notice to Pan American, require the prompt resale to it of any of the air- 
craft theretofore furnished by DSC under this agreement. 

(4) Pan American shall keep DSC fully and currently advised as to the serv- 
ices to which all of Panair’s Lodestars are being put by indicating from time 
to time which of its routes are being operated with Lodestars and with what 
frequency. 


2. Sale and resale of aircraft ; extension of agreement 


All sales and resales hereunder shall take place upon delivery of the aircraft 
or other equipment sold or resold. 

DSC shall sell to Pan American and Pan American shall purchase two Lode- 
stars hereunder. If DSC shall give notice to Pan American that it desires to sell 
to Pan American 3 additional Lodestars to enable Panair to replace additional 
Condor services, DSC shall thereupon sell and Pan American shall purchase 
from DSC 3 additional Lodestars. 

DSC may at any time, prior to December 10, 1942, give notive to Pan American 
that in its opinion considerations affecting the general Latin American aviation 
program being conducted by DSC require the resale to DSC of any or all of 
the aircraft furnished by DSC hereunder, and thereupon Pan American shall 
cause the aircraft specified in such notice to be resold to DSC within 45 days 
after the giving of such notice. 

On December 31, 1942, Pan American shall cause all of the aircraft sold to 
it hereunder to be resold to DSC unless: 

(1) Pan American shall have given notice to DSC, during the month of 
November 1942, that it desires any or all of such aircraft to be retained by 
Panair, in which event such aircraft shall not be so resold except to the 
extent that DSC shall, on or before December 10, 1942, give notice to Pan 
American that in its opinion some disposition of such aircraft or any of 
them other than their retention by Panair is preferable in the interest of the 
general Latin American aviation program being conducted by DSC; or 
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(2) DSC shall have given notice to Pan American, on or before December 
10, 1941, that DSC desires Panair to continue to operate some or all of the 
services referred to in paragraphs B, C, and D of article 1 hereof for a speci- 
fied period of time not extending beyond December 31, 1946, in which event 
the aircraft shall not be resold to DSC, and Pan American shall continue to 
operate them under the terms and conditions set forth in article 1 for the 
period specified in such notice, and during such period this agreement shall 
continue in full force and effect. 


8. Delivery of aircraft 

The first of the aircraft to be sold to Pan American hereunder shall be delivered 
to Pan American at Rio de Janeiro promptly after the execution of this agree- 
ment. The remaining aircraft shall be delivered as soon thereafter as delivery 
to DSC by the manufacturer will reasonably permit. Deliveries of the second 
and any subsequent Lodestars shall be at Brownsville, Rio de Janeiro, or Belém, 
as directed by Pan American. 

Upon resale of any aircraft to DSC, the aircraft shall be delivered to DSC 
at Brownsville, Miami, or a point on the South American routes of Pan American 
or one of its affiliated companies, as directed by DSC; Pan American and Panair 
shall use their best efforts to effect the transfer from Brazilian registry of any 
aircraft required to be resold to DSC. 


4. Spare engines and parts 

DSC shall use its best efforts to deliver to Pan American at Rio de Janeiro, as 
shortly as practicable after the delivery of each of the respective aircraft here- 
under, 1 spare engine in respect of that aircraft and, in case 7 aircraft are 
delivered hereunder, 2 additional spare engines on or before March 1, 1942, 
and 2 additional spare engines on or before April 1, 1942. Engines so delivered 
shall be sold to Pan American by DSC and purchased by Pan American for sale 
to Panair. In case of resale of any aircraft to DSC, 1 spare engine (which in 
this connection shall be deemed to be any engine furnished hereunder and not 
then installed in such aircraft) shall be resold therewith and, in case the engines 
deliverable on or before March 1 and April 1, 1942, shall have been sold to Pan 
American, 1 additional spare engine for each 2 aircraft so resold. 

Pan American shall use its best efforts to purchase for its account or for the 
account of Panair a stock of spare parts sufficient, together with the spare parts 
of Panair now on hand, to permit the operation of Panair’s pool of Lockheed 
Lodestar aircraft, as described in article 1 hereof. Upon resale to DSC of any 
aircraft, such of said spare parts as are then on hand and are no longer needed 
by Panair by reason of such resale shall be purchased by DSC. In the event 
of a disagreement between the parties hereto as to the quantity of spare parts 
so to be sold to DSC, the matter shall be referred to arbitration as hereinafter 
provided. 

5. Purchase price and resale price of aircraft, engines, and spare parts 

A. Purchase price of aircraft and spare engines.—The purchase price to be 
paid by Pan American for each aircraft shall be the sum of: 

(1) The actual cost to DSC of the aircraft with engines installed and 
otherwise fully equipped at the point of delivery to DSC in the United States 
(but exclusive of the cost of Pan American or Panair insignia), and 

(2) The cost to DSC of flight delivery of the aircraft from such point to 
the point of delivery to Pan American. 

The purchase price to be paid by Pan American for each spare engine shall 
be $12,500 f. o. b. manufacturer’s point of shipment. 

B. Payment of purchase price; interest.—Payment of the aggregate purchase 
a of the aircraft and spare engines furnished hereunder shall be made as 

ollows: 

(1) On the last day of each calendar month, $1,425 multiplied by the num- 
Ane of aircraft theretofore delivered hereunder and not resold to DSC or 
ost ; 

(2) On the last day of February 1942 and on the last day of February in 
each year thereafter, $3.13 per hour for each hour that each engine (including 
spare engines) furnished by DSC hereunder has been operated during the 
preceding calendar year. 

until the entire aggregate purchase price of such aircraft and engines shall have 
been paid, a suitable adjustment to be made in respect of the final payment in 
a the aggregate of all payments would otherwise exceed the aggregate purchase 
price. 
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Attached hereto and marked “Exhibit D” is a tabulation showing the spare- 
engine requirements estimated by Pan American to be necessary for the operation 
contemplated hereby under various conditions. In the event that any of the 
aircraft constituting Panair’s pool of equipment, as defined in article 1 of this 
agreement, shall be grounded by reason of the failure of DSC to meet the require- 
ments shown by exhibit D— 

(1) The requirements as to the volume of service to be rendered by Panair 
under paragraphs B and D of article 1 shall be correspondingly reduced during 
the period of such grounding; and 

(2) Payments due on account of the aggregate purchase price shall be de- 
ferred to the extent of $47.50 per aircraft for each day of such grounding. 

Amounts so deferred shall be deducted from the payments at the rate of $1,425 
per month per aircraft above referred to and then next due and shall be (1) added 
to the final installment of the purchase price to the extent that aircraft so grounded 
are not resold to DSC pursuant to the terms hereof, or (2) canceled to the extent 
that aircraft so grounded are so resold to DSC. Any period of grounding shall 
be deemed to commence as of the date that written notice thereof is given by 
Pan American to DSC. 

The unpaid balance of the aggregate purchase price of the aircraft and engines 
shall bear interest at the rate of 4 percent per annum from the date of delivery 
of the various items sold to Pan American hereunder, such interest to be payable 
on the last day of each calendar month simultaneously with the payments on 
account of such purchase price. Pan American may, on the last day of any calen- 
dar month, prepay the balance of the aggregate purchase price of the aircraft 
and engines, together with accrued interest. 

The entire unpaid balance of the aggregate purchase price of the aircraft and 
spare engines furnished hereunder shall be due and payable upon the termination 
of this agreement if not theretofore paid. 

C. Resale price of aircraft——The resale price of each aircraft resold to DSC 
hereunder shall be computed as follows as of the date of delivery to DSC: From 
the purchase price of the aircraft there shall be deducted— 

(1) $1,425 per month for each month (including any fraction of the month 
in which the plane was delivered to Pan American but excluding any fraction 
of the month in which the plane is delivered to DSC) during which such 
plane has been held by Pan American or Panair; 

(2) Interest at 4 percent for the number of days elapsed since the close 
of the preceding calendar month upon a sum determined by subtracting from 
the purchase price of the aircraft the amounts of $1,425 referred to in clause 
(1) of this paragraph 0; 

(3) $47.50 per day from the end of the next preceding calendar month to 
the date of delivery ; 

(4) $3.13 per hour for each hour that each engine installed in such airplane 
at the time of its delivery to DSC has been Operated from the time of its 
delivery to Pan American. 

The cost of flight delivery of any aircraft so resold from Rio de Janeiro to the 
place of delivery to DSC, if delivered elsewhere than at a point on the routes 
of Panair, shall be born by DSC and added to the resale price. 

D. Resale price of space engines.—The resale price of each spare engine resold 
to DSC shall be $12,500 less $3.13 per hour during which such engine shall have 
been operated from the time of its delivery to Pan American to the time of 
delivery to DSC upon resale. Such resale price shall be f. o. b. Rio de Janeiro. 

E. Spare parts.—The price of any spare parts to be sold to DSC as provided 
in article 4 hereof shall be computed by taking the cost to Panair of such spare 
parts delivered at Rio de Janeiro and subtracting from said price 2 percent per 
month or fraction thereof from the time of delivery of such parts to Paaair 
: the time of delivery to DSC upon resale. Such price shall be f. o. b. Rio de 
Janeiro. 

F. Method of payment.—Payment of the resale price of aircraft, spare engines, 
and spare parts shall be made, by means of a credit against the unpaid balance 
of the aggregate purchase price of the aircraft and spare engines and a cash 
payment in respect of any excess of the resale price over such unpaid balance, 
promptly upon delivery to DSC. 

G. Cost of delivery flights——The cost of each delivery flight, upon sale or 
resale as the case may be, shall include, but without limitation, the following: 

(1) Salary and subsistence (at not to exceed $6 per day) of crew members 
from the time of commencement of the flight until their return to their 
regular stations by the most expeditious means available; 
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(2) Fuel, oil, and service on the delivery flight ; 

(3) Aircraft, liability, and property damage insurance actually carried 
on the flight; 

(4) Return transportation of the crew members from the point of de- 
livery to their regular stations at not to exceed rates of transportation actu- 
ally paid in the case of crew members in the employ of DSC and at United 
States Government transportation rates in the case of other crew. members. 

Vouchers.—The calculation of the purchase price and resale price shall be 
supported by itemized vouchers. It is contemplated that because of necessary 
delays in assembling all items of cost, supplemental or revised vouchers may be 
necessary finally to fix such price and, upon submission of such vouchers, the 
corresponding adjustment shall be made (1) in the case of the purchase price, 
upon payment of the installment thereof then next due, and (2) in the case of 
the resale price, promptly after the submission of the voucher. 


6. Security 


If at any time during the term of this agreement DSC shall so request, Pan 
American shall promptly make arrangements to secure the payment of the 
purchase price of the aircraft and engines furnished hereunder by a method 
to be designated by DSC. 


7. Intercompany contracts 


The rights and obligations of the parties hereunder are subject to the following 
condition: If, within 10 days from the execution hereof, Pan American shall 
file with the Civil Aeronautics Board the contracts to be entered into between 
Pan American and Panair and referred to in the fourth recital of this agreement, 
and if within 30 days after such filing the Civil Aeronautics Board shall not have 
entered an order under section 412 of the Civil Aeronautics Act of 1938 approving 
such contracts, either as filed or as modified in a manner acceptable to Pan 
American and DSC, Pan American may, at its election, to be evidenced by written 
notice to DSC, given within 1 week from the expiration of such 30-day period, 
terminate this agreement. 

In the event of such termination, Pan American shall promptly resell and 
deliver the aircraft furnished to it hereunder to DSC at Brownsville, Miami, or 
a point on one of the South American routes of Pan American or one of its 
affiliated companies, as directed by DSC. Upon such resale, DSC shall, in lieu 
of paying the resale price specified in article 5 hereof, (1) refund to Pan 
American the portion of the purchase price of said aircraft theretofore paid, 
plus any interest paid thereon; (2) cancel the unpaid balance of the purchase 
price and interest accrued thereon; and (3) pay to Pan American the costs of 
delivering the plane (calculated as provided in art. 5 hereof) if delivery is made 
elsewhere than at a point on the routes of Panair. Pending the delivery of each 
aircraft, the provisions of articles 8 through 22 hereof shall remain in force 
with respect thereto, notwithstanding the termination of this agrement in other 
respects. 


8. Equipment and airwrothiness of aircraft and spares 


The aircraft to be sold to Pan American hereunder (herein sometimes referred 
to as “Lodestars”) are standard Lockheed Lodestar model 18-10 aircraft, con- 
structed and equipped as commercial transports in accordance with Lockheed 
Engineering Report No. 2097, dated May 1, 1941, issued May 7, 1941, a copy of 
which has been delivered to Pan American. 

It is mutually agreed that DSC makes no representation or other warranty 
whatsoever with respect to the airworthiness or condition of said aircraft, with 
respect to the engines and other equipment installed therein, or with respect to 
the spare engines and spare parts to be furnished hereunder, Pan American hav- 
ing the right to inspect said aircraft, engines, equipment, and spares and, unless 
rejecting the same for cause, accepting them “as is” upon delivery. 

DSC warrants that it has, or immediately prior to delivery to Pan American 
will have, title to the aircraft to be sold hereunder, free and clear of all en- 
cumbrances, and that it will transfer such title to Pan American free and clear 
of all encumbrances. 


9. Use of aircraft 

The aircraft shall be used in the air transport operations of Panair, in ac- 
cordance with Panair’s normal operating practices with respect to airplanes, 
engines, and equipment of the same or similar type, which practices are repre- 
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sented by Pan American to conform to the standards of Pan American on its 
routes in Brazil. 

Any aircraft, engines, propellers, and spare parts resold to DSC shall be in 
the same and in as good condition as when received by Pan American, reasonable 
wear and tear from normal operation and use excepted. If not possible to deliver 
aircraft or other equipment within the time specified in case of resale, for reasons 
beyond the control of Pan American, Pan American shall return the same as soon 
as possible thereafter and in so doing shall not be liable for the delay except as 
such delay affects the resale price. 


10. Receipts and reports 

Whenever any aircraft, spare engine, or spare part is delivered hereunder, 
a representative of the receiving party shall execute and deliver to the delivering 
party a receipt evidencing such delivery, and such receipt shall show the date, 
hour, and place of such delivery and shall identify by serial number or other- 
wise the article covered thereby and any major replaceable accessories attached 
thereto. Such receipt shall contain the statement that the article covered thereby 
has been delivered pursuant to this agreement. 

Pan American shall, not later than 40 days after the end of each calendar 
month, furnish DSC with a statement showing the number of hours flown by each 
aircraft and the number of hours of use of each engine and spare engine during 
such month. 


11. Overhaul and repair 

During the term of this agreement, all engines, propellers, and other equipment 
furnished hereunder shall be maintained and repaired and overhauled from 
time to time in accordance with Pan American’s standard procedure for equip- 
ment of similar type. All maintenance, repair and overhaul costs shall be borne 
by Pan American. 


12. Substitution or addition of parts and accessories 


If necessary to substitute parts and accessories during the term of this arrange- 
ment, the substitution shall be made with units at least as serviceable as those 
for which substitution is made. In the event that units of equipment or acces- 
sories are added to any aircraft or engine, DSC shall have the right of elect- 
ing, upon the resale to it of such aircraft or engine, either to purchase the unit 
at cost to Pan American or to require its removal and any reconditioning neces- 
sitated by such removal, the cost of removal and reconditioning to be borne by 
Pan American. 


18. Risk of loss; destruction of equipment 

Pan American assumes complete responsibility for the loss, damage or destruc- 
tion of the aircraft, engines, and equipment furnished hereunder while the same 
are in its possession or that of Panair. 

If any aircraft, engine, propeller, accessory, spare engine or spare part fur- 
nished to Pan American or Panair under the terms of this agreement is damaged 
beyond the point of repair, neither party hereto nor Panair shall be under any 
obligation to substitute an equivalent item, and the provisions hereof with re- 
spect to the resale thereof shall become inoperative. If any aircraft or spare 
engine is damaged beyond the point of repair, Pan American shall forthwith pay 
to DSC the amount which would have been due as the resale price of said air- 
craft or engine had the same been resold and delivered to DSC at Rio de 
Janeiro on the date of such damage. 


14. Liabilities 

Pan American shall indemnify and hold DSC harmless against any and all 
liability or claim of liability, including costs and expenses, for loss, injury, dam- 
age or claims arising out of or in connection with injuries to or deaths of persons 
and damage to or destruction of property caused by or arising out of the pos- 
session or operation by Pan American or Panair of the airplanes, engines, pro- 
pellers or other equipment furnished hereunder. 


15, Insignia 

Panair and Pan American shall be permitted to install on the aircraft their 
respective names and insignia, provided that such insignia shall be removed from 
any plane to be resold to DSC prior to its delivery, and further provided that the 
cost of removal and installation shall be borne by Pan American. 
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16. Taxes 

Pan American shall pay any sales or use or similar excise taxes levied or 
assessed with respect to the sale or use, and DSC shall pay any such tax with 
respect to the resale to it of the aircraft, engines, propellers, or other equipment 
furnished hereunder. Pan American shall also pay any personal property taxes 
which may be levied or assessed with respect to the interest of Pan American or 
Panair in the aircraft, engines, propellers, or other equipment furnished here- 
under, in respect of the period commencing with the sale of any item and ending 
with its resale or return, if any. 


17. Recording 

At the request of either party hereto, the other party shall execute and deliver 
any necessary documents not provided for in this agreement but which may 
become necessary for purposes of recording, pursuant to regulations now or 
hereafter issued by the Civil Aeronautics Administration acting under section 503 
of the Civil Aeronautics Act of 1938, and for purposes of transferring the air- 
craft from United States to Brazilian registry and for purposes of any retransfer 
from Brazilian to United States registry. 


18. Assignment ; relationship between Pan American and Panair 

Insofar as the terms of this agreement contemplate action by Panair, Pan 
American, as sole or majority stockholder of Panair, shall arrange for the taking 
of such action by Panair and shall be liable to DSC for any default of Panair. 
Pan American and Panair shall, however, be at liberty to make such arrangements 
governing their rights and liabilities as between each other as they shall see fit. 

Neither Pan American nor Panair shall permit the aircraft, engines, or other 
equipment furnished hereunder to be subjected to any encumbrance otherwise 
than for the purpose of carrying out this agreement. 

Pan American shall not assign this agreement without the written consent of 
DSC first had and obtained. DSC may assign its rights under this agreement 
or delegate its obligations hereunder to any officer or agency of the United States 
or to any corporation the stock of which is owned directly or indirectly by the 
United States, provided that the assignee is authorized to accept such assign- 
ment and delegation and to carry out the obligations of DSC. 


19. Force majeuro 

Neither Pan American nor Panair shall be responsible to DSC for any failure 
to carry out any provision of this agreement (other than provisions with respect 
to payments) which failure shall be caused by any force beyond the control of 
Pan American or Panair, including, but without limitation, fire, flood, storm, 
strike, insurrection, war, or act of any government or governmental body having 
jurisdiction. 


20. Notices 

All notices provided for hereunder shall be deemed duly given if sent by 
registered mail addressed to: Pan American Airways, Inc., at 135 East Forty- 
second Street, New York, N. ¥.; Defense Supplies Corporation at 811 Vermont 
Avenue, Washington, D. C.; or to either party at any other address which it may 
have furnished the other party. 


21. Termination 

Except as herein otherwise expressly provided, this agreement, and all rights 
and obligations of the parties hereunder (other than with respect to payments 
then remaining to be made) shall terminate on January 1, 1943, provided that 
(1) in case the resale of any aircraft, engines or spare parts to be resold to 
DSC shall not have been completed on or before that date, the provisions hereby 
established shall continue in effect with respect to such resale until completion 
thereof, and (2) in case DSC shall require the services set forth in article 1 
hereof to be continued beyond December 31, 1942, as provided in article 2, the 
provisions hereof shall remain in effect during the period established pursuant 
to clause (2) of article 2. The loss or damage beyond the point of repair of 
any plane furnished or agreed to be furnished hereunder or the resale of any 
plane shall not terminate this agreement except with respect to the plane so lost, 
damaged, or resold, but the requirements as to the volume of service to be 
sensores om Fanaee under paragraphs B and D of article 1 shall be correspond- 
ngly uced. 





, fF OS SSeS ere Ve eS Se 


MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 3055 


22. Arbitration 


Any controversy or claim arising out of or relating to this contract or the 
manner of performance or breach thereof shall be settled by arbitration, in ac- 
cordance with the rules, then obtaining, of the American Arbitration Association, 
upon the written request of either party to the other given prior to the com- 
mencement of any action or suit. The parties hereto agree to be bound by any 
award rendered. 


23. Miscellaneous provisions 
Pan American warrants that it has not employed any person to solicit or 
secure this contract upon any agreement for a commission, percentage, brokerage, 
or contingent fee. Breach of this warranty shall give DSC the right to terminate 
the contract, or, in its discretion, to deduct from the contract price or considera- 
tion the amount of such commission, percentage, brokerage, or contingent fees. 
This warranty shall not apply to commissions payable by contractors upon con- 
tracts or sales secured or made through bona fide established commercial or 
selling agencies maintained by Pan American for the purpose of securing business. 
No Member of or Delegate to Congress, or Resident Commissioner, shall be 
admitted to any share or part of this contract or to any benefit that may arise 
therefrom, but this provisions shall not be construed to extend to this contract 
if made with a corporation for its general benefit. 
IN WITNESS WHEREOF, the parties hereto have caused this agreement to be exe- 
cuted by their officers thereto duly authorized this 31st day of October 1941. 
DEFENSE SUPPLIES CORPORATION, 
By Sam H. HussBanps. 
Pan AMERICAN AIRWAYS, INC., 
By Evan E. Youne. 
Attest : 
Dubey H. Dieess, 
Secretary. 
Attest: 
H. Preston Morris, 
Secretary. 


{Initialed} E.M.W. GS W.A.M.B. Hill W.L.C. 


District OF COLUMBIA, 88: 

On the 31st day of October 1941, before me personally came Sam H. Husbands, 
to me known, who, being by me duly sworn, did depose and say that he resides 
at 5309 Nevada Avenue NW., Washington, D. C.; that he is president of Defense 
Supplies Corporation, one of the corporations described in, and which executed 
the above instrument; that he knows the corporate seal of said corpoartion; 
that the seal affixed to said instrument is such corporate seal; that is is so 
affixed by order of the Board of Directors of said corporation, and that he 
signed his name thereto by like order. 

Given under my hand and seal this 3lst day of October 1941. 

Harry L. Bapsit, 
Notary Public, District of Columbia. 


My commission expires September 2, 1946. 


STATE oF NEw YORK, 
County of New York, 88: 

On the 31st day of October 1941, before me personally came Evan E. Young 
to me known, who, being by me duly sworn, did depose and say that he resides 
at New York, N. Y.; that he is a vice president of Pan American Airways, Inc., 
one of the corporations described in, and which executed the above instrument; 
that he knows the corporate seal of said corporation; that the seal affixed to 
said instrument is such corporate seal; that it is so affixed by order of the board 
of directors of said corporation, and that he signed his name thereto by like 
order. 

Given under my hand and seal this 31st day of October 1941. 

EtTuet M. Wiison, Notary Public. 

My commission expires March 30, 1943. 
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Exuisit A.—Oompetitive routes—Routes now operated by Panair do Brasil in 
competition with Condor 


I. PANAIR DO BRASIL 


Frequency per 
week 


Route mileage 


A. Rio de Janeiro-Port Alegre sector, coastal: 
1. Rio de Janeiro 1,335 kilometers, 834 miles. 
Sao Paulo 
Curityba 
Florianapolis 
Porto Alegre 
. Rio de Janeiro 706 kilometers, 441 miles. 
Sao Paulo 
Curityba 
(Part of Rio de Janeiro-Asuncion service) 
. Rio de Janeiro 2 (in both direc- 376 kilometers, 235 miles. 
Sao Paulo tions). 
(Part of Minas circular service: 
Rio de Janeiro 
Sao Paulo 
Poc. de Caldas 
Bello Horizonte 
Rio de Janeiro 
and vice versa) 
B. Northern coastal services: ‘ 
1. Rio de Janeiro 2,100 kilometers, 1,313 miles. 
Victoria 
Cannavieiras 
Salvador 
Aracaju 
Maceio 


722 kilometers, 451 miles. 


400 kilometers, 250 miles. 


Parnahyba 
C. Rio de Janeiro-Corumba services: 
2. Ras Ge Pee... 5523-8. a... do_. 1,650 kilometers, 1,031 miles. 
Sao Paulo 
Bauru 
Tres Lagoas 
Campo Grande 
Corumba 


II, SERVICES AEREAS CONDOR 


A. Rio de Janeiro-Porto Alegre sector, coastal: 
1. Rio de Janeiro 1,335 kilometers, 834 miles. 
Sao Paulo 
Curityba 
2. Rio de Janeiro 1,385 kilometers, 866 miles. 
Sao Paulo 
Curityba 
Joinville 
Blumenau 
Florianapolis 
Porto Alegre 
B, Northern coastal services: 
1. Rio de Janeiro 1 round trip 2,080 kilometers, 1,300 miles. 
Victoria 


695 kilometers, 434 miles. 


Portaleza | 
I hit oendle mepeetiiualin ante bias a ? 400 kilometers, 250 miles. 
Parnahyba 
©. Rio de Janeiro-Corumba services: | 
1. Rio de Janeiro edad 1,725 kilometers, 1,078 miles. 
Sao Paulo 
Aracatuba 
Ires Lagoas 
Campo Grande 
Corumba 
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Exursit B.—Panair do Brasil—Noncompetitive services (Lodestars) 


| 
Route Frequency per week Route mileage 


1, Curityba-.-..................._| l round trip in both directions !_ | 1,523 kilometers, 932 miles.? 
Iguassu 
Asuncion 
Corumba ! 
2. Rio de Janeiro__- = 7 round trips- ; 338 kilometers, 211 miles. 
Bello Horizonte 
3. Bellé Horizonte_._..............} 1 round trip... - .| 244 kilometers, 153 miles. 
Gov. Valladares 
> mee Eeenseees...........1.... 2 round trips_. = ...-| 416 kilometers, 216 miles. 
Araxa 
Uberaba 
. Bello Horizonte-..-- be 2 trips in both directions. -.. | 510 kilometers, 319 miles. 
Poe. de Caldas 
Sao Paulo 
(Circular service) } 
6. Bello Horizonte 3_ _. saae 1 round trip. 675 kilometers, 422 miles. 
Patos 
Boyania | 
| | 
1 Service operated as far as Asuncion is part of Rio de Janeiro-Asuncion through service. The extension 
of the Asuncion service to Corumba (as described under (1) above) is part of the projected Panair do Brasil 
circular service Rio de Janeiro-Asuncion-Corumba-Rio de Janeiro (as covered by decree No. 3463 of July 25, 
1941) to be operated on a frequency of 1 trip weekly in each direction. The Asuncion-Corumba sector 
(estimated to be 688 kilometers, 430 miles in length) is not as yet in operation pending the completion ofthe 
requisite ground facilities, and therefore, the service is performed Rio de Janeiro-Asuncion-Rio de Janeiro 
on a frequency of 1 round trip per week. 
2 Estimated. 
3 The Bello Horizonte-Patos-Boyania service is not as yet in operation pending the completion of neces- 
ony ground facilities. In like manner, the operation of this service is covered by decree No. 3463 of July 25, 
941. 
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Frequency per 
week 


Exuisit C.—Servicos Aereas Condor—Noncompetitive services 





Route mileage 


1 round trip....... 325 kilometers, 203 miles, 


ED einans 


et oak ee 


Ilhas das Floras 


Guajara M 
Porto Velho 


on 

a") 

o 

= 
ss= 
< 

2. 

> 

° 


Boca do Acre 
Rio Branco 
Xapury 


OD ne cncinensiiavimccnsashinabackeeeen 


Cuyaba 


-liGheidatn ssc 


2 round trips------ 


-| 1,650 kilometers, 1,031 miles, 


1,965 kilometers, 1,228 miles 





.| 1,547 kilometers, 967 miles.” 





| 850 kilometers, 510 miles, 


| 
| 


| 465 kilometers, 291 miles. 





1 Corumba-Porto Velho service temporarily curtailed. 
2 Estimated, 


ANNEX B 


DEFENSE SUPPLIES CORPORATION, 
Washington, December 6, 1941. 
PAN AMERICAN AIRWAYS, INC., 
New York, N. Y. 
(Attention: Mr. Evan E. Young, Vice President. ) 


GENTLEMEN: This will refer to the agreement between this Corporation and 
yourselves dated October 31, 1941, providing for the sale and utilization in 
Brazil of certain Lockheed Lodestar aircraft. 

In order to facilitate the obtaining of the approval of the Civil Aeronautics 
Board to the contracts between Pan American Airways, Inc., and Panair do 
Brasil, S. A., referred to in the fourth recital of said agreement and 
in article 7 thereof, we have mutually agreed that the 30-day period referred 
to in said article 7 shall be extended for a further 30 days. Therefore, it is 
suggested that said agreement be deemed amended to incorporate the following 
changes: 

In article 7, line 5, of the text, change “thirty days” to “sixty days.” 
In article 7, line 10, of the text, change “thirty-day period” to “sixty-day 
period.” 
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Please confirm your agreement to the foregoing by signing and returning the 
enclosed duplicate of this letter. 
Yours very truly, 
(Signed) Wma, A. M. Burpen, 
Vice President. 
We hereby agree to the above changes : 
Pan AMERICAN Arrways, INC., 
By , Vice President. 


ANNEX C 


DEFENSE SUPPLIES CORPORATION, 
Washington, December 2, 1941. 
PAN AMERICAN AIRWAYS, INC., 
Chrysler Building, New York, N.Y. 
(Attention : Mr. Evan M. Young, Vice President.) 

GENTLEMEN: This will refer to the contract between yourselves and this 
Corporation dated October 31, 1941, and providing for the sale and utilization 
in Brazil of certain Lockheed Lodestar aircraft. 

It is noted that subparagraph (2) of article 2 of said contract refers to De- 
cember 10, 1941, as the date on or before which this Corporation, if the aircraft 
are not to be resold to it on December 31, 1942, is to give notice to yourselves 
that it desires Panair do Brasil to continue to operate some or all of the services 
in said agreement referred to. Obviously, this date should be not December 
10, 1941, but December 10, 1942. 

Will you please confirm that this is your understanding by signing and return- 
ing the enclosed duplicate of this letter. 

Yours very truly, 
(Signed) Sam H. Hussanps, 
President. 


ANNEX D 
NOVEMBER 20, 1942. 
DEFENSE SUPPLIES CORPORATION, 
Washington, D. C. 

Deak Sirs: Referring to the agreement between us, dated October 31, 1941, 
relating to the sale by you to us of certain Lockheed Lodestar aircraft for use 
in Brazil by our subsidiary, Panair do Brasil, we hereby give you notice, pursuant 
to clause (1) of the fourth paragraph of article 2 of said agreement, that we 
desire all of the aircraft sold to us by you under said agreement to be retained 
by Panair do Brasil. 

Sincerely yours, 
Evan EB. Youne, Vice President. 


ANNEX E 
DECEMBER 9, 1942. 
DEFENSE SUPPLIES CORPORATION, 
Washington, D. C. 
(Attention: Mr. Stokeley W. Morgan, vice president.) 


GENTLEMEN: This will serve to acknowledge our receipt of your letter of 
December 8, in which you confirm the termination, on December 31, 1942, of the 
agreement dated October 31, 1941, relating to the sale by Defense Supplies 
Corporation of certain Lockheed Lodestar aircraft, and providing for the opera- 
tion by Panair do Brasil of certain specified air-transport routes in Brazil. 

We assume that invoices covering the unpaid balance due, as covered by 
article § of the contract referred to above, will be forwarded to us through your 
regular accounting channels, and they will be accorded prompt attention when 
received. 

Sincerely yours, 
Evan EB. Youne, Vice President. 
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ANNEX F 


DEFENSE SUPPLIES CORPORATION, 
Washington, D. C., December 8, 1942. 
PaN AMERICAN ArRWAys, INC., 
Chrysler Building, New York, N. Y. 
(Attention Mr, Evan E. Young, vice president. ) 


GENTLEMEN: I refer to the agreement between us, dated October 31, 1941, 
relating to the sale by us to you of certain Lockheed Lodestar aircraft and pro- 
viding for the operation by your subsidiary, Panair do Brasil, of certain specified 
air-transport routes in Brazil. 

This contract, as you know, will terminate on December 31, 1942, unless notice 
is given to you by us on or before December 10, 1942, that Defense Supplies 
Corporation desires Panair do Brasil to continue to operate some or all of the 
services referred to, in which case this agreement is to remain in full force and 
effect. 

While notice of an intention to terminate the contract is apparently not neces- 
sary, I want you to know that Defense Supplies Corporation, after consultation 
with the other Government departments and agencies concerned, has decided not 
to ask for a continuation of any of the services called for under the agreement 
beyond December 31, 1942. Furthermore, Defense Supplies Corporation feels 
that under existing circumstances it does not wish to require the resale to it of 
any of the Lodestars purchased by Pan American under the contract. 

As you know, under article 5 of the contract, the entire unpaid balance of the 
aggregate purchase price of the aircraft and spare engines furnished under 
this contract becomes due and payable upon termination of this contract. 

Very truly yours, 
SroKe_ey W. Morean, Vice President. 


PAA Exntstir 6 


Excerpts FrRoM THE SworN TESTIMONY OF HuMPHREY W. ToOMEY IN THE 
NATIONAL AIRLINES INVESTIGATION, CAB Docker No. 3500 


(Tr. 6475-7] Q. Now, Mr. Toomey, there has been some testimony in this 
proceeding by Mr. Beard, of Braniff, Mr. Stewart of Chicago & Southern, Mr. 
Baker of National, to the effect that Pan American charges for the use of. the 
Rancho Boyeros Airport are excessive or exorbitant. Have you any comments 
to make with respect to this matter?—A. Yes, I would like to make some com- 
ments. 

The arrangements made at Rancho Boyeros Airport are covered by a standard 
service contract, and it covers not only facilities and a landing charge for the 
use of the property, but also services performed. 

I would like to outline the facilities that are used, and also the services that 
are rendered to these other carriers. 

The facilities consist of the use of the airport, and its runways, the night- 
lighting equipment, the terminal building, the lobby spaces, the use of the ramp, 
the ramp facilities. It also includes labor for the fueling of planes and for 
the cleaning of planes, meteorlogical services, terminal weather, documentation, 
weight report, and in fact is a complete package of services such that these 
operators can get in and out of Rancho Boyeros. 

In addition, Pan American has a considerable investment there, and in these 
charges we calculate a return on the investment, and also a return on the work- 
ing capital that is used to keep these services going. 

The charges are prorated on a formula which allows one-third for the number 
of onerators, one-third for the number of landings, and one-third for the ton- 
landings. 

We consider that formula to be fair. It is subject to a review every 6 months, 
and it is a businesslike, and has been an acceptable, formula to the majority of 
the operators there. 

As to the cost angle, every effort has been made to keep down the payroll as 
to number of employees, and to hold down the pay scales, but Cuba is a high- 
cost area; the labor union there can make, and does make, political appeals for 
support, and as a resuit, it has not been possible for us to move with complete 
freedom of action, as I am sure the representatives of the airlines that are 
there in Havana must appreciate by this time. 
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Last fall, there was an issue’ reached between the union and the company, 
which resulted in intervention by the Government, and the proposals of the 
company to reduce personnel, as well as to reduce the pay scales, were finally 
acted upon by the Government, and it was decided that there would be a 12.7 
reduction in the pay scales, but we were not allowed to reduce the number of 
employees. 

I outlined all that by way of indicating that the environment over there is not 
an easy one in which to carry forward a business as judged by United States 
standards. We have been quite willing to get away from that operation, if we 
could, and have made efforts to sell the property there to the Cuban Government, 
and also to a terminal company which we had hoped would be organized by the 
operators using the airport. 

Also, we have offered to lease the property to this terminal company. 

As things now stand, Pan American and Cubana receive more than 50 per- 
cent of the charges that are prorated among the various operators for the use 
of the airport and facilities at Rancho Boyeros. 

Our efforts to sell the terminal company have not been successful, but we 
are still open to a proposition. 


PAA ExHtsit 7 


EXxCerPT FROM BRIEF ON BEHALF OF PAN AMERICAN BEFORE THE CIviL AERO- 
NAUTICS BOARD IN THE NorkTH ATLANTIC ROUTE TRANSFER CASE, Docket No. 
3589, ET AL., FEBRUARY 6, 1950, RE RANCHO Boyeros ArRPporT (pp. 132-3) 


So far as Braniff Airways was concerned, the chief complaint against Pan 
American was with respect to its unwillingness to make available to Braniff 
space in the terminal at Rancho Boyeros airport at Habana. There was never 
any doubt about Braniff’s being permitted to use the airport runways, although 
these had been constructed by Pan American with its own funds. Whatever 
the rights and wrongs as to the terminal may be, the photographs in exhibit 
PA 550 show that it is excessively crowded (exhibits PC 415, 418); yet Pan 
American made space available to Braniff at considerable inconvenience to it- 
self.' The landing charges, which were claimed to be excessive, were deter- 
mined in accordance with the McGoldrick formula. This, as a piece of poetic 
justice, turned out to be an outgrowth of a formula that Mr. Beard of Braniff 
had participated in developing (Beard, tr. 3436-3487). The same basis was 
used in computing the ¢harges payable by Pan American and its affiliated com- 
panies (Beard, tr. 3448). There was a periodic review of the charges, in which 
Braniff participated (Beard, tr. 3445). Pan American has repeatedly urged 
the users of the airport to organize a terminal company so that they, rather 
than’ Pan American, would be the landlords (exhibits PC 415, 418-419); but 
there has been an evident preference by Braniff and the other users to allow Pan 
American to carry to the entire capital load, 


PAA Exnutsir 8 


EXCERPTS FROM BRIEF ON BEHALF OF PAN AMERICAN BEFORE THE CIVIL AERO- 
NAUTICS BOARD IN THE NoRTH ATLANTIC RouUTE TRANSFER CASE, Docket No. 
3589, ET AL., FeBRUARY 6, 1950—reE Arrovias BranirF, 8S. A. (pp. 133-4) 


More. pages of the record were filled with Mr. Braniff’s oft-heard complaints 
against CMA with respect to the controversy that had occurred between that 
company and his Mexican venture, Aerovias Braniff, S. A. Apart from the fact 
that the actions of CMA in this matter were taken by its own operating officials 
and not by any direction from Pan American, and that the operations of Aero- 
vias Braniff, a purely local Mexican airline, would not appear to constitute any 
interest of the Board, the facts were shown to be that landing charges of CMA 
in Mexico were in accordance with a fixed tariff which had been on file in ac- 
cordance with Mexican law long before Mr. Braniff started his enterprise there; 
that Mr. Braniff was aware that such a tariff was on file (Braniff, tr. 3554-3555, 
3560, 3571) ; but that he refused to pay the lawful charges and resorted to self- 
help instead of contesting the fee through the proper tribunals (Braniff, tr. 
3559-3561 ) . 

* +” os * ok * * 


Mr. Braniff testified that an unnamed employee of CMA, who was applying 
for employment with, and subsequently was employed by Aerovias Braniff, told 
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him that another unnamed employee had said that his second unnamed employee 
had had instructions from equally unnamed superiors not to turn on the lights 
at the Veracruz Airport for a late arrival of an Aerovias Braniff plane. It is 
not denied that the lights were in fact turned on (Braniff, tr. 3502). CMA’s 
position was that, “The field was lighted promptly upon request from the ship. 
If there was any delay or if the lights had not been turned on prior to the 
plane’s arrival, it was because Aerovias Braniff deliberately refused to file its 
flight plan or estimated time of arrival in contravention of regulations, require- 
ments and contrary to the most elemental safety precautions and despite the 
hazard involved in flying congested area without notifying position or other 
vital information” (exhibit PC 455). No court in the land would pay the 
slightest heed to a claim resting on any such basis as this. 

Since Pan American appears to get along with respect to the use of its facili- 
ties with everyone except Braniff, public counsel might have given some con- 
sideration to the question whether Braniff, rather than Pan American, was not 
the party who was out-of-step. The evidence gives a good deal of support to this 
view. 1t shows that Braniff’s general method has been to move into an area, 
berate the existing operators as monopolists, run only the lushest routes, claim 
to be “pioneering” when operating over airways developed many years ago by 
others, fail to perform obligations assumed to foreign governments, refuse to pay 
established charges even at the cost of serious inconvenience to its passengers, 
and criticize the established charges without any basis for its claim (Braniff, tr. 
3535-8537, 3554-8556, 3558, 3560-3561, 3570-8571; Roig, tr. 3446, 3449-3461, 
3470). 

: PAA Exatstr 9 
JULY 27, 1945. 
Mr. T. E. BRanirr, 
President, Braniff Airways, 
Paseo de la Reforma No. 1, Mevico, D. F. 

Dear Mr. Branirr: Your letter of July 20 regarding our bill for landing fees 
at Nuevo Laredo for April, May, and June has been delivered to us. After looking 
into this matter further I would like to point out the following: 

The paragraph of our letter of February 7, 1944, quoted in your letter properly 
sets out our understanding at that time. However, I call to your attention that 
we were agreeable to not charging for Braniff Airways’ aircraft landing on the 


then established airport at Nuevo Laredo and, further, that whether or not there . 


would be a charge also depended on the then established schedules and frequencies. 

As you are aware, the schedules have been changed several times since our 
letter of February 7 was written, and you know that the old airport being used 
at that time was abandoned in November of last year and the new airport-at 
Nuevo Laredo has been used since then. Consequently, if we desired to be. hyper- 
technical about this matter I think we could properly charge you for landings as 


far back as November 1944, That, however, was not our intention in presenting. 


you with the bill under discussion. 

In discussions between Mr. Dyer and Messrs. Adams, Boyer, and Segura, leading 
up to the contract we executed with Aerovias Braniff, 8. A., on April 3 last, the 
operations of Braniff Airways in and out of our Nuevo Laredo airport were 
definitely considered. That contract does not specifically mention Braniff Airways 
nor is Braniff Airways, as such, a party to it, but as it refers to 2 daily landings 
and as Aerovias Braniff, S. A., is making but 1 daily landing, I feel sure that 
it was the intention of the parties who discussed and prepared the contract that 
the second landing contemplated was that of Braniff Airways, Inc. Consequently, 
in presenting the bill to include landings only as far back as April, I thought I 
was taking a fair and equitable view in the matter and not making the full 
charge to which we might be legally entitled. I hope you will take the same view 
after considering the above. 

In order that there be no further misunderstanding you will please consider our 
arrangements of February 7, 1944, as cancelled in November 1944, because of 
changes of conditions to which such arrangement was not applicable. Naturally, 
we reserve our right to make proper charges for your landings since that time, 
should the bill heretofore presented to you not meet with your satisfaction. 

Needless to say, we shall be pleased to discuss with you a new arrangement for 
landings by Braniff Airways on our Nuevo Laredo airport. 

Very truly yours, 


BH. R. Srrxurman, General Manager. 
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Provisions CovERING PERMITS, CONCESSIONS AND AIR TRANSPORTATION 
Translated from Mexican Law of General Lines of Communication 
CHAPTER III, CONCESSIONS, PERMITS AND CONTRACTS 


ARTICLE 8.—A concession or permit of the Federal Executive, issued through 
the Seeretariat of Communications and subject to the precepts of this Law and 
its Regulations, shall be required to build, establish or operate general lines 
of communication. 

The construction, establishment or operation of general lines of communication 
shall eonform to a general plan that will meet national economic needs and 
which must be made known to the public. The Secretariat of Communications 
shall therefore publish the program of the respective works during the first 
fifteen days of January of each year, and it must fulfil the following general 
conditions. 

I. Preferential communication between the zones of greatest potential economic 
value, which lack rapid means of transportation. 

II. Based on the preceding Section, special attention will be given to the 
establishment of lines which connect with or feed the trunk lines. 

III. The construction or establishment of new lines shall be subject to prior 
economic studies with a view to determining : 

(a) The proper distance for the new line, as compared with existing lines, 
to avoid duplications within the same zone whenever such existing lines 
satisfactorily meet the transportation requirements of the region. 

(b) Prospects for initial traffic. 

(c) Natural wealth which could be utilized. 

(a) Planning of the operations which the study of the preceding sub- 
clause would give rise to. 

(e) Colonization possibilities. 

(f) The state of the territorial property which would be benefited by the 
new line of communication. 

(g) The Secretariat of National Defense shall act as advisor of the Secre- 
tariat of Communications for a military point of view, in the cases mentioned 
in Subclause (a) of Section III. 

IV. The Federal Government shall opportunely carry out the necessary coloni- 
zation work along the zones influenced by the new lines and at the most appro- 
priate places, expropriating the required areas of land. 

In order that the purposes sought by this Article may be duly carried out, a 
Technical Advisory Commission shall be formed, composed of such official repre- 
sentatives of the workers and representatives of the companies as may specified 
in the respective Regulations to be issued. 

This: Commission shall also be entrusted with the drawing up of a study to 
determine the number of vehicles which should render service on each route, 
so that it will not be greater than required by its capacity nor less than that 
required for the general interests. 


* * ™ * * * * 


CHAPTER VII. CONCESSIONS AND PERMITS 


ARTICLE 344.—The establishment and operation of aviation lines rendering regu- 
lar public service shall be subject to a concession. This concession may also be 
granted for the exclusive transportation of mail. 

The Secretariat of Communications may grant permits for commercial flights 
which do not represent regular public transportation service in accordance with 
the provisions of the Regulations. 

ArTicLe 345.—Commercial air transportation services between two or more 
points in Mexican territory is reserved exclusively to Mexican aircraft. 

ARrTIcLeE 346.—The making of aerial surveys and explorations may only be car- 
ried out by Mexican aircrcaft, but the prior authorization of the Secretariat of 
Communications must be obtained in all cases, with the intervention of the 
Secretariat of National Defense, unless it is a case of special services. 

The prior permission of the Secretariat of Communications shall be required 
for making flight for commercial propaganda, pleasure, exhibition, fire patrol, 
and fire fighting and extermination of epidemics, and other flights of a similar 
nature. 
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ARTICLE 347.—The Secretariat of Communications may authorize the establish- 
ment of experimental air services, for a term of one year, but this period, which 
cannot be extended, shall be reckoned from the date on which operations are 
started. The only requisites shall be: proof of the solvency of the applicant, 
and the obligation to fulfil the rulings relative to flights, passenger insurance 
and aviation personnel, and other precepts of this Law and its Regulations. 

The permit having been granted, the interested party must start to operate the 
line within ninety days following the date of the granting of such permit, except 
in duly proven cases of fortuitous circumstances or force majeure. 

Should the holder of the permit decide to establish a permanent service, he 
shall apply for the respective concession during the term of the experimental 
permit, in which case he shall be authorized provisionally to continue operations 
until his application is decided upon. 

Permits for experimental service shall be revoked whenever the operations are 
not started within the time-limit specified in this Article, whenever the services 
are not carried out satisfactorily, in the opinion of the Secretariat of Communica- 
tions, or whenever, the permit having been applied for, the parties concerned do 
not go through with the required procedure. 

ARTICLE 348.—No air navigation service may be put into operation without the 
necessary landing and emergency landing field being put into condition and the 
requisites specified in this Law and its Regulations being complied with. 

ARTICLE 349.—Concessions for aviation lines shall be granted for the term 
fixed by the Secretariat of Communications, but which in no case can exceed 
thirty years. 

ARTICLE 350.—Permits for carrying out international tourist flights shall be 
granted directly by the Secretariat of Communications or through Mexican 
Consulates. 

In the case of the flights referred to in the preceding paragraph, the interested 
parties themselves must apply for the respective permit, and the authenticity 
of their signature must also be certified by the Consul of their place of resi- 
dence. The petition must also specify the name of the pilot who will make 
the flight. 

ARTICLE 351.—The Secretariat of Communications may grant a permit for 
special commercial flights, but if these flights are to take place between points 
already connected by a company which renders regular services, the permit 
may only be granted if the latter is unable to carry out the flights, the rates 
charged being in no case less than those payable for regular services. 


* * * * * * * 


CHAPTER VIII. AERODROMES AND AIRPORTS 


ARTICLE 358.—An aerodrome is any surface of land or water duly prepared 
for the taking off, landing or alighting of aircraft. 

An airport is an aerodrome which has the necessary installations for navi- 
gation and maintenance of aircraft. All aerodromes and airports, whether 
public or private, must be registered in accordance with the respective Regu- 
lations. 

ARTICLE. 359.—The Secretariat of Communications shall fix the places which 
shall serve as international or entry airports, which shall be considered as offi- 
cial and shall depend directly from said Secretariat, 

ARTICLE. 360.—-Aerodromes and airports, even private ones, are bound to allow 
aircraft to land thereon, and shall abide by the requisites specified by this Law 
and its Regulations in such cases. The meteorological stations of aerodromes 
or airports, even though they are private ones, are bound to give service to all 
the pilots who so request, subject to payment of the rates approved by the 
Secretariat. 

ARTICLE, 361.—All aerodromes and airports are subject to the inspection of 
the Secretariat of Communications, in the manner laid down in this Law and its 
Regulations. 

ARTICLE. 362.—A concession granted by the Secretariat of Communications, 
for a term not exceeding twenty years, shall be required to build and operate 
public service aerodromes or airports. The Secretariat of Communications shall 
bear in mind the provisions of Articles 3 and 8 of this Law for the establish- 
ment of airports in national territory, and shall render a report every three 
months to the Secretariat of National Defense regarding the aerodromes built. 
The construction and administration of airports for alighting on water by air- 
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craft is reserved to the Secretariat of Communications, which shall only author- 
ize private parties to build and operate them in exceptional cases, and for a term 
which shall never exceed five years. 

ARTICLE 363.—Airports and aerodromes which are not official may charge land- 
ing and service rates, in accordance with the tariffs proviously approved by the 
Secretariat of Communications. 

ARTICLE 364.—The owners of public or private airports or aerodromes are 
under the obligation of allowing all the aircraft of the Federal or State Govern- 
ments on official service to make use of same, free of charge. 

ARTICLE 365.—No walls, buildings, or other works may be built; no. wires for 
electric transmission be strung; and no trees may be planted outside the limits 
of any aerodrome or airport whose height exceeds one-twentieth of the distance 
away from the boundaries of same, or which, due to their nature, might constitute 


a danger for aircraft. 
[Translation] 


Apvisory TECHNICAL COMMISSION ON HIGHWAYS OF COMMUNICATION, 
Vexico City, D. F., October 18, 1946. 
Subject: Opinion Concerning Applications Filed by the Cia Aerovias Braniff S. A. 
For the Operation of Certain Routes. 
ApVIsoRY TECHNICAL COMMISSION ON HIGHWAYS OF COMMUNICATION, 
City. 

The Bureau of Civil Aeronautics, per official letters 24-IV-—53838 and 24-IV- 
140943 of April 2 and August 22 of the past year, has returned to this Commission, 
for investigation, consideration, and recommendation thereon, the applications 
for franchise filed by Aerovias Braniff S. A. for the operation of the following 
air routes on passenger, mail, express and freight service : 

(a) Mexico City-Puebla-Veracruz-Mérida. 

(b).- Mexico City-Cuidad Victoria-Nuevo Laredo. 

(c) Mexico City-Tapachuia-Panamaé. 

(d) Mexico City-Cuidad Victoria-Monterrey-Chihuahua-Mexicali-Los 
Angeles. 

(e) Chihuahua-Hermosillo-Nogales-Mexicali-Los Angeles. 

From documents Nos. 24/334.1-130-1, 24/334.2-517-1, 24/334.2-531-1, 24/334.1- 
137-1, 24/334.1-186-1, 24/334.2-452.1 and 24/334.2-435-1, all relating to Aerovias 
Braniff S. A., as well as from the other documents submitted to this Commission, 
there appears the following: 


PREMISES 


I. Under date of December 29, 1943 and February 19, 1944, this Department 
granted to Aerovias Braniff S. A. trial permits 268 and 271, for exploitation of 
of the following airlines: 

Nueve ,Laredo-Ciudad Victoria-Mexico City; Matamoros-Ciudad Victoria- 
Tampico; Mexico City-Cuernavaca-Cuautla-Salina Cruz-Tapachula ; Mexico City- 
Puebla-Veracruz-Mérida and Matamoros-Mérida; all on the first permit. 
Chihuahya - Hermosillo - Nogales - Mexicali- Tijuana; Chihuahua-Ojinaga-Villa- 
Acuiia-Piedras Negras-Nuevo Laredo-Reynosa-Matamoros-Tampico-Monterrey ; 
on the second permit. 

II, Under. date of February 19, 1944, and on application of Aerovias Braniff 
S. A., this, Department granted an extension for initiation of the operations 
covered by trial permits Nos. 268 and 271 “until such time as the market in air- 
craft shall permit the procurement of equipment similar to that which Braniff 
Airways, Inc., has been using on its lines within the territory of the United 
States.” 

III. Among the conditions imposed on Aerovias Braniff in the aforesaid per- 
mits, there were included the following: 

(a) The grantee must operate the lines authorized with duly registered 
aircraft provided with the required transit licenses and manned by Mexican 
crews having licenses issued by this Department. 

(b) Within 60 days following the date of this permit, he must obtain 
traveler’s security, and may not begin service until such security has been 
approved by the Department. 

(c) The grantee is obliged to operate the line precisely in the sequence 
stated on this permit, and shall not modify the same without previous authori- 
zation by the Department. Nor may services be performed otherwise than 
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with prior approval of the schedules and rates forming the subject of the 
third condition. 

(d) Initiation of service must take place within a period of 90 days, with- 
out extension, reckoned from date of permit, and a maximum period of 6 
months reckoned from date of such initiation is authorized for the trial 
operation of the lines. If upon expiration of the 6 months trial period the 
final franchise has not been obtained, the permit shall be automatically 
canceled. 

(e) Failure to comply with any of the conditions of this permit shall 
cause the same to be canceled and become void. 

Aerovias Braniff S. A. has not complied to date with any of the obligations 
enumerated above. 

IV. The Bureau of Civil Aeronautics, per official letter 24-IV-—101209 of June 
22 of the past year, stated that the equipment employed by Aerovias Braniff 8. A. 
was confined to two Douglas DC3 aircraft, registered XADUJ and XADUI. 

Of the routes authorized for Aerovias Braniff 8. A., having an extent of 11,100 
kilometers, services have been begun on only certain parts: Mexico City to 
Nuevo Laredo, with stops at Ciudad Victoria and Mexico City to Mérida, with 
stops at Puebla and Veracruz, representing a total of 2,029 kilometers out of the 
whole distance covered by the permits. 

The Mexico City-Ciudad Victoria-Nuevo Laredo group was initiated April 4, 
1945, and the Mexico City-Puebla-Veracruz-Mérida route on July 1 of that year. 

V. In view of the fact that services on the Mexico City-Puebla-Veracruz-Mérida 
route were initiated without compliance with all legal requirements tending to 
guarantee the interests and safety of the traveling public, thus violating the pro- 
visions of Article 48 of the ruling Statute, this Department, on the basis of 
Article 526 of the said ordinance, ordered the immediate suspension of service. 
Against this decision there was filed an application for injunction 1170/45 be- 
fore the Second Court of the Federal District on Administrative Affairs, in 
which action Aerovias Braniff S. A. won final suspension of the protested de- 
cision, and accordingly continues to operate the said route. 

VI. To date, Aerovias Braniff S. A. has not procured a sufficiently large num- 
ber of aircraft pilots (captains of aircraft) of Mexican nationality to man the 
equipment with which it flies its routes; since the initiation of the two services 
mentioned above, the said enterprise has been obliged to have recourse to the 
employment of technical assistants of North American (U. 8.) nationality on 
board their aircraft, thus violating Article 32 of the Constitution.and the appli- 
cable provisions of the Statute on Highway Communication and the Security and 
Police Regulation for Civil Aeronautics. 

VII. Moreover, Aerovias Braniff 8. A. has not submitted technical documenta- 
tion concerning the various work to be carried out on the airports or landing 
fields at the stops it is authorized for, and has of course executed no such work, 
confining itself to utilizing, on the services it has established, the airports and 
installations belonging to other enterprises (Cia. Mexicana de Aviacién and 
American Airlines). 

Nor has it presented evidence of having agreed with the enterprises owning 
the emergency fields situated along the routes being traversed, for use in the 
course of its services to guarantee their safe functioning within the provisions 
of present regulations. 

VIII. The Cia. Mexicana de Aviaci6n 8. A., which regards itself as trespassed 
upon on its routes, has been objecting to the conclusion of agreements with 
Aerovias Braniff S. A., pleading the existence of an invasion of routes and an 
improper and illegal competition on the part of Aerovias Braniff 8. A. 

IX. Aerovias Braniff S. A., in various communications of May 24, 1945, applies 
to this Department for granting of final franchises permitting exploitation of the 
following routes among others: 

1. Chihuahua-Hermosillo-Nogales-Méxicali-Los Angeles. 

2. Mexico City-Puebla-Veracruz-Mérida-Habana-Miami. 

8. Mexico City-Ciudad Victoria-Monterrey-Chihuahua-Méxicali-Los An- 
geles. 

4. Mexico City-Tapachula-Panamé. 

5. Mexico City-Ciudad Victoria-Nuevo Laredo. 

X. At the session in which this Commission took cognizance of the franchise 
application in question, there appeared in opposition, on a final basis and with 
sufficient supporting evidence, the following enterprises: Cfa. Mexicana de Avia- 
cién 8. A., Lineas Aéreas Mexicanas S. A., Aeroviis Reforma 8S. A., Aeronaves de 
México S. A., Aviones del Sur S. A., and Trans-Mex §. A. 
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XI. The Cfa Mexicana de Aviacién S. A. opposed the franchise requested with 
respect to the following routes or subroutes: 

(a) Mexico City-Ciudad Victoria-Monterrey and Méxicali-Los Angeles. 
(b) Mexico City-Ciudad Victoria-Nuevo Laredo. 
(c) Mexico City-Tapachula and Mexico City-Puebla-Veracruz-Mérida. 

Reasons: That it has complied with the obligation contracted when it was 
granted the franchises held for operation of the routes or subroutes mentioned 
above, also that it is at present satisfactorily meeting all the needs of transporta- 
tion thereon, and finally that its economic and technical responsibilities are such 
as to enable it to deal efficiently with the increase in traffic which is expected to 
appear. It has duly evidenced these statements before this Commission. 

XII. Aeronaves de México 8S. A. objected with respect to the Hermosillo-Nogales 
subroute, which it has been serving by daily flights in Boeing 247’s and Douglas 
C39’s. It testified that it was engaged in an application, now in progress, to 
obtain a franchise on the service in question; that it has operated the route in 
compliance with all legal, technical, and economic requirements established for 
the purpose, and is able, if the service should require, to expand in corresponding 
manner and extent. The grounds of these statements were likewise evidenced 
before this Commission. 

XIII. Lineas Aéreas Mexicanas 8. A. objected, with accompanying supporting 
evidence, with respect to the Mexico City-Ciudad Victoria-Monterrey-Chihuahnua- 
Mexicali-Los Angeles route. It testified that this route is parallel and within the 
zone of influence of that served by the said opponent, namely Mexico City-Chi- 
huahua-Nogales, which is efficiently provided for and is fully adequate to the 
needs and requirements of the riding public. 

This firm likewise opposed the Chihuahua-Hermosillo-Nogales-Mexicali-Los 
Angeles route, for the reasons hereinbefore set forth, and inasmuch as it holds a 
franchise on the Chihuahua-Nogales route with stops at Nuevo Casas Grandes 
and Cananea, which as in the preceding case is serviced with DC3’s. 

XIV. Both Aerovias Reforma S8. A. and Aviones del Sur 8. A. objected in 
reference to the Mexico City-Puebla branch, since the same is at present served 
by Aeronaves de México 8S. A. and in the near future by the said concerns, and 
it appears that the needs of this route in respect to air transport are potentially 
satisfied. 

XV. Red Aérea Mexicana 8S. A. objected only to the fact that the proposed 
franchise would permit Aerovias Braniff 8S. A. to operate a freight service between 
Mexico City and Tapachula, whereas this service is at present being furnished by 
the aforementioned firm in a manner satisfactory to the requirements of the 
public, and by way of the Cia. Mexicana de Aviacién S. A., which likewise has a 
franchise on the route. 

XVI. Aerovias Braniff 8. A. has made a comparative study (common to all of 
their applications) of the economic and financial position of Mexico in the years 
from 1939 to 1943, using as a source of information, as stated, the General Bureau 
of Statistics in the Department of the National Economy. 

The foregoing premises, then, give rise to the following considerations: 


CON SIDERATIONS 


1. The applications for final franchise are not filed in accordance with permits 
268 and 271 held by Aerovias Braniff S. A., inasmuch as the routes covered thereby 
have been completely changed. Consequently, the requirements to be met in the 
event of the replacement of a trial permit by a franchise pursuant to the Statute 
on Highways of Communication, Article 347, have not been fulfilled. 

2. If the reasons set forth in the premises should not be deemed sufficient to 
justify an order revoking or suspending the permits granted to Aerovias Braniff 
S. A., it is nevertheless evident that the grounds of revocation based upon the 
fact that the said enterprise is not performing its services in a manner satisfac- 
tory to this Department is perfectly valid and applicable to the matter in hand. 

8. The fact of possessing, for such services, only two aircraft, and as yet but 
inadequate and incompetent personnel, is grounds leaving much to be desired with 
respect to the quality of such services, and justifies a revocation of the permits, 
and for the like reasons a denial of the proposed franchise. 

4. This may moreover be regarded as an instance of technical disability on the 
part of Aerovias Braniff to perform the commitments contracted with this Depart- 
ment, as it must be noted that mere coverage of the routes from Mexico City to 
Nuevo Laredo and from Mexico City to Mérida requires at least three aircraft to 
guarantee regularity of service, inasmuch as the possession of one reserve plane 
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(for purposes of emergency) is absolutely indispensable in order to replace the 
services not rendered by either of the other aircraft during the time of overhauling 
or repair as a result of the wear occasioned by intensive service on these routes. 

5. It is important to point out that the reasons which prompted the various 
extensions that have been granted to Aerovias Braniff S. A. for the initiation of 
their services have disappeared, and that there is consequently no reason what- 
ever to maintain this situation indefinitely. In this connection it suffices to con- 
sider the DC-3 equipment which has been registered and placed in operation dur- 
ing the last 12 months by the other commercial air transport companies. Aerovias 
Braniff has not applied for the entry of any new flight equipment for due comple- 
tion of its system of operations. 

6. It must be noted that the comparative study submitted by Aerovias Braniff 
S. A. does not demonstrate, by the terms in which it is couched, the economic 
necessity and social desirability of establishing or constructing new highways 
of communication duplicating those now in existence, nor that those now in 
operation between the towns mentioned in the applications under consideration 
do not effectively satisfy the needs of transport thereof. Nor, at the hearing 
held on September 30 of the past year, did the representatives of Aerovias Braniff 
S. A. submit other evidence tending to prove the grounds of their petitions, 
essentially confining themselves to the manifestation of attitudes of a competi- 
tive nature with respect to the opposing air-transport service enterprises, who 
have a satisfactory record of performance and have shown their interest and 
desire to improve their services within the Mexican Republic. 

7. Article 8 of the Statute on Highways of Communication subjects the con- 
struction, establishment, and exploitation of highways of communication to 
the regulations and conditions thereby established in its diverse sections; one 
of these being a prohibition of the construction or establishment of a new right 
of way in a manner to duplicate those already in existence within the same zone 
* eee when the latter are effectively satisfying the needs of transport in 

e region. 

8. It is evident that the routes or subroutes which Aerovias Braniff S. A. 
wishes to operate under the franchise applications under examination duplicate 
the services which are being rendered within the same zone of influence by 
the Cia. Mexicana de Aviacién, and by Lineas Aéreas Mexicanas, Aeronaves de 
México S. A., Red Aérea Mexicana §. A., etc. 

9. The said enterprises have shown that the services they operate are not 
only in conformity with the terms of the corresponding franchises, but that 
they moreover meet a collective need within the economy in a regular, continuous, 
and uniform manner, thereby meeting the standards imperatively required by 
a public service of the nature in question. 

10. Aerovias Braniff S. A. has not given convincing evidence of the necessity 
for such proposed publication of services between those towns where they wish 
to operate, and where, as aforesaid, concessions are now held by the enterprises 
that have been heard in opposition to this proposal; with the object of framing 
their desires within the precept of the Statute on Highways of Communication 
hereinbefore cited. 

11. Moreover, we cannot forbear to consider, howbeit summarily, the innumer- 
able violations of the Statute on Highways of Communication that Aerovias 
Braniff 8S. A. has continued to commit in the course of “de facto” operation of 
the two sole airlines at present organized, as well as to emphasize its technical 
and economic disability ; the maintenance and exploitation of the said enterprise, 
as aforesaid, is covered by only two aircraft flying their routes; technical per- 
sonnel is seriously lacking, and finally, no intention has been demonstrated of 
constructing the airports and other installations inherently required along the 
routes. 

12. It must be noted that this Commission, in this matter and for application 
in similar cases arising hereafter, must take into consideration not only the 
legal but the economic aspects of a franchise, which not only regulates a private 
activity, but through which an equilibrium is sought between the public interest 
and the private interest of the grantee who is to render a service to the public. 

13. From the official records at the Bureau of Civil Aeronautics, it appears 
that at present the enterprises holding franchises on the Mexico City-Veracruz- 
Minatitlan-Villahermosa-C. del Carmen-Campeche-Mérida, Mexico City-Oaxaca- 
Ixtepec-Tuxtla Gutlérrez-Tapachula, Mexico City-Veracruz-Tuxpan-Tampico-C. 
Victoria-Monterrey, Mexico City-C. Victoria-Monterrey-Nuevo Laredo, Mexico 
City-Mérida-Habana, Mexico City-Veracruz-Chetumal-Mérida, Mexico City-Uhi- 
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huahua-Nogales, Chihuahua-Nuevo Casas Grandes-Cananea-Nogales, Hermosillo- 
Nogales, Mexico City-Puebla and Mexico City-Guadalajara-Mazatlan-Hermosillo- 
Mexicali-Los Angeles routes not only satisfy the needs of transport in the regions 
they. serve, by regularly, continuously and uniformly complying with the terms 
of their franchises, but have been found to have surplus capacity on their planes 
permitting them to absorb the increase that may occur in the demand for air 
transport on the routes enumerated above. 

14. It is obvious that a franchise gives its holder, always provided that he 
complies with the terms therein set forth, a guarantee of his investments con- 
sisting in that during its term of validity no other natural or legal person will 
receive any right to effect the services on which he has a franchise. In the present 
case it is evident that the Commission must take account of this, and rule in the 
negative upon the petition of Aerovias Braniff S. A., inasmuch as the duplication 
of the services proposed to be operated is not deemed necessary, and in order to 
guarantee the stability of the air transport industry, of such decisive influence 
at the present time in the economic life of the country. 

Therefore, it shall be and it hereby is 

Resolved, That the Advisory Technical Commission on Highways of Communi- 
cation, taking account of all the evidence required in order to rule on the desir- 
ability or otherwise of establishing duplication of passenger, mail, express, and 
freight air services on the Mexico D. F.-Puebla, Pue.-Veracruz, Ver.-Mérida, Yuc., 
Mexico D. F.-Tapachula, Chis, Mexico D. F.-C. Victoria, Tamps.-Nuevo Laredo, 
Tamps., Mexico D. F.-C. Victoria, Tamps.-Monterrey, N. L.-Chihuahua, Chih.- 
Mexicali, S. C.-Los Angeles, Calif., U. S. A., Chihuahua, Chih.-Hermosillo, Son.- 
Nogales, Son.-Mexicali, S. C.-Los Angeles, Calif., U. S. A. routes, believes that 
under the provisions of Article 8, section III, item (a of the ruling Statute, 
the air services in question should not be duplicated upon these routes, by virtue 
of the fact that the official records examined have shown that the enterprises now 
rendering these services are complying with the requirements of the corresponding 
franchise, are regularly, continuously, and uniformly performing the services 
in question, and have an excess of capacity upon their aircraft enabling them 
to absorb any expected increase in the demand for air transport upon the routes 
hereinbefore mentioned. 

[Translation] 


FEDERAL EXECUTIVE POWER, 
UNITED STATES OF MEXICO, 
BUREAU oF CiviL AERONAUTICS, 
Mezico City, D. F., October 25, 1946. 
AEROVIAS BRANIFF, S. A., 
Rdificio “Internacional,” 
Paseo de la Reforma, 1, City: 


In reply to your valued communication dated May 24, 1945, in which you 
request the granting of a franchise for establishment and operation of a public 
air transport service for passengers, express, freight, and mail on the Mexico 
City-Puebla-Veracruz-Mérida route, I beg to advise your company as follows: 

In accordance with the requirements of law, the said communication was 
submitted to the Advisory Technical Commission on Highways of Communication 
for their opinion on the matter. Before that Commission, your representatives 
were heard and their views presented and discussed in the broadest and most 
complete manner. 

The Advisory Technical Commission, having subsequently conducted the tech- 
nical investigations in accordance with the general principles laid down in 
article 8 of the statute previously cited, has considered, at a regular session 
held on the 18th of the present month: 

That the said route is already being operated under federal franchise by the 
Compafifa Mexicana de Aviacién 8S. A., which covers the same towns proposed 
by you with the exception of that of Puebla, which in turn is served by Aeronaves 
de Mexico S. A., connecting it with Mexico City and Veracruz. 

That article 8 of the Statute on Highways of Communication provides that 
the establishment of new rights-of-way must be subject, among other technical 
considerations, to the desirability of avoiding duplications within the same zone 
of influence when existing rights-of-way are effectively satisfying the needs of 
transport in the region; the competent agency to conduct investigations regard- 
ing such desirability being the said Advisory Technical Commission on Highways 
= en set up for that purpose by the same legal provision previously 
cited. 
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That the services rendered to the public by the Compafifa Mexicana de 
Aviacién S. A. and by Aeronaves de México 8. A. upon the route in question 
are being performed on a regular basis; and the frequency of flights and 
capacity of their aircraft are sufficient not only to meet the needs of air trans- 
port in the region, but also that the official records kept in this Department 
show that surplus space in their aircraft is daily reported. 

This Department, moreover, believes that the state has a duty to protect the 
existence and stability of public services whose rendition it has granted by 
franchise to private parties, in order to retain, on a just and equitable program, 
its freedom of action and right to demand, in the interests of the traveling 
public, such modifications and other measures as may tend to the improvement 
of such systems since, in the last analysis, grantees of franchises on public 
services are merely deputies or agents of the state itself in the rendering of 
such services. 

In consideration of the foregoing, and on the basis of the provisions of article 
1, section VIII; article 3, article 8, section III, item (a), and section IV, second 
and third paragraphs; article 15, second paragraph from the end; article 347, 
third paragraph; and other provisions applicable in the Statute on Highways 
of Communication, this Department has determinded : 

I. That the granting to Aerovias Braniff 8. A. of the franchise sought for the 
establishment and exploitation of public air transport services for passengers, 
express, freight, and correspondence on the Mexico City-Puebla-Varacruz- 
Mérida route is not called for, inasmuch as it would constitute an unnecessary 
dupilcation of services on that route, 

Il. That the administrative proceedings upon the application presented by 
Aerovias Branff S. A. in order to obtain the franchise referred to in the 
preceding paragraph are hereby declared terminated. 

III. That the deposit established by Aerovias Branff 8. A. in the Bameo de 
México S. A. in compliance with article 15 of the Statute on Highways of Com- 
munication, in guaranty of the continuance of proceedings upon its applications, 
be refunded. 

IV. The term of validity of the provisional permit that has been held by 
Aerovias Braniff S. A. for the purpose of operating trial air transport services 
on the aforesaid route is hereby declared terminated, in consequence of the 
denial set forth under port I of the disposition of this award, and in the sense 
of article 347, first and third paragraphs, of the ruling statute. 

I have the honor to communicate the proceeding for your information and 
for the relevant purposes of law. 

Very truly yours, 
THE SECRETARY OF COMMUNICATIONS AND PUBLIC WORKS. 
PEepRO MARTINEZ TORNEL, Engineer. 


[Translation] 
First District MExICAN FEDERAL Court DECISION 


In “Amparo” suit No. 2273-46, brought by Aerovias Braniff against acts of 
yourself and of other authorities the following decision was pronounced : 

The proceedings in “Amparo” suit No. 2273-46—brought by Elmer E. Adier, as 
Vice President and Manager of Aerovias Braniff 8. A. against acts of the Minister 
of Communications and Public Works and other authorities, alleging violation 
of Articles 4, 14, 16, and 28 of the Constitution—having come to the point where 
a definite decision should be pronounced, and 


WHEREAS : 


First.—_By communication presented on October 27, 1946, by Mr. Eimer BD. 
Adier, as Vice President and Manager of Aerovias Braniff 8. A., he appeared 
before this Court petitioning “amparo” and the protection of Federal Justice 
against acts of the Minister of Communications and Public Works and the 
Commanders of the Mexico City, Puebla, Veracruz and Merida Airports, such 
acts consisting of the decision pronounced by the Minister of Communications 
yen a Works dated October 25, 1945, the resolutive points of which are the 
ollowing: 

I. The concession requested by Aerovias Braniff S. A. for the establishment 
and operation of the public services of air transportation of passengers, express, 
freight and mail on the Mexico City-Veracruz-Mérida route is refused, 
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due to the fact that same would involve a duplication of services that is unneces- 
sary on such route. 

II. The administrative proceedings in connection with the application filed by 
Aerovias Braniff S. A. to obtain the concession mentioned in the preceding 
Paragraph are considered at an end. 

Ill. Let the deposit which Aerovias Braniff S. A. had made in the Bank of 
Mexico, in fulfilment of Article 15 of the General Law of Lines of Communica- 
tion—as a guarantee that the proceedings in connection with its application 
would be continued—be refunded to said company. 

IV. The proceedings in connection with the temporary permit which Aerovias 
Braniff S. A. held for experimental air transportation services over the route 
mentioned are considered at an end, on account of the refusal contained in 
Point One of the Resolution embodied in this ruling, and as provided for in the 
first and third paragraphs of Article 347 of the General Law of Lines of Com- 
munication. 

The consecutive acts which the authority responsible seeks to carry out con- 
sist of “Preventing, through the Officers mentioned, the taking on of passengers, 
the loading and unloading of freight, the carrying of passengers and mer- 
= and other acts relating to or allied with the operation of said air 

ne.” 

The plaintiff also mentions in its petition the facts and points of law which 
it deems pertinent, the guarantees which are alleged as having been violated 
being those provided for in Articles 4, 14, 16 and 28 of the Federal Constitution. 

Seconp.—The petition for “amparo” was admitted by order dated October 
27, 1946, and the authorities specified as responsible were requested to render 
justifying reports, a date being set for the hearing provided for in the Con- 
stitution. By ruling dated November 14, 1946, the terms of the petition for 
“amparo” were added to in accordance with a petition filed by the attorney 
in fact of the plaintifi—-Lawyer Ramiro Torres Septiém (whose status was 
proven by the document attached to such ecommunication)—a copy of same 
being forwarded to the authorities responsible, in order that they render a 
justifying report with regard to the grounds for violation listed in the docu- 
ment wherein it was requested that the terms of the petition be added to. 

Tuirp.—The Constitutional hearing in connection with this case began 
on February 7, 1947, the attorney in fact of the plaintiff—Lawyer Ramiro Torres 
Septién—being present. At such hearing the decision handed down by the 
Second Division of the Supreme Court of the Nation was made known. This 
decision ordered that the Compafiia Mexicana de Aviacién, as third injured 
party in the case, should be admitted to the proceedings. The hearing was 
suspended until such time as said third party could be summoned, this having 
been done, as is shown in the record of the proceedings. 

The Constitutional hearing was resumed on February 28, 1947. At this hear- 
ing the attorney in fact of the plaintiff—Lawyer Ramiro Torres Septién—was 
present, as well as Lawyers Alfonso Perez Gasga and Luis Andrade Pradillo, 
who had been authorized by the Compania Mexicana de Aviacién S. A.—third 
injured party in the case—to act for it, as provided for in Article 27 of the Law 
of Amparo. These gentlemen presented evidence and formulated briefs, as is 
shown in the minutes of the hearing which were drawn up. 


WHEREAS: 


Frrst.—The reports rendered by the authorities responsible show that the 
acts complained of by the plaintiff actually took place. 

Seconp.—In the original petition for “amparo,” dated October 27, 1946, and 
presented on that date, the following grounds for violation are stated : 

“I. Paragraph three of Article 15 of the General Law of Lines of Communica- 
tion implies that a concession for airlines can only be refused for technical or 
legal reasons, and the authority responsible does not allege nor give as grounds 
any impediment of this nature. Rather, its refusal is based on a desire to favor 
the ‘Compania Mexicana de Aviacion 8. A.’ and ‘Aeronaves de Mexico 8. A.,’ 
which constitutes a flagrant violation of Article 4 of the Constitution, which 
reads as follows: 

“‘Nobody can be prevented from engaging in the profession, industry, 
trade, or work which suits him, provided same be lawful,’ 
and Article 28 of the Constitution which provides : 
““There shall be no Governmental nor private monopolies of any kind: 
nor tax exemptions; Nor Prohibititons allegedly for Protection to Industry’, 
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it resulting evident, as the authority responsible himself states and acknowledges, 
that it is sought to protect another similar industry, and, in order to attain this 
end, an act is committed which is absolutely unconstitutional. 

“II. Section 1V of Article 8 of the Law of Communications, mentioned by the 
authority responsible, is unconstitutional, for the same reasons stated in the 
preceding Point and, furthermore, it is not made applicable in a just and 
proper manuer, for the Minister of Communications acknowledges that there is 
already a duplication of service with the operations of the ‘Cia Mexicana de 
Aviacién 8. A.’ and ‘Aeronaves de Mexico 8. A.’ On the Route in Question, and, 
furthermore, the fact that a temporary permit was granted to the plaintiff 
constituted an explicit acknowledgment for the need of such a line and of the 
possibility and necessity of establishing it, and if the plaintiff was allowed 
to start operations and was called on to furnish the bond required by law, 
there was a prejudgment of the transportation needs. Under these conditions, 
the definite concession could not be, by law, refused except for the technical 
or legal reasons mentioned in paragraph three of Article 15 of said Law of 
Communications. 

“III. The Supreme Court of Justice has established jurisprudence to the 
effect that— 

**A monopoly shall be understood as the exclusive utilization of some 
industry or trade, either as the result of some privilege, or due to any other 
cause, and Constitutional Article 28 considers that a monopoly consists of 
any act which prevents or seeks to prevent free competition in production 


of an industrial or commercial nature, and, in a general way, everything 


which constitutes an exclusive and undue advantage in favor of one or 
more parties, to the detriment of the people in general or of a particular 
social class * * * and which constitutes a violation of Constitutional 
Article 28.’” 
Pages 139, 498, and 761 of Tome XXIV; page 391 of Tome XXV; and page 
2487 of Tome XXVII of the Judicial Weekly of the Federation. Thesis of 
defined jurisprudence No. 631, published on page 997 of the Appendix to Tome 
LXXVI of the same publication. 

“IV. The authority responsible does not mention any grounds or motives 
for the rulings complained of, but, against the specific wording of the law, 
the plaintiff is deprived of its properties, possessions, and rights without admin- 
istrative formalities being complied with and without the authority responsible 
being empowered to do so, and therefore the before-mentioned Articles of the 
Constitution have been violated, to its detriment.” 

Tuirp.—In the communication in which additions are made to the petition for 
“amparo,” dated November 12, 1946, and presented on the following day, the 
attorney in fact of the plaintiff—Lawyer Ramiro Torres Septién—stated : 

“With the status which I possess, I come, in the name and as representa- 
tive of Aerovias Braniff S. A., to add to the petition for “amparo” dated Oc- 
tober 27, 1946, both as regards time and form. The petition was presented by 
Mr. Elmer Edward Adier, Vice President and General Manager of the Com- 
pany. The additions made to such petition are as follows: The acts com- 
plained of, that is to say, the decision of the Minister of Communications & 
Public Works, dated October 25, 1946, the points of which were quoted in the 
original petition, and the continuous acts which consist of preventing flights 
of the Company I reoresent, the taking en of passengers, the loading and un- 
loading of cargo, the carrying of passengers and merchandise, and the other 
acts relating to or allied with the operation of airlines to which the petition 
in question referred and which violate, to the detriment of the Company I 
represent, the guarantees provided for in Constitutional Articles 4, 14, 16, 
ont both for the reasons already stated and for those reasons stated here- 
inafter.” 

FourtH.—As can be appreciated, both in the original petition as well as in the 
communication in which additions are made to it, the only acts contested by the 
plaintiff are two, viz: 

(a) The decision of the Minister of Communications dated October 25, 
1946 ; and 

(b) The continuous acts whereby it was sought to prevent the flights of the 
plaintiff’s planes. 

In order to study the reasons of violation in the proper logical order, the judge 
who will decide the case will consider firstly those to which Constitutional Ar- 
ticles 4 and 28 refer. 
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In this connection Aerovias Braniff S. A. maintains that it was prevented from 
engaging in the transportation industry, which is to its advantage, and, further- 
more, it was forbidden to engage in such activity, with the sole end that another 
similar industry be protected, whereby an act which was absolutely unconstitu- 
tional was committed. It adds that “Section IV” of Article 8 of the Law of 
Communications, mentioned by the authority responsible, is unconstitutional, for 
the same reasons expressed in the foregoing point; and, finally, it quotes the 
jurisprudence of the Supreme Court which defines what should be understood as 
a monopoly. 

In the communication in which the petition is added to, precise reference is 
made to the violation of Constitutional Article 4 in relation to Articles 8, 14, 15, 
and 347 of the Law of General Lines of Communication. In other words, the 
plaintiff considers that Constitutional Article 4 has been infringed due to in- 
correct application of precepts of the Law on the matter, this being specifically 
acknowledged by the attorney in fact of the plaintiff-Company in the following 
words: 

“The authority responsible is making a wrongful application of Articles 8, 
15, 347, and 14 of the Law of General Lines of Communication and violating, 
consequently, Constitutional Article 4, and by such violation the guarantees 
provided for in Articles 14 and 16 of the Constitution are also violated.” 

As regards the violation of Constitutional Article 28, as previously stated, in 
the original petition only the jurisprudence of the Supreme Court of Justice 
was quoted. In the document in which the petition is added to, there is an expla- 
nation containing the viewpoint of the plaintiff, but, as in the case of Constitu- 
tional Article 4, it tends more toward the idea of maintaining that there are other 
violations of. guarantees, for the last paragraph, quoted hereinafter could not 
otherwise be interpreted : 

“The Authority Responsible, in violating Constitutional Article 28, has 
consequently violated the guarantees of the Company I represent and which 
are provided for in Articles 14 and 16 of the Constitution, not only injuring 
said Company in its patrimony, but also all the workers who depend on it 
for a living, and all of this with the idea of favoring another Company which 
operates with exclusive rights within the zone, this constituting a flagrant 
violation of the provisions of Constitutional Article 28, so many times re- 
ferred to.” 

Fifth.—The reasons of violation of Articles 4 and 8 of the Constitution having 
been stated, the judge who is going to pronounce a decision in the case finds 
himself forced to reject them, for the following reasons: 

(a) There exists a Law of General Lines of Communication, which serves as 
a standard not only for the Public Administration but also for private parties, 
in order that they may obtain definite concessions covering air routes. There- 
fore, if there are precepts in said Law, such as Article 8, which restrict and 
regulate the so-called “duplication” of services, which is what, fundamentally 
is interpreted and applied with regard to public air transportation services, the 
economic phenomenon of “competition” is completely evident. That if, in the 
opinion of the complainant-Company, the Law on the matter has not respected, 
in all their scope, the guarantees granted by Articles 4 and 28 of the Federal 
Constitution, due to the fact that the liberty of private parties to engage in 
the industry which suits them has been unduly limited, or because it tends to 
create or tolerate, specifically or tacitly, monopolies in such industry, it would 
have been according to legal practice to have mentioned in the petition for 
“amparo,” as act complained of, the Law of General Lines of Communication 
now in foree, since the authorities responsible, in enforcing this Law, have com- 
mitted the specific acts complained of in the present suit for guarantees. 

It can be inferred from the foregoing that the grounds of violation of the 
guarantees provided for in Constitutional Articles 4 and 28 have been badly 
presented by the plaintiff, for same can only refer to the Law of Communica- 
tions, which has tacitly been consented to from the moment that it was not 
complained of specifically in this suit for guarantees. And, as in administra- 
tive cases, an “amparo” refers strictly to points of law, according to juris- 
prudence of the Supreme Court of the Nation, and it is only that High Tribunal 
which, in exceptional cases, may remedy deficiencies of the complaint, it is pro- 
hibited, in pronouncing its decision, from studying whether the law in force 
violates or does not violate the guarantees granted by Articles 4 and 28 of the 
Federal Constitution. Consequently the arguments of the plaintiff regarding 
said Constitutional Articles should be rejected. 
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Sixtu.—The plaintiff considers that the guaranties provided for in Con- 
stitutional Articles 14 and 16 have been violated, to its detriment, by the im- 
proper application of Articles 8, 14, 15, and 347 of the Law of General Lines 
of Communication to its case, which precepts are considered as infringed for 
the following reasons: 

(a) Article 8 provides that a concession or permit of the Federal Executive, 
issued through the Minstry of Communications and Public Works and subject 
to the precepts of the Law and its Regulations shall be required to build, estab- 
lish, and operate general lines of communication or any kind of allied service. 
Article 347 of the same Law lays down that: 

“The Ministry of Communications may authorize the establishment of 
experimental air services for a perieod of one year, and this period, which 
eannot be extended, shall be reckoned from the date on which operations 
are started. The only requisites shall be: 
proof of the solvency of the applicant, and the obligation to fulfill the rul- 
ings relative to flights, passenger insurance, and aviation personnel, and 
other precepts of this Law and its Regulations. The permit having been 
granted, the party concerned must start to operate the line within ninety 
days following the date on which the permit was granted, except in duly 
proven eases of fortuitous circumstances or force majeure. Should the 
holder of the permit decide to establish a permanent service, the respec- 
tive concession must be applied for during the term of the experimental 
permit, in which case provisional authorization shall be granted to con- 
tinue operations until the application is decided upon. Permits for experi- 
mental service shall be revoked whenever operations are not started with- 
in the time limit specified in this Article, whenever the services are not 
carried out satisfactorily—in the opinion of the Ministry of Communica- 
tions—or whenever, the permit having been applied for the party con- 
cerned does not go through with the required procedure.” 

In the opinion of the plaintiff it can be seen, from the two Articles quoted, 
that once an experimental permit has been granted, “it is no longer optional 
for the Ministry to grant or refuse to grant the definite concession,” but that 
once the holder of the permit has become convinced that it is to his advantage 
to change the experimental service to permanent service, the Ministry should 
grant the definite concession, merely with such legal modifications as may be 
applicable. 

(b) Article 15 of the Law lays down the procedure to be followed for obtaining 
a concession, and the third paragraph of this Article provides that refusal to 
grant a concession can only be based on technical or legal reasons, and that in 
the case of Aerovias Braniff, this Company has been operating by virtue of an 
experimental permit, granted by the Ministry of Communications and Public 
Works, which fact “leads one to believe” that, prior to the granting of the permit, 
the Ministry considered that all the requisites for the establishment of a general 
line of communication specified in the Law had been fulfilled, otherwise the whole 
thing would be absurd, for it would not be in order to empower someone to render 
a public service if that party were not technically and legally prepared to carry 
out with safety and efficiency the service of carrying of passengers, express, 
freight, baggage, mail, ete. In the opinion of the plaintiff this assertion is so 
founded that, when the experimental permit under which Aerovias Braniff S. A. 
commenced to operate was granted, the Compafifa Mexicana de Aviacién 8. A. 
applied for “amparo” against the Ministry of Communications and Public Works, 
which means that, at that time, that is to say, when the permit was granted, it 
was determined if the technical requisites were fulfilled, if there was a duplica- 
tion of routes and if Aerovias Braniff S. A. was in a position, according to the 
Law, to start its operations. The Compafifa Mexicana de Aviacién 8. A, withdrew 
its petition for “amparo,” and in so doing it was expressly in conformity with the 
granting of the experimental permit and, consequently, that the duplication of 
routes now alleged by the Ministry did not exist. That, it should be borne in 
mind that Aerovias Braniff continued operating under a temporary permit which, 
pursuant to Article 347 of the Law, has to be authorized by the Ministry, and 
this temporary permit, being a continuation of the experimental permit, it cannot 
be revoked except for the reasons established in the final paragraph of said 
Article, such reasons being: failure to carry out the services satisfactorily, or 
failure to go through with the required procedure to obtain the concession. The 
plaintiff therefore considers, in view of the foregoing reasoning, that the author- 
ity responsible applied Articles 8, 15, 347, and 14 of the Law of General Lines of 
Communication incorrectly, violating Constitutional Aricle 4, and as a result of 
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such violation, it infringed the guaranties provided for in Articles 14 and 16 of 
the same Constitution. 

(c) Going further into the reason for violation as regards Article 8 of the Law, 
the plaintiff upholds that if the interpretation of subclause (a) of that Article— 
which seeks to avoid a duplication of routes—is to accentuate the point to such 
an extent that only one transportation company can operate in a specific region, 
this subclause is unconstitutional, it is in contradiction with Article 28 of the 
Constitution and, consequently, it should not be taken into account, for when- 
ever the provisions of laws contradict Constitutional rules, it is the latter which 
prevail and should be applicable, taking precedence over the laws which provide 
the contrary. However, apart from the foregoing and analyzing the contents 
of said subclause (a), it can be seen that the prior study which should be made 
is.for the purpose of ascertaining the distance of the new line, to avoid duplica- 
tion within the same zone of influence whenever existing lines satisfactorily 
meet the transportation requirements of the region. That, in the case which is 
the subject matter of this “amparo,”’ the Ministry specifies as existing .ine 
that of the Companfa Mexicana de Aviacién S. A., and not only the Ministry of 
Communications but also the public at large is aware of the fact that the serv- 
ices rendered by that company do not meet the transportation requirements of 
the region, for, prior to the establishment of service by Aerovias Braniff, people 
who wished to travel to Veracruz or to Merida had to wait several days before 
they could get space in the planes of the Companfa Mexicana de Aviacidén. 
That, on the other hand, there is no duplication of routes, for the line established 
by the Compania Mexicana de Aviaci6n is from Mexico City to Mérida, stopping 
at Veracruz, Minatitlan, Villahermosa, Ciudad del Carmen and Campeche, 
whereas the route of the Braniff Company was from Mexico City to Mérida, 
touching at Puebla and Veracruz. That the foregoing criterion is the only 
reasonable one, for if that of the Ministry of Communications prevailed, the 
absurd situation would be created whereby the two points comprised between 
the starting point and the terminal of a route—and which urgently require a rapid 
line of communication—would be deprived of such an important service as that of 
an airline, and this would be done merely on the grounds that the starting 
point and terminal of the route were already covered by a former concession. 
That this is and should be the criterion which has been upheld in other cases by 
the Ministry where aviation was not concerned, such as that of railway lines 
and highways to different points. That this thesis is already upheld by the 
Supreme Court of Justice of the Nation in the “amparo” request by Lineas 
Aereas Mexicanas S. A. against the decision of the Ministry of Communications 
& Public Works granting the Mexico City-Laredo route to the Companfa Mexi- 
cana de Aviacién §. A., which company now upholds the opposing view. That 
the Ministry did not take into account subclause (c) of section I nor subclause 
(f) of section III of article 8, but, on the other hand, it confined itself to base 
its refusal on an erroneous interpretation of subclause (a) of section III, and 
therefore it did not keep to the provisions of the Law on the matter and, con- 
——— violated Constitutional Articles 14 and 16, to the detriment of Aerovias 
Braniff S. A. 

(@) That, apart from the foregoing and in the opinion of the plaintiff, the 
authority responsible also violated Article 15 of the Law on the matter which, in 
its paragraphs two and three, states that once the deposit has been made, technical 
studies shall be undertaken in accordance with the general basis laid down in 
Article 8. In the present case—and as is shown from the decision itself—there is 
no technical basis for refusing the concession, rather the authority responsible 
takes as sole and exclusive basis a supposed duplication of routes which does not 
exist. That said Article 15 was also violated insofar as—according to the terms 
of the decision complained of—it summonded all the air transportation com- 
panies to a hearing in order to hear their viewpoints prior to handing down a 
decision, which decision would be based on the technical studies made and be 
published in the Official Gazette of the Federation, as provided for in the second 
paragraph of said precept. That the foregoing clearly shows that the Ministry, 
without any technical or legal basis whatsoever, has refused the concession with 
the idea of protecting another company which holds a concession, thus violating 
the guarantees granted by Constitutional Articles 14 and 16. 

(e) Finally, the plaintiff, in the document wherein it adds to its petition for 
“amparo,” refers to a violation of Article 8 of the Law of General Lines of Com- 
munication in relation to Article 1 of the Regulations Governing the Technical 
Consultive Commission of General Lines of Communication, for whereas this 
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Commission should be composed of ten permanent Government representatives 
and representatives of companies operating general lines of communication or 
allied services and of their workers, it has been functioning without having been 
set up in the manner provided for in Article 8 of the Law. ' Therefore, when it 
was decided that the concession should be refused, the viewpoint of the workers 
was not heard, for no intervention was allowed to the workers’ representatives 
to make known points of general interest to them in regard to the matter to be 
decided on. That if the Ministry of Communications based its decision on the 
report of the Commission, it is evident that such decision is invalidated as and 
from its origin, and therefore the provisions of Article 8 of the Law of General 
Lines of Communication and Article 1 of the respective Regulations were also 
violated. 

SeventH.—In order to examine properly the grounds for violation explained 
in the preceding Section, it is necessary to bear in mind what is the nature of the 
concession for a public service, as outlined by Mr. Gabino Fraga, Attorney-at-Law 
and one of the most outstanding writers on administrative law. On page 246 and 
following pages of the third edition of his book “Administrative Law,” he says the 
following: 

“250. The only acceptable solution is therefore to consider, as has been 
done to a great extent in legal doctrine, that a concession is a composite act 
formed of three elements which, being conditional one on the other, do not 
cause the concession to lose its unitarian nature. These three elements are: 
a regulating act, an act which represents a condition, and a contract. The 
regulating act fixes the standards to which the organization and operation of 
the service should conform, either including such standards in the act of 
the concessions itself, or referring to standards previously established in 
laws and regulations. Organization of the service includes all the technical 
rules necessary for the handling of same and are identical to those which 
would be ordered if the service, instead of being granted for operation under 
a concession, were administered directed by the State. Within this first 
element of the concession are included all the provisions relating to sched- 
ules, tariffs, conditions for rendering the service, rights of the users. This 
first element of the concession having the nature of a regulating act, the 
Government may vary vfe technical rules at any time, bearing in mind the 
needs which are to be met with the service, without it being necessary to have 
the consent of the concessionnaire, for it is not a case of modifying a con- 
tractual situation. This does not mean either that this freedom of the State 
to modify the regulating act included in the concession means the legal 
possibility of such modification being made in such a way that it involves a 
sacrifice of the interests of the concessionnaire. The latter has the right to 
be maintained within a special financial situation by virtue of another 
element of the concession which will be dealt with later; the contractual 
element. 

“According to Bonnard, the grounds which have served to admit the regu- 
lating part in the concession act consist of the fact that, as the service is 
operated under a concession, it continues to be a public service, and it is 
necessary to regulate its organization and its operation, the Government, in 
principle, holds the power of fixing unilaterally the organization and opera- 
tion of the service, and it cannot waive this unilateral power, even if it grants 
the operation of the service (551 of book mentioned). According to the 
author, the second element of the concession, the act condition, is a necessary 
and essential consequence of the regulating part, since the powers and 
obligations which by law pertain to the concession—as, for example, 
the power to expropriate, to enjoy certain tax privileges, to occupy 
national lands—require an intermediate act to become applicable, this 
being precisely the act of concession, which thus giyes to a situation pro- 
vided for by Law the nature of a specific case (Page 551 and following pages 
of the work mentioned). “Finally, there is a third element in the conces- 
sion, the purpose of which is to protect the legitimate interests of the private 
concessionnaire, creating an individual legal situation in his favor which 
cannot be modified unilaterally by the Government.” 

According to Duguit, “a criterion which is merely formal, but exact and 
suitable, easily allows the contractural clauses to be distinguished from the 
regulating clauses. ‘Contractural clauses,’ he says, are all the provisions 
which would not be applicable if the public service were operated directly by 
the Government, as for example, those relating to the guaranteeing of inter- 
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est, to subsidies paid by the Administration (Government), to the distribu- 
tion of profits, to the benefits paid for by the concessionnaire. On the other 
hand, regulating clauses are those which actually represent the Law of the 
service, those which contain provisions which can be conceived as forming 
part and existing actually as a part of a public service operated by the Gov- 
ernment, as for example the provisions relating to the method of operation, 
the number and speed of trains in the case of a railway granted under con- 
cession, the tariffs, the safety conditions, the wages of employees” (Page 314, 
Title 1 of work mentioned). 

“For other authors the organization of the service should be separate, this 
being the end sought, from the commercial exploitation, which is the means, 
on the understanding that the Government can always define and modify the 
purpose, that is to say, the service which is to be furnished to the public, the 
concessionnaire, however, being free to choose the means, under the condi- 
tions provided for, for the entire duration of the act of concession ; everything 
relating to the financial means for carrying out the service constituting an 
immutable contractural ownership” (J. Barthelemy. “L’Etat et le contract.” 
Page 129, Rey. de Dr. Pub. 1911, mentioned by Compte. “Concession de 
service public,” page 77.) 

“Tt does not appear to us that either of the two beforementioned opinions 
would be acceptable, for although the criterion adopted by Dugit is of a more 
general scope which prevents a direct criticism, the examples given and which 
are supposed to be contractural clauses and which, on account of their im- 
portance, have been chosen as examples, there is a possibility of confusion, 
especially as none of them appear in the wording of the concession. This is 
to be wondered at, and it can be considered therefore that, due to their omis- 
sion, there is no contractural element in the concession. 

“Now, as we are going to see later, there is no case where this contractual 
element in a concession ceases to exist, even though the specific clauses may 
be lacking. 

“As regards the opinion of Barthelemy, it should be pointed out that he also 
adopts a very wide criterion, and the terms which he uses might give rise to 
confusion, thus causing the standard to be overlooked in an effort to solve 
the problem presented by the identification of the contractual elements of 
the concession. As a matter of fact, to assert that the financial means of the 
management of the service constitute the contractual basis is to include 
therein the very system of tke tariffs which form part of the system of organ- 
ization and operation of the service, that is to say, the regulating part of the 
service. 

“Tt has been our idea that the contractual element of the concession is 
formed, not only by the clauses mentioned—certain monetary advantages 
being granted to the concessionaire, but which could cease to exist, but by a 
right for the concessionaire of much greater legal importance, for it repre- 
sents for him the true protection of his interests and a firmer guarantee of 
his investments. This right is the one held by the concessionaire for the 
financial equilibrium of the undertaking to be maintained, as mentioned by 
Bonnard when he says ‘subject to a certain freedom allowed to the conces- 
sionaire, the Government binds itself to insure a certain profit for the conces- 
sionaire or, at least, not to deprive him of it, especially in exercising its uni- 
lateral power of organization of the service’ (Page 552 of the work men- 
tioned). 

“It is explained more clearly by Compte, who shows the significance of the 
contractual element of the concession. After showing that the regulating 
clauses of the service establish, on the one hand, the burdens of operation 
which the concessionaire will have to bear, and, on the other advantages 
which are granted him—he being given the right to receive the rates payable 
by users—that is to say, the obligations and rights of the concessionaire, or 
in other words, the ‘credit’ and ‘debit’ columns, he goes on to say: 

“ ‘If we consider these regulating clauses as a whole and not in detail, we 
can appreciate the organization of the service at a glimpse. It appears as a 
proper balancing of the two elements: on the one hand the advantages granted 
to the concessionaire and, on the other, the burdens which are imposed on 
him. These two sides of the technical organ'zation of the service tend to 
counterbalance one another in a financial equation which forms the very 
principle of financial organization: in all concession contracts there is thus 
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implied a species of honest equivalent between what is granted to the con- 
cessionaire and what is demanded of him.’ 

The writer goes on to say: 

“For the granting of a concession, the legal system relating to same is 
inspired by certain principles which tend to guarantee, on the one hand, 
that the Government may exercise the control which pertains to it on the 
subject matter of the concession without obstacles being put in its way, 
and, on the other, to insure that the concessionnaire possesses the necessary 
ability and adequate means for exploiting the concession. Furthermore, 
there exist, for certain concessions, precepts which tend to avoid that their 
granting may cause detriment to third parties. 

“The painful experience acquired by the Republic on account of con- 
cessions whose rights were put under diplomatic protection and which caused 
criminal infringements of national sovereignty has given serious grounds 
for worry to legislators and has caused them to consider first the question of 
nationality in the selection of concessionnaires.” 

E1cHtH.—The principal reasonings derived from the causes of violation, set 
forth in the previous Section, are based on the following assertions: 

(a) Once the Government has issued an experimental permit for a route and 
this permit becomes a temporary one which is in force for the entire period the 
procedure for acquiring the definite concession lasts, it is no longer possible, 
legally, for the Government to refuse to grant the definite concession to private 
parties, it no longer being Optional for it to do so, but it must necessarily grant 
such definite concession. 

(b) There is no restriction nor can there be any in applying the Law of 
General Lines of Communication (Article 8) which seeks to prevent the Dupli- 
cation of routes, because this, in any case, would be tantamount to creating or 
upholding monopolies, in contradiction of the provisions of Article 28 of the 
Federal Constitution. 

(c) Finally, within the hypothesis that it is legal to prevent a duplication 
of routes, the only acceptable interpretation is that referring to the routes which 
are absolutely identical, that is to say that they have the same point of de- 
parture and terminal as well as each and every one of the intermediate points. 

The assertion of the plaintiff, marked “Sub-Paragraph b” has been rejected, 
because the “amparo” was not sought against the Law of General Lines of Com- 
munication, and therefore arguments cannot be made against said Law, from the 
point of view of Constitutional Article 28, as has already been fully explained in 
the body of this decision. As regards the assertion marked “c,” which refers to 
what should be understood as duplication of routes, the reasoning of the plaintiff- 
company is not acceptable, because it is restrictive and is not backed specifically 
by Article 8 of the Law on the matter, since such precept establishes no distinc- 
tion, for which reason it should be understood as embracing duplications of all 
kinds, whether derived from absolutely parallel lines or those which only differ 
in certain intermediate stretches of line. 

The plaintiff is mistaken in this aspect of the problem. The Government is 
empowered to forbid or to permit a duplication of routes, as set forth in said 
Article 8 of the Law, because it is the Government which possesses the original 
privilege of furnishing public services, taking as a basis that it is the people in 
general who should be benefited. 

If the first point is examined, it is shown beyond the shadow of a doubt that 
the assertion of the plaintiff lacks a basis, for there is no specific provision in the 
law on the matter nor in the doctrine which inspired the legal idea of conces- 
sions. As a matter of fact, Article 347 of the Law only considers that an ex- 
perimental permit should imperatively and ipso jure become a temporary permit 
for the time that the procedure for obtaining a definite concession lasts. However, 
this Article does not state, nor could it state that the Government is under the 
obligation and must grant the definite concession. The very fact that there is a 
procedure which must be followed, that the views of the people who might be 
effected are heard, and that a report be obtained from the Technical Consultive 
Commission of the Ministry of Communication as to the advisability or other- 
wise of the concession, show that the Government has to follow a preliminary in- 
vestigation procedure to the effect that, it, the Government, should, in last in- 
stance, be the one to decide whether a definite concession for the public service 
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should be granted to the private parties which have applied for such concession 
or should be refused. Undoubtedly such a decision should have a basis and 
reason the specific terms of Article 16 of the Federal Constitution. This requisite, 
however, is fully complied with if the administrative ruling: is preceded by a 
report from the Technical Consultive Commission of the Ministry of Communica- 
tions & Public Works. 

This Commission, by express ruling of the Law, summons and hears the people 
who might be affected, and it is under the obligations to present an expert report, 
embodying all the elements and data at its disposal, in order to propose to the 
Ministry of Communications that a definite concession be granted or that same 
be refused. 

It therefore pertains to the Technical Consultive Commission, and not to pri- 
vate parties—parties who naturally are interested in the case—to properly 
weight the evidence and the favorable and unfavorable arguments with regard 
to the definite concession for new air routes. 

In the opinion of the Judge who is to decide the case there is no shadow of a 
doubt. There is the Commission mentioned and it pertains to such Commission 
to give an opinion, under its strict responsibility, bearing in mind the good of the 
people at large. If the Ministry, in spite of the favorable opinion of the Commis- 
sion, were to issue an administrative ruling refusing the concession, this would 
constitute a decision of an administrative nature which lacked a basis. How- 
ever, in the case now being studied, the report of the Commission is unfavorable 
for the plaintiff, and therefore there is no basis to maintain that the ruling 
which refused the concession lacked the necessary grounds, 

It is not a suit for guarantees which constitutes the proper means for com- 
batting the expert report of the Technical Consultive Commission, for the Ju- 
diciary is not empowered to substitute its criterion for that of the consulting 
board, created by the Government. 

If the legal nature of the administrative concession is recalled, in that point 
which refers to the contractual aspect, it will be noted that, in the same way as 
the Public Administration could not force private parties to cooperate for the 
rendering of a public service, for to do so would be an evident aggression, in like 
way, when the Public Administration, having the opinion of its technical con- 
sultive board, is convinced that it would not be advisable to grant a concession, 
it cannot be forced to do so by means of a decision of the Federal justice, that is to 
say, to perform an administrative act for which it has no motives nor basis. 

In the contractual aspect of the concession it is more clearly seen that, while, 
on the one hand, the private party should freely express his will, seeking the 
granting of the public service without coercion or violence, the Government on 
the other, acting within its own limitation of action which it itself has estab- 
lished in the Law on the matter, should express its will in such a way that the 
concession should be granted, in accordance with what has been petitioned, with 
all the consequences, for the State, of granting to the private party the aggregate 
of the indispensable powers for carrying out the public service, including pro- 
tection to the financial investment required by the concession, and for the private 
party, with all the obligations to furnish the public service in the manner which 
best meets the requirements of the people in general. 

The foregoing reasoning is the same as that which inspired the Law now in 
force and therefore, enforcing this same Law, the plaintiff was refused the definite 
concession for the air route which it had requested, and therefore the conclusion 
is arrived at that the ruling opposed and the continuous acts which prevent the 
effecting daily of the flights of the planes of the Company-plaintiff cannot be 
considered as opposed to the guarantees granted by Articles 14 and 16 of the 
Federal Constitution, and therefore the “amparo” should be refused. 

In view of the foregoing considerations, it is hereby decided: 

Frirst.—Justice of the Union does not grant “Amparo” to nor does it protect 
the Compania Aerovias Braniff S. A. against the acts listed in the First Para- 
— of the Preamble of this award nor against the authorities mentioned 

erein. 

Seconp.—Let the foregoing be notified personally. 

So did decide and decide Lawyer Ponciano Hernandez, First Distriet Judce 
for administrative matters in the Federal District up to today, May 13, 1947 
when the duties of the Court allowed him to do so. 


77632—57—pt. 1, vol. 4-51 
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{Translation ] 


FeDERAL EXECUTIVE DEPARTMENT, 
SECRETARIAT OF COMMUNICATIONS AND PUBLIC WORKS, 
DEPARTMENT OF CIVIL AERONAUTICS. 
Mezico, D. F., November 24, 1945. 


Re: Designation of categories for the airports of Cd. del Carmen, Campeche, 
Chetumal, Cozumel, Ixtepec, Tuxtla Gutierrex and Nuevo Laredo. 


CoMPANTA MEXICANA DE AVIACION, 8S. A. 
Bolivar No. 21, Mewico, D. F. 

In reply to your Communications Nos. L-2514-45 and L-2774-45, dated 
September 25th and October 18th of this year, I give you below the classifications 
which you request for the following airports: 

Cd. del Carmen, Camp: 1—-A-2 (by reason of absence of hangar). 
Campeche, Camp: 2—C-3. 
Chetumal, Q. R.: 1-A-2 (by reason of absence of hangar). 
Cozumel, Q. R.: 1—-A-2 (by reason of absence of hangar). 
Ixtepec, Oax.: 1-—A-1. 
Tuxtla Gutiérrez, Chis.: 3-B-3. 
Nuevo Laredo, Tamps.: 1-B-2. 
These categories are based on the Airport Classifications in force. 
Very truly yours, 
JUAN GUILLERMO VILLASANA, 
Engineer, Chief of Department. 


({Translation] 


FEDERAL EXECUTIVE DEPARTMENT, 
SECRETARIAT OF COMMUNICATIONS AND PUBLIC WORKS, 
DEPARTMENT OF CIvIL AERONAUTICS. 
Mezico, D. F., December 22, 1942. 


Re: Designation of category in which various landing fields of your Company 
are classified. 
CoMPANTA MEXICANA DE AVIAOTION, S. A. 
Edificio Woodraw, 5 de Mayo y Bolivar, Mevico, D. F. 


Reference: Your letter of the 4th instant. 


Referring to your letter, cited above, you are hereby advised that in view 
of the reconstruction work which has been completed at the Airports of Tam- 
pico-Tuxpam-Veracruz-Minatitlin-Villahermosa - Mérida - Tapachula - Mazatlin- 
Hermosillo and Mexicali, these have been classified as first-class airports for the 
purposes of the tariffs which have been approved and are in effect for landings. 

Very truly yours, 
Lic, RAMON CANEDO A,, 
Chief of Staff. 


[Translation] 


FEDERAL EXECUTIVE DEPARTMENT, 
SECRETARIAT OF COMMUNICATIONS AND PUBLIC WORKS, 
DEPARTMENT OF RAILROADS AND TARIFFS, 
Mewico, D. F., January 8, 1936. 


Subject: Approval of enclosed copy of Airport Landing Fees 


Lic. GusTAVO ESPINOSA MIRELES, 
Representative of Compaita, Mericana de Aviacion, 
Edificio Woodrow, Avda. 5 de Mayo, Mewico, D. F.: 


With reference to the application of your Company, we send you herewith, 
duly approved, a copy of the Tariff for Plane Landings at Private Airports, in 
which document the landing fields of your company have been classified. 

You are requested to furnish us with 55 printed copies of the aforementioned 
tariff at the earliest date possible. 

THE UNDER SERCETARY 
VINCENTE CorTES HERRERA, 
Engineer. 
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(Translation ] 


AIRCRAFT LANDING TARIFF AT PRIVATE AIRPORTS 
CoMPANIA MEXICANA De Avtiacton, 8. A. 
LANDING TARIFF No. 1 


FEES TO BE COLLECTED FOR AIRCRAFT LANDINGS AT THE AIRPORTS OF THIS COMPANY 


I. The present tariff is applicable at the airports indicated below, which have 
been recognized as private airports (Art. 450 and consecutive articles of the 
General Communications Law) by the Secretariat of Communications and Public 
Works: 

First Class: None. 

Second Class: Tampico. 

Third Class: Tuxpam; Tejeria, Minatitlin, Villa-hermosa ; Mérida ; Tapa- 

chula ; Carmen, Camp. 

Fourth Class: [blank]. 
For the purpose of applying this tariff, the classification of airports under the 
regulations established by the Department of Civil Aeronautics shall be taken 
into account, as follows: 


Surface category 

1st. Lands which are entirely adequate, with an area of not less than 900 x 700 
meters, or in the absence thereof, lands of equal surface extension which com- 
prise a minimum of two zones in good condition, of not less than 900 x 100 meters, 
intercepting at an angle of not less than 30°. 

2d. Lands which are entirely adequate, with an area of not less than 700 x 500 
meters, or in the absence thereof, lands of equal surface extension containing 
a minimum of two zones in good condition, of not less than 700x100 meters, 
intercepting at an angle of not less than 30°. 

3d. Lands which are fully adequate, with an area of not less than 500 x 300 
meters, or in the absence thereof, lands of equal surface extension containing a 
minimum of two zones in good condition, of not less than 500 x 100 meters, inter- 
cepting at an angle of not less than 30°. 

4th. Lands which are entirely adequate, with an area of not less than 350 by 
350 meters, or in the absence thereof, lands of equal surface extension contain- 
ing a minimum of 2 zones in good condition, of not less than 350 by 100 meters, 
intercepting in the form stipulated for the above-mentioned fields. 

The minimum dimensions of 900, 700, 500, and 350, referred to in the preceding 
paragraphs, are considered to apply to airports located at sea level, and these 
minimum dimensions should be increased by 5 percent for each 200 meters of 
altitude above the said level. 


Facilities for operations 

A. Complete lighting equipment approved for aviation purposes (location 
beacon, flood lights, boundary lights, approach and obstacle lighting, illuminated 
wind indicators or vanes), daytime marker (circle or T, name of town, boundary, 
and obstacle markers). 

B. Daytime markers (circle or T, name of town, boundary, and obstacle 
markers) and wind cone. Fields which have incomplete lighting equipment are 
also included in this category. 

C. Daylight marker and wind cone, or wind cone only. 

D. No marker and no wind cone. 


Services 

1. Hangars, office or station for passengers, mechanics’ services, repair shop, 
fuel and oil, telephone and telegraph services, radio and meteorological services, 
and local transportation services. 

2. Hangar, mechanics’ services, telegraph and radio services, fuel and oil, 
and meteorological services. 

3. Hangar or station for passengers and signal service. 

4. No services. 

Consequently, a field, in order to be considered as a first-class airport, must 
meet the requirements stipulated in specifications “1—A-1,” relating to surface 
category, facilities, and services, and in the event of the absence of any of these 
specifications the field shall be considered to fall in the second category; simi- 
larly, if a field should lack any of the facilities specified for the lesser categories, 
it will be placed in the next following lesser category. 
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II. The landing fees contained in this tariff shall be applied according to the 
classification of the airports, depending on whether these fall in the first, second, 
third, or fourth class, 

III. For the purposes of this tariff: 

(a) Sport planes shall be understood to mean planes belonging to private 
persons, and which are not subject to timetables or tariffs; and 

(6b) Commercial planes shall be understood to mean those which belong 
to companies operating public services, and which are subject to schedules 
and tariffs. 

IV. The flights may be: 

Connecting—when the planes which land do not come from a place served 
by this company ; 

Competitive—when the planes which land do come from a place that is 
served by this company ; 

Casual—in the case of flights which do not exceed one per month; and 

Periedic—in the case of flights which exceed one per month, whether made 
by one and the same plane or by different planes belonging to the same 
company. 

The first landing made by a plane during a natural month (January, February, 
etc.) will be considered as a casual flight, and the fees fixed for such cases will 
be collected; the other landings, within the same month, will be considered as 
periodic flights, and the fees fixed for periodic flights will be collected for each 
landing. 

V. The commercial load to which reference is made in this tariff is the load 
indicated in the transit license (form D. C. A. 18, issued by the Secretariat of 
Communications and Public Works) in the column readings: 

“Commercial Load ~.- -- Kgs., with -...._ liters of fuel.” 

VI. The fees specified in this tariff include the parking of the plane at the 
field for a period not exceeding 48 hours. 

VII. Additional services, such as use of hangers, mechanics’ shops, supplying 
of fuel and oil, night lighting, telephone services, radio sending and receiving 
services, telephone services, parking of planes, use of administration buildings 
(waiting rooms, ticket counters, etc.) are not included in the rates fixed by this 
tariff, but will be subject to the rates which have been issued, or will be issued 
in the future, and are approved by the Secretariat of Communications and Publie 
Works. 

VIII. This tariff will be subject to revision and modification whenever the 
Secretariat of Communications and Public Works may deem advisable, and is 
applicable to the private airports of the aviation companies: 

s ‘ The rates in columns 1, 4, 7, or 10 will be applied to plane landings as 
ollows: 
(a) Sport planes on casual flights. 
(6) Commercial planes on connecting, casual flights. 
II. The rates in columns 2, 5, 8, or 11 will be applied to plane landings as 
follows: 
(a) Sport planes on periodic flights. 
(6) Commercial planes on connecting, periodic flights. 
IIf. The rates in columns 8, 6, 9, or 12 will be applied to plane landings as 
follows: 
(a) Commercial planes on competitive, casual flights. 
(b) Commercial planes on competitive, periodic flights. 


Scale of fees 


Airports in— 








When the allowable 


load of the plane is '— 4th class 
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Up to 200 kgs. _.......- $4. 00} $6. 00/$20. 00) $3.00) $4. 50/$15. 00 . 00} $1.00} $1.50) $5.00 
From 201 to 300 kgs....| 5.00} 7.50} 25.00) 3.75) 5.65) 18.75 12.50} 1.25] 1.90) 6.25 
From 301 to 400 kgs....| 6.00} 9.00} 30.00} 4.50) 6.75) 22.50 15.00} 1.50} 2.25) 7.50 
From 401 to 500 kgs....| 7.00) 10.50] 35.00] 5.25) 7.95} 26. 25 17.50} 1.75) 2.65) 8.75 
From 501 to 600 kgs_...| 8.00) 12.00} 40.00] 6.00! 9.00) 30. 00 20.00; 2.00} 3.00) 10.00 
From 601 to 800 kgs....| 10.00} 15.00! 50.00} 7.50) 11,25) 37.50 25.00} 2.50) 3.75) 12.50 
From 801 to 1,000 kgs_.| 12.00] 18.00] 60.00} 9.00! 13. 50) 45. 00 30.00} 3.00) 4.50) 15.00 
More than 1,000 kgs... - 15. 00) 22. 50} 70. 00 11. 25) 16. 95| 56. 25 37.50} 3.75; 5.65) 18.75 


1 See clause V. 
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PAA ExnHrsir 10 


Excerpts From THE Sworn TestTIMONY oF HuMPHREY W. TooMEY IN THE 
NATIONAL AIRLINES INVESTIGATION, CAB Docket No. 3500 


(Tr. 6478-80] Q. Now, Mr. Toomey, along a similar line, I understand Mr. 
Stewart, of Chicago & Southern, has testified here that he sought to negotiate 
a standby service agreement with Pan American for the alternative use of the 
Camaguey Airport and that Pan American quoted Chicago & Southern a price of 
$104 per round trip for use of this airport as an alternative. 

Have you any comments to make with respect to this? 

I should add that Mr. Stewart has characterized this charge as “exorbi- 
tant.”—-A. We have made Chicago & Southern the proposition to make Camaguey 
available to them on a standby basis, in which the charges are prorated by that 
same formula but with a discount of 50 percent because Chicago & Southern would 
be making use of the airport in flying by as a routine rather than coming in 
and landing. 

However, I do want to make it clear that they would have the use of that 
airport along their route in flying by it, and would be able to place it on their 
CAA specifications. 

We charge ourselves by the same formula where we share the use of an 
airport with third parties, and where we overfly the airport and list it as an 
alternate. 

I believe the offer made to Chicago & Southern is a fair and businesslike one, 
and it is consistent with our practices elsewhere. 

We make them the same offer as of a package of services, and I would like 
to point out that keeping that airport available along the route is done at 
considerable expense to us. 

The maintenance costs of the runways alone, between November, or August, 
of 1947 and about the same period in 1949, amounted to $165,000; and we have 
had an analysis made of the condition of that airport and know we are going to 
have to put out about $50,000 or more this year in order to keep those runways 
in condition for landing. 

Again I want to point out that it is not possible for us to know just when 
Chicago & Southern is going to come in on one of these emergency landings that 
they may have, and we have got to keep that station maintained and ready 
for them; and we can’t consider them as an itinerant and make itinerant charges 
to them when they are going to be making regular and permanent use of the 
airport at Camagnuey, and its facilities, as a permanent matter the year round. 

If we contract to provide those services and facilities we will be committed 
to do so, and I am certain that the CAA will expect us to have those facilities 
as listed and specified, ready for Chicago & Southern. 

I am certain also that it will enable Chicago & Southern to fly over that route 
with a better payload and at less cost to themselves than if they are obliged to 
furnish the investment and the organization to install a similar facility along 
the route. 

Q. Mr. Toomey, would you detail the services and facilities that are available 
at Camaguey?—A. The services and facilities available there are the use of the 
runways, taxiways, airport lighting, ramp facilities, personnel to dispatch the 
airplane, meteorological services, terminal weather, documentation, use of the 
terminal buildings, and, in fact, a complete package to get Chicago & Southern 
in and out of that airport at such times as they come in and touch down. 


PAA Exnugrsir 11 


Excerpts From THE Sworn TESTIMONY or HUMPHREY W. TOOMEY IN THE 
NATIONAL AIRLINES INVESTIGATION, CAB Docker No. 8500 


[Tr. 6470-5] Q. Mr. Toomey, will you please state your full name and ad- 
dress?—A. Humphrey W. Toomey, division manager, Latin American Division, 
Miami, Fla. 

Q. And how long have you been connected with Pan American?—A,. Twenty 
years. 

Q. What was your position with Pan American in 1948?—-A. The same, division 
manager. 

Q. In the year 1948, did you make a trip from Miami to Rio de Janeiro—— 
A. I did. 

Q. Let me finish the question. And from there to Buenos Aires?—A. I did. 
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Q. Did you make more than one trip to Buenos Aires in that year?—A. No, I 
did not, 

Q. Did your wife accompany you on that trip?—A. She did. 

Q. Now, confining our attention solely to this trip to Buenos Aires in 1948, 
when did you leave Miami?—A. On April 24, 1948. 

. And where did you go?—A. I went to Rio de Janeiro. 

. When did you arrive in Rio?—A. April 26. 

How long did you stay in Rio?—A. Until May 2. 

. Where did you go from Rio?—A. To Buenos Aires. 

. When did you arrive in Buenos Aires?—A. May 2. 

. How long did you stay in Buenos Aires?—A. Until May 5. 

. Where did you go from Buenos Aires?—A. To Rio de Janeiro and Miami. 
. So you were in Buenos Aires from May 2 to May 5, inclusive; is that cor- 
rect?—A. That is correct. 

Q. Between the time you left Buenos Aires on May 5, 1948, to the time you 
arrived in Miami—I think you said on May 13, 1948—did you return to Buenos 
Aires? 

Mr. Harpy. This May 13; that is a new date. I hadn’t heard that. 

Mr. ScHNEIDER, Is that when he got back to Miami? 

Mr. Arps. That is correct. 

The Wrrness. No, I had not returned to Buenos Aires. 

Q. During your stay in Buenos Aires, did you have any business discussions 
with a Mr. Pedro Dodero?—A, I don’t recall having seen Pedro Dodero, but 
when this matter came up I asked my wife whether she recalled that we had 
seen Pedro Dodero or that I had seen him, and she said that she had a vague 
idea that we had seen him in a restaurant in Buenos Aires, and that we had 
greeted him there. But I don’t remember that. 

Q. Do you know any other member of the Dodero family?—A. Yes, I know 
Alberto Dodero, Sr., and Alberto Dodero, Jr. 

Q. Is Mr. Alberto Dodero, Sr., the father of Mr. Alberto Dodero, Jr., and Mr. 
Pedro Dodero?—A. He is. 

Q. While you were in Buenos Aires, during the visit in question, did you see 
either Mr. Alberto Dodero, Sr., or Mr. Alberto Dodero, Jr.?—A. Yes, I saw 
Alberto Dodero, Jr. 

Q. Did you see Mr. Alberto Dodero, Sr.?—A. No, I had not seen Alberto 
Dodero, Sr. 

Q. Will you please describe the circumstances surrounding your meeting with 
Mr. Alberto Dodero, Jr.?—A. We had lunch together on May 5th, with his wife, 
Mrs. Alberto Dodero, Jr., and my wife, and I don’t recall clearly just who 
invited whom to that luncheon, which was entirely a social luncheon, but I think 
that he invited me or that his wife invited Mrs. Toomey. I don’t clearly remem- 
ber. 

O. During this luncheon, did you discuss business with Mr. Alberto Dodero, 
Jr.2—A. No, I did not. 

Q. Was anyone else present at this luncheon, other than yourself, Mrs. Toomey, 
and Mr. and Mrs. Alberto Dodero, Jr.?—A. No; those were the only people 
present. 

Q. Mr. Toomey, Mr. Beard, of Braniff, has testified that some time in May 
or June of 1948, he had a discussion with Mr. Pedro Dodero, in the course of 
which Mr. Pedro Dodero described certain alleged negotiations that he and the 
“Dodero organization” had with you. 

Now I would like to read the relevant portions of this testimony, starting on 
page 5866 of the transcript: 

“By Mr. SCHNEIDER: 

“Q. The question was, will you relate the conversations with Mr. Dodero on 
the subject referred to, Mr. Beard?—A. He visited me in my office in May or 
June of 1948, and asked me if I was acquainted with the efforts that had been 
made to keep us out of Argentina. I said, “Yes, I was, in part.” And then he 
related an incident under which Mr. Humphrey Toomey—I believe he is with 
Pan American Airways—came to Buenos Aires and attempted to solicit the 
aid of the Doderos and the Dodero organization in opposing the entry of Braniff 
Airways. The form of opposition was that they were requested to confirm to 
the Government of Argentina the fact that Panagra and Pan American were 
separate and different carriers and, therefore, there were already two Ameri- 
can carriers serving Buenos Aires and there was no need for a third. 


OOO OOLOO 
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“Q. Did Mr. Dodero indicate to you what action he took after that request 


by Mr. Toomey?’ 
To continue—and this is part of the cross-examination of Mr. Hamstra, page 


5998 : 

“Q. Did Mr. Pedro Dodero tell you that he personally talked to Mr. Hum- 
phery Toomey concerning the matters that you testified to on page 5866 of the 
transcript?—A. He told me that he was personally present when Mr. Toomey 
made his approaches. Who carried on the conversation with respect to—who 
gave the reply, I don’t know. But Pedro told me that he was personally present 
at those conferences, or that conference. I don’t even know whether there was 
more than one. 

“Q. It was a conference as you understand it?—A. Yes. 

“Q. What did Mr. Pedro Dodero say as to other persons who were present 
at that conference?—A. He didn’t tell me who else was present. 

“Q. But he did say other people were present?—A. Yes. 

“Q. From the Dodero organization only?—A. So far as I know; yes. 

“Q. What did he tell you? All I want to know is what he told you, Mr. 
Beard.—A. Well, I can almost quote it verbatim. He said, ‘Mr. Humphrey 
Toomey came to see us,’ and I said, ‘Pedro, who is ”us’? He said, “The Dodero 
organization,’ and made the proposals that I have described. And I said, 
‘Pedro, what was your answer?’ He said, ‘We told them we would have 
nothing to do with it.’ 

“Q. Have you just related the entire contents of the conversation?—A. Oh, 
no. There were things before and after that but that is the essence of it, 
relating to the question you asked. 

“Q. What I want to get clear—you keep using this vague term ‘us.'.—A. I 
was concerned about that, too, and I asked him what he meant by ‘us.’ 

“Q. And I want to get it clear. Did Mr. Pedro Dodero testify, or tell you 
that Mr. Humphrey Toomey talked to Pedro Dodero?—A. Yes; Pedro Dodero 
was in the room and took an active part in the conferenee. What he said in 
that conference, I can’t tell you. I don’t know.” 

Now, Mr. Toomey, did you have any such negotiations or conferences with 
either Mr. Pedro Dodero or the “Dodero organization’ ?—A. No, I had not. There 
was no such conference. 

* * * x f s s 


[Tr. 6488-6490] Q. Mr. Toomey, do you speak Spanish?—A. Yes; I do. 

Q. When you meet with any member of the Dodero family, for business pur- 
poses or for social purposes, do you carry on your conversations in Spanish or 
in English?—A. Sometimes both languages. 

Q. Do the Doderos speak English fluently?—A. They speak English quite 
fluently. 

Q. There wouldn’t be any possibility of their misunderstanding you if you 
spoke English with them in business or social conversations?—A. I don’t be- 
lieve so. 

Q. There wouldn’t be any possibility of your misunderstanding them if they 
conversed with you in Spanish?—A. I don’t believe so. 

Q. How long have you known the various members of the Dodero family you 
talked about, Alberto, Sr., Alberto, Jr., and Pedro?—A. I first met Alberto, Sr., 
in 1944, and I don’t recall exactly when I met his two sons, but I believe it was 
sometime in 1945. 

Q. Has Pan American had business relationships with the Doderos?—A. The 
Doderos were interested in being our general agents in Buenos Aires. 

Q. Is that the extent of the business negotiations that Pan American has had 
with the Doderos?—A. So far as I know; yes. 

Q. Do they act as your agents in B. A. now ?—A. No. 

Q. Have they ever acted as your agents?—A. I don’t believe so. 

Q. Have you ever tried to have them act as your agents?—A. No. They have, 
as I said, solicited us for the general agency. 

Q. Is it correct, then, Mr. Toomey, that all your contacts with members of 
the Dodero family have always been on a social basis and not on a business 
basis?—A. I have had some discussions, in time past, that would be considered 
as business discussions. 

Q. What was the nature of those, Mr. Toomey?—A. They were in the nature 
of advice more from the Doderos than anything on our side, and the Doderos 
were seeking to establish their value to us as general agents. 
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Q. Is it your testimony, Mr. Toomey, that the only business conversations 
that you have ever had with any member of the Dodero family related to their 
desire to have a general agency for Pan American in Buenos Aires?—A. Yes. 

Q. You have neyer had any other business conversations with the Doderos?— 
A.No. That was the scope of the conversations. 

Q. And when I talk about the members of the Dodero family I include the 
Dodero organization and its other employees. Would your answer be the 
same?—A, Yes. 

a * * * ~ * - 


[Tr. 6490-6492] Q. Do you have any information whatsoever, Mr. Toomey, 
that would lead you to believe that Mr. Pedro Dodero would deliberately mis- 
represent or falsify a conversation or a meeting? Or the report of a conver- 
sation or meeting?—A. Well, I have no information, but as he had the ambi- 
tion at that time to become Braniff’s agent, he could easily have had some 
reasons to make some character related to his prospective client. 

Q. I take it, then, that you construe the conversation which Mr. Pedro 
Dodero is supposed to have had with Mr. Charles Beard, as an endeavor on 
the part of Mr, Pedro Dodero to make character with Braniff and obtain its 
general agency, is that correct?—A. It is just conjecture, but I would surmise 
that. 

Q. When did you first hear, Mr. Toomey, about this so-called Dodero inci- 
dent?—A. About a year ago. 

Q. About a year ago?—A. Yes. 

Q. At the time the testimony was given in the AOA case, and the Dodero 
letter to Mr. Jess Bennett was offered in evidence?—-A. Yes. 

Q. Did you ever see that letter ?—A, I did. 

Q. Did you, after you saw that letter, have any conversation with Mr. Pedro 
Dodero about it?—A. No; I did not. 

Q. Did you ever have any conversations with any member of the Dodero 
family about it, or the Dodero organization?—A. No. 

Q. Did you ask any Pan American employee if they had had any conversa- 
tions?—A. No. 

Q. Did you completely disregard the letter?—A. At the time, I called on my 
memory to develop whether or not there could have been any basis for the 
Doderos to have written that letter, and that was a year ago, and my ideas then 
were the same as now. 

7” * * * * s 


[Tr. 6494-6495] Q. Did you give counsel for the company at that time the 
same version of this incident that you have given in the record here today under 
oath?—A. I did. 

* * + + * s m 

Q. Your testimony on direct was very carefully limited to the period of May 
1948, as to whether you had any conversations with members of the Dodero 
family, or organization, with respect to keeping Braniff out of the Argentine. 
Did you have any conversations with the Doderos before May 1948 on that sub- 
ject, Mr. Toomey?—A. No; I did not. 

Q. Did you have any after May 1948?—A. No; I did not. 

Q. Mr. Toomey, have you at any time since Braniff received its certificate dis- 
cussed with anybody in the Argentine the subject of keeping Braniff Airways out 
of the Argentine? And I remind you that you are testifying under oath,—A. 


That is a broad question, and yet I must conscientiously say that I have had no 
such conversation. 


. * * + + + * 

{[Tr. 6505-6510] Q. Mr. Toomey, you stated that you made only one trip to 
South America in the year 1948.—A. That is right. 

Q. How many trips did you make in 19497—A. Two trips. 

Q. When?—A. In January of 1949 and in April of 1949, I believe. 

Q. You were in Buenos Aires between May 2 and May 5, 1948?—A. Yes, sir. 

Q. Are Mr. Dodero’s headquarters in Buenos Aires?—A. Yes, sir. 

Q. You say that you never had any business discussions with Pedro Dodero 
between May 2 and May 5, 1948?—A. I did not. 

Q. Did you have any discussions with him other than business discussions 
within that period of time?—A. As I testified, I don’t remember seeing him at 
all. 
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Because of a desire to make sure I asked my wife, and she said she thought 
we saw him in a restaurant and that we greeted him. 

Q. And that is the only contact you had with Mr. Dodero within that period 
of time, of any description?—A. With Mr. Pedro Dodero; yes. 

Q. Did you see Mr. Pedro Dodero or have any contact with Mr. Pedro Dodero— 
and, by contact, I mean eating, talk, chat, drink, formal gathering, passing him 
on a dance floor, or anything of that sort—in Rio de Janeiro?—A. No; I did 
not. 

Q. In any other city other than Buenos Aires?—A. I did not. 

Q. At any time during your trip to South America in 1948?—A. I did not. 

Q. When you saw him in the restaurant, you don’t recall whether you had any 
conversation with him at that time?—A. Well, I don’t recall having seen him 
at all. 

Q. You are just banking on your wife’s statement?—A. That is right. 

Q. Does your wife speak Spanish ?—A. She speaks Portuguese, but not Spanish. 

Q. If you happened to talk to Mr. Dodero at that time in Spanish, would she 
have been able to understand what you were talking about?—A. Not a hundred 
percent; no. She would have known whether I was just meeting and greeting 
him. 

Q. But you have no definite recollection of that at all?—A. I don’t remember 
having seen Pedro Dodero at all in that visit. It was a very short visit and, 
as I say, my wife was along with me, and I don’t remember having seen Pedro 
Dodero at all. 

Q. Did you see Alberto, Sr., at all?—A. No; I did not. I don’t remember having 
seen him. 

Q. You don’t remember seeing him at all?—A. No. 

Q. Let alone having any contact with him?—A. As I recall it, we had the 
lunch 

Q. We will get to that in a moment. I want to dispose of Alberto, Sr., first. 
You just didn’t see Alberto, Sr., and you had no contact with him at all.—A. No; 
I didn’t see Alberto, Sr., at all. 

Q. Did you have any telephone conversation with either Pedro or Alberto, Sr.?— 
A. No. 

Q. None at all?—aA. I don’t remember having had any telephone conversation 
or any communication with either Pedro or Alberto Dodero, Sr. 

Q. Then you categorically state that you had no contact with them by any 
means whatsoever—that is, Alberto, Sr., and Pedro—other than this restaurant 
meeting that your wife speaks about ?—A. That is right. 

Q. Now let’s get to Alberto, Jr. You say you had lunch with Alberto, Jr.— 
A. Yes; I did. 

Q. Do you remember when that was?—A. It was on May 5. I recall that, 
because we left on that day, and it was quite a rushed lunch. We were in a 
hurry. We had to pack up and go. 

Q. Who else was there?—A. Just my wife and myself and Mrs. Alberto Dodero, 
Jr., and Alberto Dodero, Jr. 

Q. Did anybody come in and join you, or, passing, stop and talk to you, or 
anything like that? Or were there just the four of you?—A. There were just 
the four of us, and I don’t remember anybody else coming in to the luncheon. 

Q. You state that this was entirely a social luncheon?—A. Yes; it was. 

Q. You didn’t discuss any business matter at all?—A. Yes; it was. I think it 
arose only out of social considerations, and on the part of Alberto Dodero, Jr., 
and that also arose out of earlier social meetings. 

Q. Do you recall whether you talked about anything with respect to the Argen- 
tine Government during the course of your luncheon with Alberto, Jr.?—A. I 
know I didn’t have any discussions such as that. As a matter of fact, I was 
under the impression, at that time, that the Dodero organization was committed 
to be Braniff’s agents, and I just didn’t have any conversation with them about 
business or Braniff or government or anything else. 

Q. How did that knowledge come to be?—A. I was advised of that by our 
agency personnel in Buenos Aires. 

Q. When did you first learn that?—A. Well, I couldn’t say exactly, but some- 
time early in 1948 I heard that the Doderos were negotiating for the Braniff 
agency. 

Q. With respect to Mr. Beard’s testimony, which Mr. Arps read aloud to you, 
you categorically stated that no such conference took place, wherein you ap- 
proached the Doderos to exercise influence in order to get the Argentine Govern- 
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ment to intercede with respect to excluding Braniff from Argentina.—A. That is. 
right. 

Q. Just so that I can have a clear record, you said there was no such con- 
ferences? Were there any such meetings?—A. No; there were no such meetings, 

Q. Were there any such discussions ?—A. No such discussions. 

Q. Any such negotiations?—A. No such negotiations. 

Q. Any chats?—A. No chats. 

Q. Any contact of any description?—A. No. 


. * * * * * * 


[Tr. 6513-18] Q. Did you state that at the time of the AOA hearing, when the 
so-called Dodero letter was offered into evidence, that that letter was shown 
to you?—A. Yes; it was. 

Q. Do you remember the language contained in that letter?—A. I pretty well 
remember it. 

Q. Do you remember that letter said, and I will quote: “In reference to this 
PAA’s Humphrey Toomey, who was down here trying to shift their battieground 
from the States to Argentina and put difficulties in Braniff’s way, oddly enough 
he approached us to see if we could exercise our influence in order to get the 
Argentine Government to support his views, asking the American Government to 
consider both Pan American and Panagra as two independent lines coming into 
Argentina, therefore excluding Braniff from the Argentine picture.” 

Are you familiar with that language?—A. Yes. 

Q. Was that the purpose of your visit to South America?—A. It was not. 

Q. Do you know any reason why Mr. Dodero would make this statement other 
than the ones you have set forth in your examination?—A. Well, as I say, he 
was out to let his prospective client know that he was 

Examiner Brown. Well, now, you don’t know that? 

The Wirngss. I don’t know; no. 

Examiner Brown. I would rather not have any conjecture. 

The Wirness. I don’t know as to why he should do that. 


By Mr. Harpy: 


Q. You have never made any statements or approaches to anyone, Doderos or 
otherwise, that would give anybody the idea that this is what you were attempting 
to do while you were there?—A. No; I did not. Of course, these are just facts, 
that Pan American and Panagra are two American lines. I don’t particularly 
see what that conversation would have proved. The Argentine Government cer- 
tainly knows the identity of the 2 leading carriers down there, the ones that have 
been down there for 20 years, and the rest of it is a government-to-government 
deal. I just don’t see what that would have proved. It doesn’t make a great 
deal of sense to me, frankly. 

Examiner Brown. Well, then, you are taking the position that Pan American 
and Panagra are two separate companies, going into Argentina, for purposes of 
negotiations? 

The Wirness. Yes; that is my grasp of it. If you say “you are”’—I said indi- 
vidually—as far as I know, well, that is my answer; yes. 


By Mr. Harpy: 

Q. It is your feeling, then, that they are two separate companies going into 
Argentina?—A. Yes. 

Q. And you feel they should be so considered?—A. Yes; I do. 

Q. Have you approached anybody in the Argentine Government with that 
idea?—A. No; I haven’t. 

Q. Have you discussed that with anybody in the Argentine Government?— 
A. No; I haven't. 

Q. Have you discussed that with anybody other than the Doderos, asking them 
: _ about the Argentine company ?—A. Well, I haven’t discussed it with the 

oderos. 

Q. Well, have you discussed it with anyone else?—A. No, I never got into that 
kind of a talk down there. As I say, it just doesn’t make any sense to me. 

Q. Did you get into any kind of a talk with anyone in Argentina with respect 
to Braniff’s entry into Argentina, looking perhaps to further talks with Argentine 
Government officials ?—A. No, I haven’t. 

Q. None at all?—A. I would like to point out that 2 years passed between 1946 
and 1948, and my visits down there have been very short, and I just haven’t wasted 
my time trying to tell the Argentine Government that Pan American Airways and 
Panagra are two different airlines, running into the Argentine. 
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Q. Well, let’s leave that aside for the moment, about the two airlines theory. 

Did you approach anyone with the thought in mind of having them influence 
the Argentine Government with respect to your views as to excluding Braniff 
from South America?—A. No; I have not. 

Q. In other words, then, any attempts to put difficulties in Braniff’s way are 
activities in which you have never engaged ?—A. No, sir. 

Mr. Arps. Just a moment. There is an assumption of facts there, isn’t there? 


By Mr. Harpy: 

Q. In other words, then, any attempts to put difficulties in Braniff’s way are 
activities in which you have never engaged, if any such activities exist?—A. No. 
I haven’t been up to anything like that down there in the Argentine. 

Q. Why do you say “like that’? Is there anything that you have attempted 
to do with the Argentine Government that involved Braniff?—A. No, sir. 

Q. Have you ever discussed Braniff’s position or status with anybody in the 
Argentine Government ?—A. No; I never have. 

Q. Have you ever discussed Braniff’s status or Braniff’s position with anyone 
in Argentina, other than Pan American officials?—A. No. 

Q. In other words, you just don’t know what Dodero is talking about?—A. 
Frankly, I don’t. It doesn’t make any sense tome. And it never has. Obviously, 
we are two different airlines running in there, as far as the corporate identities 
of Pan American and Panagra are concerned. So what he thought we were out 
to prove, or he was out to prove, in that kind of a statement, I just ean’t 
imagine. 

Q. Well now, Mr. Toomey, I want to be precise in this. Let’s not let our 
exchange link on the theory of the two companies. I also want to know whether 
there was anything looking to excluding Braniff from Argentina.—A. No, sir; 
I thought I made that clear. There has been no such effort on my part to do so. 

Q. Has there been any effort on anybody’s part under your jurisdiction?— 
A. No; there has not. 

Q. Do you know of any effort on the part———A. That I know. 

Q. That you know of.—A. That I know of. 

Q. Do you know of any effort on the part of any other Pan American officials, 
executives, or Pan American associates, looking toward the same thing?—A. Not 
that I know of. 

a * . a e ” ” 


PAA ExHrsit 12 


Excerpts FroM THE BRIEF ON BEHALF OF PAN AMERICAN BEFORE THE CIVIL 
AERONAUTICS BOARD IN THE NORTH ATLANTIC ROUTE TRANSFER CASE, DOCKET 
No. 3589, ET AL., FEBRUARY 6, 1950—ReE “DIvIsIons oF TERRITORY AND ATTEMPTS 
To Divive TERRITORY” 


“DIVISIONS OF TERRITORY AND ATTEMPTS TO DIVIDE TERRITORY” (P. C. BRIEF, PP. 48-46) 


Public counsel entered the hearing with a fixed idea of showing, as the climax 
of their presentation, that Pan American had entered into a “cartel arrange- 
ment” with BOAC to divide the world. To the intense disappointment of public 
counsel, this enterprise completely collapsed, as we will now show. It is worth 
quoting in full Mr. Kennedy’s examination of Mr. Trippe on this subject, although 
no quotation can convey the tenseness in Mr. Kennedy’s voice when he levelled 
his wild accusation or his bitterness when Mr. Trippe denied it in a manner 
that left no doubt where the truth lay (Tr. 1607-1609) : 

“Q. Mr. Trippe, do you know a man named Critchley, who was at one time 
the head of British Overseas Airways Corporation?—A. I do. 

“Q. Did he call you in the summer of 1943?—A. He may have. I can’t recall. 

“Q. Do you recall making an agreement with Mr. Critchley for the division 
of transatlantic and European traffic and for a division of territories then?— 
A. None at all. 

“Q. Mr. Trippe, I ask you whether or not in the summer of 1943 you didn’t 
make an agreement with Mr. Critchley, the terms of which were in general terms 
as follows: 

“Examiner WrENN. Are you asking him that now? 

“Mr. Kennepy. Yes. 

“Examiner WRENN. All right. Go ahead.” 
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By Mr. Kennepy: 


“Q. Providing (1) that Pan American would get the bulk of the transatlantic 
traffic and BOAC would get the bulk of the traffic beyond the European gate- 
ways. 

“Provision (2): That the British were not to have anything more than a 
token operation in South America and that that operation would be under the 
auspices of Pan American. 

“Provision (3): That Pan American agreed to use its good offices with 
the United States Government to assist BOAC or another British Common- 
wealth airline to gain entry into Hawaii. 

“Provision (4) : That both you and Mr. Critchley agreed that if you were ever 
to be asked about this agreement, you would deny its existence. 

“Examiner Wrenn. What is the use of asking him the question, then in view 
of the last provision, Mr. Kennedy? 

“Mr. KeNNeEpy. Mr. Examiner, this matter is not comical. We are talking 
about a cartel arrangement between the largest American flag airline and a 
British monopoly. We are talking about activities which are contrary to the 
policies of the United States. 

“TI think the President of the United States and the Civil Aeronautics Board 
would be interested in knowing if there was such an agreement. 

“T just want to be clear that this is not a laughing matter. 

“Examiner Wrenn. I have asked one question. In view of the last pro- 
vision, what is the point in asking him? 

“Mr. Kennepy. My point in asking is I hope Mr. Trippe will give us a 
factual and truthful answer. What is your answer, Mr. Trippe? 

“The Witness. I never heard of such a memorandum or agreement or what- 
ever else you term it, and such an agreement was never discussed, agreed to, or 
in fact never before came to my attention. 


“By Mr. KENNEDY: 


“Q. In any particulars, Mr. Trippe?—A. In any particulars. 

“Q. You deny that you made any agreement in any of the respects I have 
mentioned to you?—A. That is correct. 

“Q. With Mr. Critchley ?—A. Never to my knowledge. 

“Q. You have never had any discussions with Mr. Critchley? 

“Mr. FrrenpLy. Wasn’t that just answered? 

“Examiner WreENN. I think he has answered it. I think he has gone over 
it, Mr. Kennedy. 

“Mr. Kennepy. Mr. Examiner, I think we ought to be clear as to the importance 
of this particular issue. I cannot imagine the President of the United States not 
being interested in such an arrangement between Pan American and BOAC, and 
it is the President of the United States who will decide this case. 

“Mr. Frrenpiy. But he does not need to read it three times. He is probably 
pretty busy. 

“Examiner WRENN, I think he has answered it. I think you have gotten un- 
duly perturbed, Mr. Kennedy. 

“Mr. Kennepy. I am not perturbed, Mr. Examiner; I am a little bit shocked 
that there is not appreciation of the tremendous importance of this. 

“The Witness. Of what, Mr. Public Counsel? I say I have never heard of 
such a document. I would like to ask you where you got it or heard about it, if 
I may. 

“Mr. KENNEDY. I am asking the questions, Mr. Trippe. 

“Examiner Wrenn. And he has answered it. Go ahead to your next one. 

“Mr. KeEnnepy. That is all I have, Mr. Examiner.” 

Apart from Mr. Trippe’s unequivocal denial, the very terms of the alleged 
agreement should have dispelled any belief in the possibility that any such nego- 
tiation had taken place. 

However, public counsel were not content to let the matter rest, and pro- 
ceeded to subpena Mr. Adolf Berle to testify upon this subject. 

When Mr. Berle took the stand, it speedily became apparent that public 
counsel's intention was to have him testify not to any facts within his own 
knowledge but to hearsay statements made to him by third parties. Objection 
to any such testimony was made and sustained.’ The examiner ruled that Mr. 





1 See Tri-State Broadcasting Co. v. F. O. O., 96 (2d) 564 (App. D. C. 1988). 
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Berle could testify only as to what “he was advised of by the British Govern- 
ment on their attitude and what was the attitude of the State Department that 
he took” (Tr. 3704). However, Mr. Highsaw, with the cooperation of Mr. 
Berle, proceeded to violate the examiner’s ruling and get Mr. Berle to testify 
that somebody in Great Britain had told him that they had heard that some 
conversation between Mr. Trippe and General Critchley had taken place, al- 
though Mr. Berle promptly added that he was also told that there was no 
agreement and could not be any (Tr. 3706). Mr. Berle was not able even to 
identify who gave him this bit of gossip. He was “dealing with a group of 
men” and “these were collective conversations” (Tr. 3705). Mr. Berle’s testimony 
was worse than ordinary hearsay. It was hearsay with the maker of the state- 
ment left unknown and unrevealed. 

Although Mr. Berle had been interviewed at the very beginning of March 
(Tr. 3692), not until June 16 did public counsel request that a subpena be issued 
to him, and his appearance was withheld until the next to last day of public 
counsel’s extended presentation, apparently with the purpose of preventing effec- 
tive rebuttal. Fortunately for the interests of justice, however, General Critchley 
happened to be in the United States on business, instead of on the other side 
of the ocean. He immediately made himself available and testified in detail 
(Tr. 3783-3808). 

General Critchley denied unequivocally that he ever made any agreement 
or negotiated for any agreement with respect to division of territory with Mr. 
Trippe. He added that if he had negotiated along any such lines as indicated, 
“T ought to have my head examined” (Tr. 3784). He was cross-examined at 
length by Mr. Landis and his denials were specific, emphatic, and altogether 
convincing. Public counsel, who requested and were granted leave to defer 
their cross-examination of General Critchley, did not ask him a single question 
(Tr. 3815, 3837-3838). No unbiased person who heard General Critchley and 
observed his demeanor could have the slightest doubt as to the veracity of his 
testimony. 


* * * * * * * 


EXCERPTS FROM THE REPORT OF THE EXAMINER IN THE NortH ATLANTIC 
Rovute TRANSFER Case, CAB Docker No. 3589, SERVED 


DeEcEMBER 22, 1949 
« 


CONCLUSION 
* * * * * ” * 


It is charged that Pan American has demonstrated its intent to monopolize 
by a series of acts which fit into a pattern of exclusionary tactics in bargaining 
with other governments, acquiring other airlines, eliminating competition by 
dividing territory. A number of witnesses were called to testify on incidents, 
and evidence from previous cases was brought into this proceeding. These 
charges lose much of their significance and color when the testimony is read. 
For example, it is alleged that Mr. Trippe and General Critchley entered into 
a cartel agreement to divide world traffic between Pan American and BOAC. 
Both testified herein and denied any such agreement or conversation looking 
toward that end. Their testimony is uncontradicted. The only testimony 
bearing on the point is the statement by Mr. Berle that, in conversations with 
some British officials, he was told there had been some negotiations of this 
general character and was likewise told by the same officials that there was no 
agreement binding or representing British Government policy and no such 
agreement could exist, and any negotiation would therefore have to be con- 
versation. 


There are some incidents such as those at Ranchos Boyeros and at Merida 
where the acts of Pan American and of its subsidiary, CMA, can hardly be 
described as gracious to their competitors. For that matter, it is a rare instance 
to find any airline extending itself to welcome competition in its territory, so 
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Pan American’s attitude on that point is not unusual. However, the testimony 
does show that there were two sides to most of the controversies and incidents 
and it does not prove the charges, many of which have been made on numerous 
occasions. 

It is charged that Pan American has attempted acquisitions which have a bear- 
ing on the intent to monopolize, and a number of airline executives were called 
to testify as to conversations relating to possible interchange agreements, stock 
acquisitions, or mergers. This testimony shows that in some instances Pan 
American made the initial suggestion and in other instances the initial sugges- 
tion was made to Pan American. The Board is aware that Pan American is 
not the only airline that has discussed mergers, acquisitions, or interchange on 
a somewhat comprehensive scale. In his October 1948 Chicago address, the 
Chairman of the Board, in remarking on rumors of airline mergers and con- 
solidations, said that “there is scarcely a carrier in the country which has not 
been linked with one or more mergers and consolidations.” It is difficult to 
understand why any conversation by Pan American in this direction adds up to 
monopoly as distinguished from similar conversations by other airlines. 


* * * * * * * 


The Board and the President have by their actions shown that there is to be 
no monopoly in international air transportation. The Board’s past record in 
opposing and preventing monopoly by a single carrier certainly warrants confi- 
dence that the Board can and will continue to carry out that policy. There is 
no reason to believe that if at any time the Board is convinced that a proposal of 
Pan American will lead to a monopoly it will not reject such proposition. 


* & * * * * © 


The charges and incidents just referred to, which it is alleged have a bearing 
on the intent of Pan American to monopolize, do not have any more relevance to 
this proceeding than to a number of other proposals of Pan American before the 
Board. They are equally applicable to the so-called National Investigation, 
Docket No. 3500, now awaiting further hearing, and it has been indicated that 
the same evidence will be offered therein, also to the Guatemala City-Los Angeles 
route proceeding now before the Board. Many of the so-called incidents have 
been aired in previous proceedings, including the Latin American Rate case 
(40. A. B., 90), the Panagra Terminal Investigation (4 C. A. B., 670), and the 
Latin American Route case (6 C. A. B. 857). All of the so-called incidents were 
known at the time the President advised the Board that he had concluded that 
there was need for service by Pan American between the Pacific Northwest and 
Hawaii (Pacific Northwest-Hawaii case, 9 C. A. B., 580 (1948) ). 

“* * * since the Board cannot condone monopoly, it would in effect amount to 
a judgment that Pan American cannot obtain any further route concessions in 
any future proceeding, regardless of the merit of their proposal.” 


“* * * there is no occasion for considering the imposition of conditions unless 
it should be concluded that the transaction as presented will not be consistent 
with the public interest but will result in creating a monopoly or monopolies and 
thereby restrain competition or jeopardize another air carrier not a party to the 
purchase. On the basis of the evidence of record and the contentions and 
arguments of the parties and all the foregoing considerations, the examiner 
cannot so find” (pp. 154-158, 174). 





PAA Exnuisit 13 


ANSWERS TO WRITTEN QUESTIONS REQUESTED BY THE COMMITTEE 


Question. You have testified that there are 12 competitors across the North 
Atlantic. What specific points does each of these competitors serve? 

Answer. If you will refer to the map entitled “Airline Competition in the Trans- 
atlantic and Near East Areas” you will note that each of 13 competitors, Air 
France, BOAC, El Al, KLM, Iberia, SAS, Sabena, LAI, Lufthansa, Swissair, TCA, 
TWA, and Icelandic, offers service not only between the United States and all 
of the principal points in Europe, but to the whole of the Eastern Hemisphere as 
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well. Several operate, and others are authorized to operate these services not 
only to and from the gateway cities in the United States to which Pan American 
is limited, but also to and from other important United States interior points. 
Reference to the Official Airline Guide and current newspaper and other advertis- 
ing material issued by many of these carriers indicates their offering to the 
traveling public of highly flexible travel packages to principal tourist centers via 
a great variety of routings (with stopover privileges, of course) not possible 
for Pan American to operate competitively under its route certificate and present 
international air agreements. The importance to a carrier of serving a great 
variety of points via numerous routings (with stopover privileges) cannot be 
overemphasized in light of the fact that the average American visits approxi- 
mately four countries on his trips abroad. 

Question. What cities across the North Atlantic does Pan American serve? 

Answer. Pan American serves important cities in Europe, the Middle Hast, 
and the west coast of Africa from the gateway cities of New York, Boston, Phila- 
delphia, Chicago, and Detroit. Unlike most of our foreign competitors, Pan 
American is not permitted to serve these European cities via multiple-choice 
routings (an important point to American tourists as pointed out before). For 
example, Pan American cannot operate, and thus occupies an inferior competitive 
position with respect to traffic, between New York and Paris via London or 
from New York to Amsterdam and then to Paris via Rome. In a recent study 
made by the Service Statistique Aeroport de Paris for the year 1955, it was 
found that although more than two-thirds of the passengers moving between 
Paris and the United States were American citizens, 1 out of every 2 Americans 
traveling between the United States and Paris traveled via London and were 
lost to United States flag New York-—Paris services. While Pan American 
serves many points in “apparent” competition with foreign carriers abroad, its 
access to traffic moving between those points and points in the United States 
is greatly limited by— 


1. Inability to provide high-frequency service east of European gateways 
because Pan American is not permitted to operate turnabout services which 
foreign carrier route structures permit between foreign points. 

2. Restrictions on numbers of schedules imposed by foreign governments. 

3. Relative inflexibility of service patterns to offer choice of routings 
involving stopover privileges. 


A good case in point is the situation currently facing United States-flag opera- 
tions to India. Although Americans constitute a substantial portion of air 
travelers to and from India, our Government has been unable to persuade the 
Indian Government to allow Pan American to increase its present schedules 
beyond two flights per week. There are strong indications that our foreign 
competitors are carrying the lion’s share of the United States-Indian traffic. 
We encounter similar restrictions in other areas of the world. 

Question. How many airlines all told are there competitive between New York 
and London, New York and Paris, and New York and Germany? 

Answer. The principal carriers serving these pairs of points are as follows: 


New York-London: New York-Paris: New York-Frankfurt: 
Air France Air France Air France 
BOAC BOAC-BEA BOAC-BEA 
El Al Israel El Al Israel KLM 
KLM KLM Lufthansa 
PAA LAI PAA 
Sabena Lufthansa Sabena 
SAS PAA SAS 
S&W* Sabena Ss & WwW 
TCA SAS Swissair 
TWA e TWA 


1 All cargo carrier. 


As was indicated earlier because of the importance of stopover privileges and 
because of the general desire of Americans traveling abroad to visit several 








3094 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


countries, Pan American cannot be considered to be clearly competitive with 
certain carriers as between pairs of points. France is the most important 
travel market in Europe. Approximately half of the Americans traveling to 
Paris stop over in London and on this service, the best that Pan American can 
offer to the traveling public is a ticket on its own services, New York to London, 
and a ticket on some other non-American airline to Paris, whereas the British 
can offer the service to London and Paris on its own airlines. Similarly, with 
respect to various points in Germany which Pan American cannot serve through 
Paris except by connecting carriers, Air France and Lufthansa both offer one- 
carrier service to various German points via Paris. Comparable problems exist 
with respect to the other principal European gateways where the foreign-flag 
lines can offer services and routings to other points which cannot be offered by 
a United States carrier. 

Question. How many United States carriers serve Latin America? 

Answer. Services to Latin America (including the Caribbean) are operated 
by the following United States Carriers: 


Aerovias Sud Americana * Midet 

American National 

Braniff PAA (also UMCA) 
Caribbean Atlantic Panagra 

Delta Resort 

Eastern Riddle * 

Mackey 


2 All cargo carriers. 


Question. With respect to Latin America, what cities does each carrier serve? 

Answer. Aerovias Sud Americana is an all-cargo airline operating from St. 
Petersburg, Fla., to Havana, Belize, Guatemala, San Salvador, Panama, Bogota, 
Managua, San Jose, Quité, and Guyaquil. It has also been authorized by the 
United States Government to operate to Merida, Mexico. 

American offers direct service to Mexico City from interior points in the United 
States, which also affords a connecting service to points beyond in Central 
America. 

Braniff operates via the gateways Dallas, Houston, and Miami from points on 


its domestic network in the United States to Panama City (Balboa), Guayaquil, © 


Lima, La Paz, Asuncion, Sao Paulo, Rio, Buenos Aires. It also serves these Latin 
American cities by interchange agreement with Eastern Airlines from cities in 
te United States on Eastern’s domestic network. In addition, Braniff has been 
certificated to serve Bogota, Colombia, but to which it is not yet operating. Braniff 
offers service to other countries and cities by connections at points which it serves 
in Latin America. 

Caribbean Atlantic serves Mayaguez, Ponce, Ciudad Trujillo, St. Thomas, and 
St. Croix from its terminal in San Juan. 

Delta operates to Havana, Montego Bay, Caracas, Port au Prince, Ciudad 
Trujillo, and San Juan from the gateway city of New Orleans and other points 
in the United States on Delta’s domestic route network. At those points served 
in Latin America, Delta offers service to points beyond by conecting carriers. 

Eastern offers service to San Juan, P. R., from interior points in the United 
States via the gateway cities of New York and Miami. At Puerto Rico, Eastern 
offers connecting service via other carriers to various other points. In addition, 
this carrier offers services from interior United States cities to points on the 
west coast of South America and Rio and Buenos Aires by an interchange agree- 
ment with Braniff. 

Mackey provides service to Nassau from St. Petersburg, Tampa, Fort Lauder- 
dale, and West Palm Beach. 

Midet operates between West Palm Beach and West End, Bahamas, 

National serves principal cities on the eastern seaboard of the United States 
and offers direct service to Havana via the gateway cities of New York and 
Miami. In addition it offers service to points on the west coast of South Amer- 
ica and Buenos Aires under an interchange agreement with Pan American and 
Panagra. 

PAA. Points in Latin America served by Pan American are shown in the map 
entitled “Airline Competition in the Latin American Area.” Pan American 
serves Latin America only from the gateway cities of New York, Miami, New 
Orleans, Brownsville, and Los Angeles in the United States. It does not serve, 
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nor has it been certificated to serve, any interior point in the United States to 
or from any point in Latin America and it is further limited in that it does not 
have authority to carry domestic traffic between gateway cities in the United 
States. 

Panagra operates a trunkline service from the Canal Zone (Panama City) 
to Buenos Afres via Guayaquil, Talara, Lima, Antofagasta, and Santiago. In 
addition to the trunkline service it provides intra Latin American service for 
local and trunkline traffic between Panama and Guayaquila via Cali, and Quito. 
It also provides local service to Arequipa, Arica, Oruro, Cochabamba, Santa Cruz, 
Concepcion, San Ignacio de Vel, San Jose, Robore, Puerto Suarez, Esmeraldas, 
Manta, and Cuenca. Under an interchange agreement between Panagra, Pan 
American and National, through plane service is provided to the United States 
through Miami. 

Resort has been certificated by the Civil Aeronautics Board to provide a spe- 
cial air-cruise type of operation between points in the United States and a variety 
of points in the Caribbean area, Canada, Mexico, Central America and the north- 
ern part of South America. 

Riddle is a certificated all-cargo carrier presently authorized to serve the cities 
of San Juan, Arecibo, Ponce Mayaguez from New York and Miami and certain 
other cities in the United States. 

UMCA whose services are operated by Pan American, has the route from 
the Canal Zone (Panama) to Medellin, Colombia. 

Question. How many Latin American airlines did Pan American have an 
interest in in 1940? 

Answer. This information is included in the table inserted in the record at 
page 2269 of the transcript. 

Question. List the name and location of each airport in Latin America owned, 
operated, or managed by Pan American. 

Answer. As of July 1956, Pan American owned or operated the following air- 
ports in Latin America: Bowen Field, Port-au-Prince, Haiti; General Andrews, 
Ciudad Trujillo, Dominican Republic; Las Mercedes, Managua, Nicaragua; and 
Zandery Field, Paramaribo, Surinam. 

Question. With respect to each such airport, supply data showing whether Pan 
American built the airport, together with information as to who financed its 
construction. 

Answer. Pan American is unable to supply this information because details on 
the subject are classified. 

Question. With respect to each airport owned, operated, or managed by Pan 
American in Latin America, list the landing fees and other charges imposed on 
(a) carriers associated with the Pan American World Airway System; and 
(b) carriers not associated with the Pan American World Airways System. 

Answer. Landing fees and charges currently in effect are set forth in the 
attached schedules. 


General Andrews Airport, Ciudad Trujillo, Dominican Republic 


Govern- 


- ment > a 
Type of authorised Current PAA ground service rate 


Operator equipment | “Yonding per landing 
fees 


Associated companies: Cia, Dom- None, Provides own ground services. 


Separate terminal, Airport Agreement 
with Government exempts Dominican 
national companies from landing fees. 


None | $75 
None | $40| Landing fee included as part of rate for 
None | $62{ varying ground services. 
None | $63 
$133 | Provides own ground services. Varig 
charged published landing fee rate for 
| noncontract operators, at their request. 


inicana, 


Note.—PAA published landing fees as approved by the Dominican Government are included in the 
attached circular memorandum, 


77632—57—pt. 1, vol. 4-52 
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General Andrew’s Field, Ciudad Trujillo, Dominican Republic 


Arrival and departure (inclusive fee) : 


Per licenses gross takeoff United States ton_.________-___________-__ $2. 00 
Per night landing or takeoff (additional) -._..-._-_-_-____-__________ 5. 00 

Terminal facilities charge: 

Arriving or departing passengers, each._.......__-_-__-_-.-.__.. . 50 
es ie cpmncintplimenimmtns- cnn enernnmenatintin . 25 
Incoming or outgoing cargo, per 100 kilos_______._._-_-________-__. 50 

Communications and meteorology : 

I ica crite enetal nl ecermeniininar anedeinene>dibaiee es 3. 50 
Radio messages, plus 8 cents per word in excess of 20 (in addition to 

Se lanier hci peated ciatitas mean an snatnanscdctetninnintisgestn gna eniquinthes aaeeeaesadietem eae . 50 
I A I i esnssdsinsarurtt intitle nsacgiiataeladibiin debs dive capripes 5. 00 
I -  aarrntrepteeeeectidithigilitemsestentertnteiestipricencaindmetara a tennernen inading 1,50 

Fuel: 

Gasoline: Price furnished by fuel superintendent. 
Oil: Price furnished by fuel superintendent. 

Personnel service: Rate per man-hour 
nee reas Sea eats ae ea ere eee fe es $6. 50 
BN ie inst aemeiieaedctteian tibia cnicisigi Rept Aaa ceceanee pint oereetaneitiaaatcaae 2. 50 
ea Or nn ee ee ee 1. 25 
IE ITT celts scdiiicisinlts bene ones wees aphasia ae ate quate 2. 50 
I, TU ace vans renee peetnctigeas nonce eaas ct meeteete aaa 1. 25 


Miscellaneous : 
Material from stores: cost, insurance, and freight plus 50 percent. 
Material or supplies (local purchase) : Cost plus 20 percent. 
Field parking (at owner’s risk) per gross takeoff-ton, per 24 hours after 
initial 12 hours (minimum charge $1) : 50 cents. 


Las Mercedes Airport, Managua, Nicaragua 





eng 
Type of paete Current PAA ground service rate 
Operator equipment ey per tenaians 
fees ! 
Associated companies: La Nica--.--- DC-3..... None | Provides own ground services. La Nica 
C+46_..... None pays $650 per month for use of ramp area 
and terminal building including control 
tower service and airport lighting. Un- 
der airport verre vernment 
ee national companies from landing 
lees. 
Third party companies: KLM....-- DC-6._... None | $95—Landing fees included as part of 
ground service rates. 
CV-340._- None | $50—Landing fees included as part of 
ground service rates. 
Other scheduled companies: 
I a a Dag ee DC-4____. $6 | Provide own ground services. 
end cotati te cuneate DC-3.__. Do. 


' The landing fees above were established by the President of the Republic of Nicaragua in Decree No. 9 
dated Jan. 22,1942. PAA — from examination of operating costs that the above fees were inadequate 
made application for approval of increase in landing fees, by a letter dated February 28, 1951, fram Mr. F. 
Powers, regional director, PAA to Col. Francisco Gaitan C., Minister of Aviation-Nicar . Colonel 
as reply of Mar. 7, 1951, stated that the Government could not accede to the pro modification 
of the tariffs. 


Note.—The published landing fees as approved by the Nicaraguan Government are included in the 
attached circular memorandum. 


Te 


Co 


Mi 


Fu 
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Las Mercedes Airport, Managua 


Established by Government decree: 
Arrival-and departure (inclusive fee) : 
Airplanes that have a fixed itinerary, per landing: 
Up to 5 passengers including the crew 
From 6 to 20 passengers, including the crew 
More than 20 passengers including the crew 
Airplanes that do not have fixed itineraries pay double 
the above. charges per landing. 
Freight airplanes that do not carry passengers: 
Less than 1 long ton, per landing 
From 1.to 3 long tons, per landing 
More than 3 long tons, per landing 
Domestic airplanes pay only half of above charges. 
If landings are made at night or during time the air- 
port is closed, the above charges are tripled. 
Terminal facilities charge: 
Arriving or departing passengers, each 
Transiting passengers, each 
Incoming or outgoing cargo, per 100 kilos 
Communications and meteorology: 
Aerophare per flight 
Radio flight guard, per hour 
Radio messages, each 8 cents per word in excess of 20 (in addition to 
flight guard charge) 
Route weather forecasts 
Terminal weather report 
Fuel.service : 
Gasoline—Price furnished by fuel superintendent 
Gasoline field fee: When gasoline or oil is furnished by other than Pan 
American World Airways, there will be a field fee, per gallon of... ..02 
Oil—Price furnished by fuel superintendent 
Personnel service: Rate per man-hour 
Chief mechanic . 50 
Mechanic . 50 
Line crew porters .20 
Airport staff . 50 
Watchman 25 
MisceHaneous : 
Material from stores cost, insurance, and freight, plus 50 percent 
Material or supplies (local purchase) cost plus 20 percent 
Hangar storage, per gross takeoff ton per 24 hours._____--_--_.-_--- None 
Field. parking (at owner’s risk without watchmen) per gross takeoff 
ton, per 24 hours after the initial 12 hours (miniumum charge $1)-_. $0. 50 


Zandery Field, Paramaribo, Surinam 


Arrival and departure (inclusive fee) : 
Per licensed gross.takeoff, United States ton 
Per night landing or takeoff (additional) 
Terminal facilities charge: 
Arriving or departing passengers, each 
Transiting passengers, each 
Ineoming or outgoing cargo,, per 100 kilos 
Communications and meteorology : 
Radio flight guard, per hour 
Radio messages, plus 8 cents per word in excess of 20 (in addition 
to flight guard) 
Route weather forecast 
Terminal weather report 
Fuel: 
Gasoline Price furnished by fuel superintendent 
Gasoline field fee: When gasoline or oil is furnished by other than Pan 
American World Airways, there will be a field fee per gallon, of . 02 
Oo Price furnished by fuel superintendent 
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Zandery Field, Paramaribo, Surinam—Continued 


Personnel service : Rate per man-hour 
Chief -mechamie on ncccceecicneiéitiniiniissilitihetantibitaitiala cities ae ee 
Mooctnanbe aie a ainibtitb chitin ec wtintattilddheiaateddididlndliiidiinthiitthdene Wee 
TARO: CUCU DOCU oo ccccenrccidiitthiisiiniscidbldichlsnitddiibisidddiltiblihimdtiinlbmennnan eae 
Aferport ott GP nn ciate bet ashe cacdenabini dad db alinialbiehpibcibecnmjeneine 2. 50 
Watchman, per Ruin 6 iis sii lccis ustiaenitihdnbih mbidtialseintinammnne 1, 25 

Miscellaneous : 

Material from stores___........_ Cost, insurance, and freight plus 50 percent 
Material or supplies (local purchase) .......-.....---_. cost plus 20 percent 


Field parking (at owner’s risk) per gross takeoff ton, per 24 hours 
after initial 12 hours (minimum charge $1)~............-..-..-.. $0. 50 


Bowen Field, Port au Prince, Haiti 


— 
Type of pr Current PAA d service rate 
Operator equipment = ow lantis 
fees 
Associated companies: Cia. Dom- | DC-3_...- None....-. $100—Ground service rate all inclusive, 
o4" a a includes landing fee. 
companies: 

"Sabena. iit Aial > tretidbediodiien TOR, cect beans i atieas $75—Ground service rate all inclusive, 
includes ee Beans fee. Cubana provides 
tees uae ic re ao who performs 

ee onee and payment of local 

Sis cdad tebe aiennaiasen ena CV-340_. |... aS $150—Ground service rate all inclusive, 
includes landing fee. one 


own. traffic e who. performs 
local purehas and payment of local 


Other scheduled companies: None-.}.........-..]..------.-.. 





Notre.—PAA published landing fees as approved by the Haitian Government for itinerate users are 
ineluded in the attached circular. 


Bowen Field, Port-Au-Prince, Haiti 
Arrival and departure (inclusive fee) : 


Per licensed gross takeoff (United States ton) -------_-------....... $2. 45 

Per night landing or takeoff (additional) -_.._-.--.--.--..-...... 5. 00 
Terminal facilities charge: 

Arriving of departing passengers, each__....-...--.-.-...---.-.-..- . 50 

Tremaiting PORSCRGOCR): CRO sis critic thenies teint eetemeeanlns | 0a 

Incoming or outgoing cargo, per 100 kilos_..........--.....-...-.-. - 50 
Communications and meteorology : 

Radio Right quart pet beeRi os pete ccnnnn 3. 50 

Radio messages, plus 8 cents per word in excess of 20 (in addition 

0 TAGE CURIE) ciecicicreccrrnng ppd bee bm bhatt tll 1. 50 

Route weather forecasts. 613 a Se Seek 5. 00 

Terminal weather repettisi200 ic ocki cei e e 1. 50 
Fuel: 

Gasclige.cccecccncesascrescca $2. Price furnished by fuel superintendent 


Gasoline field fee: When gasoline or oil is furnished by other than 
Pan American World Airways, there will be a field fee per gallon of_ $0. 02 


OR ioe he ees EES Price furnished by fuel superintendent 
Personnel service : Rate per man-hour 
eg Rec LE et BN Sos BL . 50 
Ce ahs 5 shee ssSsss S2sSee RE 2. 50 
Eaeb anew setetOss soso sccces eesti seas a ee aeons 1. 25 
NE Oa oa aso ake bee hen ban ene 2. 50 
IID, SONI IID sasicesincsiiphepndelestinsiinid danildiikntniceeninirupuactiaais taaiiiaiexaa ae 1. 25 
Miscellaneous : 
Material from stores__..__...-_ Cost, insurance, and freight plus 50 percent 
Material or supplies (local purchase) ~...___-_-__---- Cost plus 20 percent 


Field parking (at owner’s risk) per gross takeoff ton per 24 hours 
after initial 12 hours (minimum charge, $1)~-............-------- $0. 50 


Di. 


Po! 


Par 


sho 


infc 
req! 


inf 
poir 
and 
volt 


Uni 
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Distribution of airport expense between Pan American and other users, May 1956 


Managua: 
Gross airport operations expense 
Less income from— 
landings.. 17 
do__.. 140 


Subtotal 
All others 


Net cost to PAA 


Port-au-Prince: 
Gross airport operations expense 
Less income from— 
‘D 


Subtotal 
All others 


Net cost to PAA 


Ciudad Trujillo: 
Gross airport operations expense 
Less income from— 
landings... 14 
Moiese 


Subtotal 
All others 


Net cost to PAA 


Paramaribo: 
Gross airport operations expense._.__.._.............—............. 6,164 
Less income from all others 


Net cost to PAA 


a For each pair of points served by Pan American supply a chart 
showing: 
(1) The total dollar volume of traffic generated between these points for 
each year since 1951 : 
(2) The total dollar volume of traffic handled by Pan American between 
these points during this period; 
(3) The total dollar volume of traffic handled by all other carriers between 
these points during the same period; 
(4) The name of each airline serving the same pair of points served by 
Pan American. 

Answer. Except’ as to item 4, which is shown on the route maps, the type of 
information requested is not available. The type of breakdowns and comparisons 
requested are not accumulated or required to be compiled under the system of 
accounts and statistics prescribed by the Civil Aeronautics Board. Selected 
information on numbers of passengers (but not revenues) between pairs of 
points is compiled by the Civil Aeronautics Board on an industry basis for March 
and September of each year for American-flag carriers only. Information on the 
volume of traffic carried by foreign-flag carriers between foreign points or 
between the United States and foreign points is not currently compiled by any 
United States Government agency. 
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SUBSEQUENT CORRESPONDENCE 


Pan AMERICAN Wor”p AIRWAYS SYSTEM, 
New York, N. Y., November 9, 1956. 
Hon. EMANUEL CELLER, 
Chairman, Committee on the Judiciary, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN CELLER: This is in further reply to your letter dated 
October 8, 1956, to Mr. Trippe requesting additional information for the record 
of the hearings held on June 14 and 15, 1956, before the subcommittee dealing 
with air-transport matters. The following numbers refer to the items listed 
in your letter. 

1. We have been unable to locate any statistics showing the percentage of 
the total traffic carried by Pan American on each of its routes. The available 
traffic statistics for the regularly scheduled carriers are not broken down by 
routes, and such statistics as are available for other carriers, such as MATS 
and the nonscheduled carriers, which carry substantial amounts of interna- 
tional traffic, are not comparable. In view of the lack of detailed statistics and 
comparability in the figures which are available, any estimates as to the per- 
centage carried on any given route would be highly speculative and of little 
value. 

2. All of the assets of Pan American Airways Corp., the former name of 
which was Aviation Corporation of the Americas, were acquired by its wholly 
owned subsidiary, Pan American Airways, Inc., on December 31, 1949, in accord- 
ance with an order of approval by the Civil Aeronautics Board. Pan American 
Airways Corp. was simultaneously dissolved and, on January 3, 1950, the sur- 
viving company was renamed Pan American World Airways, Inc. 

3. So far as we know, the amount of stock of the proposed community com- 
pany to which the stockholders of Pan American and of other air carriers 
engaged in international operations would have been entitled was never de- 
termined. This, as well as the determination of what other transportation 
interests would have participated, were matters to have been settled by our 
Government. It is clear, however, that Pan American and the other American- 
flag carriers engaged in international operations would have ceased to exist as 
separate entities upon formation of the community company. 

4. The explanation as to the Silva transaction which was previously sub- 
mitted was based upon an investigation which I had made, and the facts there 
stated are true and correct to the best of my information and belief. The 
purpose of the advance to Captain Silva was merely a personal accommodation 
to him during a visit to Miami in July 1954 on a familiarization trip for the 
purpose of acquiring information which might be useful in the performance 
of his duties in connection with the Nicaragua International Airport. Enclosed 
is a copy of a letter from the Minister of Aviation of Nicaragua introducing 
Captain Silva in connection with this trip. 

5. We do not understand the inference in your letter that Pan American, in 
1942, may have refused to waive its exclusive landing rights in Portugal, or 
that we were expected to supply further information with regard to this matter, 
since the record is entirely clear that, in 1939, Pan American formally offered 
to waive the exclusivity provision of its Portuguese concession upon request 
from our Government, and that Pan American did so when the request was 
made. [See correspondence, pp. 3103-3104.] 

6. So far as we have been able to determine, the speech referred to in this 
item was not published in full, but excerpts therefrom appeared in several 
newspapers, including the New York Times and the San Francisco Chronicle for 
November 23, 1955. We have obtained from the Post. Office Department the 
enclosed copy of a Department press release which contains the speech. 

7. It is our understanding that the material referred to is classified but could, 
of course, be made available to the committee in accordance with established 
security requirements. 

Respectfully yours, 


JoHN C, Pirie, Associate General Counsel. 
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[Translation] 


MINISTRY OF WAR, NAVY, AND AVIATION, 
Managua,, D. N., June 23, 1954. 
Mr. Epwin DrescHer, 
Manager, Latin American Division, 
Pan American World Airways, Inc. 
Miami, Fla., U. 8. A. 


Deak Sir: This is to introduce to you the bearer, Capt. Jorge Israel Silva D. 
who performs the duties of inspector of air security at the Department of Civil 
Aeronautics of the Ministry of War, Navy, and Aviation of Nicaragua. 

According to the instructions of His Excellency the President of the Republic, 
Gen. A. Somoza, and taking advantage of the kind invitation of Mr. D. M. Watson, 
station manager of Pan American in Managua, Captain Silva’s trip is for the 
purpose of visiting the repair base, observing the operations of the station of 
Miami and familiarizing himself with the administrative system of airports, so 
that he might put in practice the knowledge so acquired at our International 
Airport Las Mercedes. 

Thanking you for your cooperation and for the help you may give to Captain 
Silva, I remain 

Very truly yours, 
FRANcIscO GaITAN, C., 
Colonel, G. M., 
Minister of Aviation. 
Copy to: Captain Silva. 


MINISTERIO DE LA GUERRA, 
MARINA Y AVIACION, 
Managua, D. N., Junio 23 de 1954. 
Sr. Epwin DRESCHER, 
Gerente Divisién Latinoamericana, 
Pan American World Airways, 
Miami, Fla., U. 8. A. 


Sefior DrescHer: La presente tiene por objeto presentar a Ud. al portador, 
de la presente, Capitfiin Jorge Israel Silva D., quien ocpua el cargo de Inspector 
de Seguridad Aérea en el Departamento de Aeronatitica Civil del Ministerio de 
la Guerra, Marinay Aviacién de Nicaragua. 

De conformidad con instrucciones del Excmo. Sr. Presidente de la Repdblica, 
Gral. de Div. A. Somoza, y aprovechando gentil invitacién del Sr. D. M. Watson, 
Gerente de Estacién PAWA en Managua, el Capitan Silva se dirige a ésa con 
el objeto de visitor la base de reparaciones, observar las operaciones de la 
Estacién de Miami y familiarizarse con el sistema de administracién de Aero- 
puertos, con el fin de poner en prfactica los conocimientos adquiridos en nuestro 
Aeropuerto Internacional de ‘ Las Mercedes”. 

Agradeciendo a Ud. la ayuda y atenciones que se sirva dispensar al Capitan 
Silva, a fin de llevar a feliz término su cometido, aprovecho la ocasién de suscri- 
birme de Ud. 

Muy Atto. y S. S. 
Francisco GartTan, C., 
Coronel, G. N., 
Ministro de Aviacién. 
ec; Capitan Silva. 


[For release in morning papers, Saturday, November 23, 1935] 


INFORMATION SERVICE, Post OFFICE DEPARTMENT 


(Address of Postmaster General James A. Farley, at Alameda Airport, Ala- 
meda, Calif., in connection with the ceremonies incident to the inauguration of the 
first scheduled transpacific airmail flight on Friday afternoon, November 22, 
1935 :) 

Just before leaving Washington I received a letter from the President of the 
United States. It read: 

“My Dear Mr. POSTMASTER GENERAL: Please convey to the people of the Pacific 
coast the deep interest and heartfelt congratulations of an airminded sailor. 
Even at this distance I thrill to the wonder of it all. 
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“They tell me that the inauguration of the transpacific sky mail also celebrates 
the 100th anniversary of the arrival of the first clipper ship in San Francisco. 
The years between the two events mark a century of progress that is without 
parallel, and it is our just pride that America and Americans have played no 
minor part in the blazing of new trails. There can be no higher hope than that 
this heritage of courage, daring, initiative, and enterprise will be conserved and 
intensified. 

“Very sincerely yours, 
“FRANKLIN D. ROOSEVELT.” 


With the inauguration here today of the first scheduled transpacific airmail 
flight a new chapter in aviation history is being written. In fact, it records the 
beginning of the greatest and most significant achievement in the marvelous and 
fascinating development of air transportation. 

More than 8,000 miles of ocean are to be spanned by this new service which 
will bring Asia within 5 days of the United States, thus reducing the period of 
travel between these two continents to less than one-third of the time now re- 
quired by the fastest steamships, which is 17 days. There will be a corresponding 
saving in time between the United States, the Hawaiian Islands, Guam, and the 
Philippines and all will benefit by this time saving. The Hawaiian Islands, now 
5 days away by the fastest steamship, will be overnight from San Francisco. 

Very soon the superplanes flying over this route will be transporting passen- 
gers and express. A person or letter will arrive in China within 6 days after 
leaving New York. This is, indeed, an epoch-marking achievement and one 
which rivals the vivid imagination of a Jules Verne. 


It has been the experience of the United States that when better communica- — 


tions and faster transportation have been established between this and other 
countries better understandings have resulted and an improvement in trade and 
commerce has followed. Therefore, I anticipate that our friendly relations and 
our commerce with the countries of the Orient will be strengthened and stimulated 
by the transpacific airmail service. 

I wish to offer my congratulations to the officials of the Pan American Airways, 
whose vision, enterprise, and resources have pioneered this great service and 
brought new laurels to American aviation; to the American aviation engineers 
and manufacturers, whose research and skill have made possible the superplanes 
which will fly this route, and to the Congress of the United States for providing 
the necessary appropriation. I am proud that this history-making service was 
inaugurated during my administration of the Post Office Department. 

The United States easily leads the world with its airmail services and these 
services have by no means reached their peak. In the near future it will be 
advisable to further improve the services in the United States and Alaska and 
I am confident that within a year or 18 months we will have a transpacific 
service from the United States to Europe. 

Each year brings new triumphs in American aviation, but it will be a long time 
before any of them overshadow the achievement which we acclaim here today. 


* * * * * * * 


The subcommittee received the following letter concerning further 
contact of Mr. Roger Lewis with the Air Force concerning the Guided 
Missile Range Project Program : 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, November 23, 1956. 
Hon. EMANUEL CELLER, 
Chairman, Antimonopoly Subcommittee, 
Committee on the Judiciary, 
House of Representatives. 


Dear Mr. CHarrMAN: This is in further reference to your letter of July 24, 
1956, requesting information concerning communications between Mr. Roger 
Lewis and Air Force personnel in connection with the Pan American World 
Airways contract for the operation of the Air Force Guided Missile Range. 

In my reply dated August 16, 1956, I furnished information concerning cor- 
respondence between Mr. Lewis and Maj. Gen. D. N. Yates, commander of the 
Air Force Missile Test Center. Mr. Julian H. Singman of the subcommittee 


mom wee Oe Oe KOO nD pest hUCOCCLUlLrm OSes COUClt 


— 
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staff has requested a more definite statement as to whether this constituted a 
complete report of Mr. Lewis’ communications with Air Force personnel. 

A further inquiry has revealed one additional communication from Mr. Lewis: 
On or about May 14, 1956, Mr. Lewis telephoned Maj. Gen. D. L. Putt, Deputy 
Chief of Staff, Development, concerning a problem relating to Pan American 
Airways contractual operation of the Air Force Guided Missile Range. Spe- 
cifically, the subject matter discussed involved a Department of Air Force in- 
quiry into the feasibility of having the Military Sea Transportation Service 
operate picket ships programed for use as radar missile tracking stations be- 
tween Puerto Rico and Ascension Island. Mr. Lewis, aware of this Air Force 
inquiry, telephoned General Putt to advise him that MSTS operation of the 
radar picket ships would in effect split the responsibility of downrange opera- 
tion and that, because of stated company policy, Pan American did not desire to 
take part in such a split operation. 

I am sure you realize the difficulty involved in making an unequivocal state- 
ment that there have been no other communications between Mr. Lewis and Air 
Force personnel. However, a diligent and careful search of the records has not 
revealed any conferences, telephone calls, or other communications with Mr. 
Lewis, except those reported in this and my August 16 letter, which pertain in 
any way to the Pan American contract. 

I regret that our initial inquiry did not reveal the telephone call reported 
here and trust that this information will assist the committee in its investi- 
gation. 


Sincerely yours, 
Joz W. KELLy, 


Major General, United States Air Force, 
Director, Legislative Liaison. 


SUPPLEMENTARY STATEMENT OF PAN AMERICAN Worip Airways, INc. 


The following is a summary of the salient facts brought out in the record of 
the hearings dealing with the international phases of air transport problems 
before the subcommittee. 

Prior to passage of the Civil Aeronautics Act of 1938, the Pan American Air- 
ways System was the only United States-flag carrier to evidence any substantial 
interest in overseas and international air transport. Much of Pan American’s 
present route mileage was certificated at the instance of Congress by providing 
in the Civil Aeronautics Act for the award of grandfather routes in recognition 
of the company’s pioneering accomplishments in the overseas and foreign fields. 
Since the advent of the Civil Aeronautics Act, the bulk of new international route 
mileage authorized to United States carriers has been awarded to operators 
other than Pan American. 

Until about 1945, except for minor extensions of some domestic airlines for 
transborder operations into Canada and Mexico, it was United States Government 
policy to maintain a separation at the shorelines between the sphere of opera- 
tions of domestic air carriers and international air carriers under the United 
States flag. Since that time, in establishing United States-flag competitive 
services for most of Pan American's operations, the Government for the most 
part has selected carriers which also have extensive domestic route networks. 
Thus, Pan American is now confronted with the United States-flag competition 
of TWA across the Atlantic, Eastern Air Lines to Puerto Rico and Bermuda (the 
latter through recent merger of Colonial into Eastern), American, Braniff, Delta, 
Mackey, National, and Resort in the various areas of the Caribbean and Central 
and South America, United to Hawaii, Northwest to the Orient as well as to 
Hawaii and Alaska, and Alaska Airlines and Pacific Northern to Alaska. In 
addition, certificated all-cargo services have been authorized to Seaboard and 
Western, Aerovias Sud Americana, and Riddle Airlines, for operations to 
Europe, Latin America, and Puerto Rico, respectively. Pan American, which 
was the pioneer in these fields, alone operates the United States-flag service on 
certain of the thin-traffic national interest routes, such as the services to 
Australasia and South Africa. 

In addition to the competition of United States-flag carriers, Pan American 
must meet the competition of foreign-flag carriers on every international route 
which it operates. There are 12 foreign-flag carriers operating transatlantic 
service, at least 16 operating trunkline international services in the Caribbean 








3104 MONOPOLY PROBLEMS IN REGULATED INDUSTRIES 


and Latin American area, and 8 operating transpacific service. In addition, 
there are numerous regional carriers operating in the various parts of the world 
which compete with Pan American for international traffic. Several of the 
foreign-flag carriers operate worldwide systems. The route mileage of the inter- 
national airlines of the French, the Dutch, the British, and the Scandinavians 
each exceeds that of Pan American. 

These numerous route awards to other United States carriers and scores of 
authorizations issued to the flag lines of foreign nations have blanketed the 
overseas and international trade routes from the United States to all principal 
traffic markets of the free world. In addition to their current operations, a 
number of foreign-flag airlines have available to them under existing bilateral 
air transport agreements major international routes not yet being served by 
them. International air transport operations are conducted midst highly com- 
petitive transport systems, air and surface, United States and foreign, old and 
new in the world community. In obvious recognition thereof, even those who 
in appearing before the subcommittee suggested the term “conspiracy” in con- 
nection with the United States domestic air routes structures, disavowed any 
thought of relating such allegations to the international field, 

While numerous domestic air carriers have been granted overseas and inter- 
national routes and route-networks, the Pan American System has continued 
to be singularly barred from operating any domestic routes within the United 
States, despite the fact that, as a matter of essential fairness, extension of the 
domestic airlines into the international field should bring about some admission 
of the pioneer United States-flag international air carrier into the more densely 
traveled and lucrative domestic United States markets. 

In terms of traffic carried and route miles operated, exclusively outside or to 
and from the domestic, United States, Pan American has remained the largest 
United States-flag international air carrier. This is largely attributable to three 
significant developments, as noted above, in the history of United States air 
transportation, namely: 

1. Pan American was the pioneer in the principal areas of the overseas 
and international fields; 

2. Carriers selected to perform services competitive with Pan American 
have largely been those which also have extensive domestic route systems, 
one or more of which has been extended into each of the particular overseas 
and international areas—Atlantic, Pacific and Latin American; and 

3. Serving no domestic routes, Pan American is entirely dependent upon 
overseas and international traffic for its transport revenues. 

The degree to which Pan American, however, has been permitted and able 
to maintain its relative position in the market served by it has decreased. As 
testified to before the subcommittee by a member of the Civil Aeronautics Board, 
through constant CAB surveillance in route awards and rate actions, Pan 
American’s rate of growth and development under administration of the Civil 
Aeronautics Act, particularly in the post-war years, has been closely controlled 
by the Civil Aeronautics Board. 

During the subcommittee’s hearings, some effort was made to draw compari- 
sons between Pan American’s entire operations and system establishment, on 
the one hand, and segregated international portions of the operations and estab- 
lishments of a certain few other carriers’ systems, on the other. Such compari- 
sons are misleading and unfair, In terms of total traffic volumes and amount 
of services operated, as well as in relative growth since World War II, Pan 
American ranks below all of the domestic so-called Big Four—Bastern, American, 
United, and TWA. By reason of necessity for maintaining its own facilities at 
many foreign stations, and with no opportunity for allocating any of its invest- 
ment to domestic operations, Pan American’s capital investment in its operations 
is large in comparison to the investment allocated to overseas and foreign opera- 
tions by the United States carriers whose operating systems are comprised of 
large domestic route networks and less extensive foreign routes. 

In comparison with familiar giants of United States industry, Pan American 
is indeed a relatively small company, in terms of either corporate investment, net 
assets, revenues, or net income. It is comparable to any one of several average- 
size railroads or to industrial companies of moderate size. Its annual revenues, 
for example, are less than those of a single large department store. Pan Ameri- 
ean’s stock is publicly held and widely distributed, primarily among small 
stockholders. It has no record of excessive earnings, 

It is essential to the national interest that a strong United States-flag inter- 
national air transport system be encouraged and preserved, with adequate 
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financing, resources and opportunity for reasonable earnings, to allow it effect- 
ively to compete for and obtain fair participation in the international air traffie 
markets. As the industry faces the jet age, requiring investment of many 
hundred of millions of dollars in new equipment, the American system of private 
enterprise, competing with government-owned airlines of other flags, must be 
enabled to maintain its position. This can be accomplished only by sound, 
financially strong carriers. 

The importance and value of Pan American World Airways to the national 
defense was demonstrated and recognized by highest authority in World War 
II. Pan American continues to be entrusted with numerous defense assign- 
ments because of its proven experience and unique capabilities. At the present 
time, some of its more important contributions to the Nation’s defense activities 
include management and operation of an important guided missiles test.range, 
Government-sponsored technical assistance programs in foreign lands, and 
participation in the civil reserve air fleet program. Fees from these national 
defense activities are included in income by the Civil Aeronautics Board in fixing 
subsidy mail pay to which a carrier is entitled, with the result that these 
fees are in effect turned back to the Treasury of the United States. 

The airlift capacity which Pan American is able to provide in case of national 
emergency is a valuable national asset. To that presently available must be 
added the increase in the logistic capability of Pan American’s fleet represented 
by the long-range DC—7C aircraft on which deliveries are currently being taken, 
and the over-ocean jet aircraft to be delivered in 1958-60. These 2 fleets, be- 
ing purchased at a cost of $325 million, will constitute a new and vital strategic 
second line of defense for the Armed Forces. 

Since air transport is not subject to overall international control and each 
nation reserves the right to determine the conditions upon which carriers can 
serve its territory, it is essential that there be some machinery for resolving 
difference of views on rates and related matters in order to enable the inter- 
national carriers to serve the major trade routes without interruption. Pan 
American and the other major United States-flag international carriers are 
members of the International Air Transport Association and participate in its 
traffic conference machinery with approval of the Civil Aeronautics Board. 
Within the IATA organization, numerous rate problems, which otherwise could 
threaten the stability and continuous operation of international air transport 
systems are resolved, subject to approval by interested governments. The 
necessity for United States-flag carrier participation in IATA has been recognized 
as a matter of Government policy since 1946. 

During its hearings on air-transport problems, a number of matters were 
ealled to the attention of the subcommittee concerning Pan American’s rela- 
tionships with its competitors. No similar review was completed by the sub- 
committee with respect to such matters relating to other carriers. The incidents 
concerning Pan American were a collection of attacks accumulated over the 
years, which long since had been examined into and thoroughly aired in adversary 
proceedings before the Civil Aeronautics Board. In the North Atlantic Route 
Transfer case, the Civil Aeronautics Board’s Assistant Chief Examiner, who 
observed the demeanor of the various witnesses, evaluated their credibility and 
weighed the full record on many of these matters in 1949, found : 

“These charges lose much of their significance and color when the testimony 
is read * * *,” 

“There are some incidents * * * where the acts of Pan American * * * can 
hardly be described as gracious to their competitors. For that matter, it is a 
rare matter to find any airline extending itself to welcome competition in its 
territory, so Pan American’s attitude on that point is not unusual. However, 
the testimony does show that there were two sides to most of the controversies 
and incidents and it does not prove the charges, many of which have been made 
on numerous occasions * * *.” 

“* * * there is no occasion for considering the imposition of conditions (upon 
the North Atlantic route transfer) unless it should be concluded that the transac- 
tion as presented will not be consistent with the public interest, but will result 
in creating a monopoly or monopolies and thereby restrain competition and 
jeopardize another air carrier not a party to the purchase. On the basis of the 
evidence of record and the contentions and arguments of the parties, and all the 
foregoing considerations, the Examiner cannot so find.” [Emphasis supplied.] 

No new evidence was presented before the subcommittee to support any reason 
or basis for disputing the correctness of the above findings. 
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Despite the efforts of Pan American’s adversaries over the years to indicate 
that the energy and Zeal exercised in the course of competition in international. 
air transportation somehow may have had about it an atmosphere of impropriety 
or overreaching, when all of the facts now in the record are deliberately con- 
sidered, the just and impelling conclusion is quite the opposite. The full record 
of these hearings reflects an intensely competitive struggle over the years, 
admittedly hard-fought, to achieve the highest development of United States- 
flag international air transport, but no improper conduct or other circumstance 
to require amendment or other specific implementation by the Congress of the 
antitrust laws as applicable and applied to overseas and international air 
transportation. 


x 








